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Fitch Rtgs: Mexico's Latest Oil Tax Cuts Alone Are Insufficient for
PEMEX
 
 
 
Fitch Ratings-Chicago-28 May 2019: Friday's implementation of an additional tax reduction for PEMEX is
insufficient to stabilize the company's credit quality as an isolated measure, according to Fitch Ratings, but it is
one more step in the right direction. The tax measures passed would represent an incremental reduction of
USD1.1 billion or the equivalent of 3.7% of 2018 total transfers to Mexico, which, when added to the
approximately USD400 million provided in 2017, will only moderately help the company reduce its fiscal burden.
The new measure is only applicable for 2019 as PEMEX and the government explore more permanent
solutions to the company's high fiscal burden. Fitch estimates PEMEX would need to see its taxes reduced by
no less than 50% in order for the company to retain sufficient internal cash flow generation to either reinvest in
its upstream business, or repay debt.  
 
Total government support for PEMEX for 2019 is expected to amount to approximately USD5.5 billion including
this latest tax reduction, as well as previously announced fiscal reliefs, a capital injection and early amortization
of government bonds granted for pension payments. These estimates assume PEMEX is able to take
advantage this year of tax reductions implemented in January 2019 over 5% of the company's production. After
netting these contributions from budgeted downstream investments in a new refinery of MXN50 billion for 2019,
these measures amount to around a 10% tax reduction or approximately USD2.9 billion, which compare
unfavorably with approximately USD27 billion of transfers to the government during 2018. Fitch estimates
PEMEX has a cash flow deficit of between USD12 billion to USD17 billion if it were investing at a level high
enough to stabilize production and replenish reserves. 
 
On Friday May 24, 2019, Mexico signed a decree to increase the cost caps that determine the amount of
expenses and investments that a field can deduct from taxable revenue for total liquids production not to
exceed 250 thousand barrels per day (mbbl/d). Although the tax rate assessed by the government is not
changing on eligible oil and gas fields, actual taxes paid will fall due to an increase in the allowed cost cap to
35.0% from 12.5% for shallow water and to 40.0% for onshore production. The higher cost cap can only be
applicable to production that is profitable before taxes but generates losses for PEMEX under the current tax
plan. This plan is similar to that given to the company in August of 2017 for a nominal liquids production that
was not to exceed 150 mbbl/d. 
 
In January 2019, Fitch downgraded PEMEX to 'BBB-' from 'BBB+' and maintained the Negative Rating Outlook.
Developments that may, individually or collectively, lead to negative rating action include:  
 
--A downgrade of the sovereign's rating that is not driven by the materialization of PEMEX-related contingent
liabilities; 
--A sustained deterioration of PEMEX's financial flexibility coupled with government inaction to support liquidity.
This could result from continued negative FCF and/or a material reduction of the company's cash on hand,
credit facilities and/or restricted capital markets access;  
--FFO-adjusted leverage materially above 8x and total debt to proved reserves (1P) reserve significantly higher
than USD15/boe;  
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--A continued deterioration of the company's stand-alone credit profile (SCP) to below the current 'CCC'
assessment, which could occur if the company fails to stabilize production and continues with unsustainable
reserves replacement ratios and negative FCF. 
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Additional information is available on www.fitchratings.com 
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the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's
ratings and reports should understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be
accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings
and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial
statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and
other information are inherently forward-looking and embody assumptions and predictions about future events
that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast
was issued or affirmed.  
The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch
does not represent or warrant that the report or any of its contents will meet any of the requirements of a
recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and
reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating
and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group
of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to
risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of
any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in,
but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes
only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities.
Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.
Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor,
or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary
from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate
all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the
applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed
under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,
or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.  
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial
services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within
the meaning of the Corporations Act 2001 
Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit rating subsidiaries are
listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO
(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO
(the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the
NRSRO. However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf
of the NRSRO.
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Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.
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