
FITCH AFFIRMS PEMEX' IDRS AT 'BBB
+' AND NATIONAL RATING AT 'AAA(MEX)'

  
 Fitch Ratings-Chicago-28 June 2017: Fitch Ratings has affirmed Petroleos Mexicanos S.A.'s
 (Pemex) Long-Term Foreign- and Local-Currency Issuer Default Ratings (IDRs) at 'BBB+'/
 Outlook Negative. The rating affirmation applies to approximately USD77.4 billion of notes
 outstanding. Fitch has also affirmed Pemex's National Long-Term ratings, Short-Term ratings and
 all related nationally rated debt securities at 'AAA(mex)'/Outlook Stable,'F1+(mex)', 'AAA(mex)',
 and 'F1+(mex)', respectively.  
  
 Pemex's ratings reflect its close linkage to the government of Mexico and the company's fiscal
 importance to the sovereign and strategic energy supply to the country. A financial distress at
 Pemex holds the potential to disrupt the supply of liquid fuels in the entire country, which could
 have material social and economic consequences for Mexico, as it is a fundamental input into
 the production of almost all goods, as well as the mobility of goods and labour. Mexico is a net
 importer of hydrocarbons and the company relies on the import of basic oil products, including dry
 gas, petroleum products and petrochemicals, in order to supply local demand.   
  
 KEY RATING DRIVERS 
  
 Strong Government Linkage: Pemex is Mexico's largest company and one of the central
 government's major sources of funds, historically contributing between 25% to 30% of government
 revenue through various royalties and taxes; Pemex's transfers to the Mexican federal government
 averaged approximately MXN850 billion per year between 2011 and 2014. During the past
 two years, although Pemex's contributions to the government have decreased to approximately
 MXN370 billion on average per year, or approximately 10% to 15% of government revenues
 as a result of the decrease in oil prices, transfers remain high in relation to the company's cash
 flow generation. During the past five years, transfers to the government averaged 45% of sales, or
 83% of adjusted EBITDA. As a result, the company's balance sheet has steadily weakened, with a
 significant increase in debt and negative equity since year-end 2009; current debt lacks an explicit
 guarantee from the Mexican government. 
  
 Strategic Importance for Energy Security: Linkage to the sovereign arises from the company's
 strategic importance in the supply of liquid fuels to Mexico. A financial crisis at the oil company
 would potentially disrupt Mexico's liquid fuel supply, which could have material social and
 economic consequences for the county. Liquid fuel supply is a fundamental input into the
 production of almost all goods as well as the mobility of goods and labor in Mexico. 
  
 Implicit Government Support: Mexico's implicit support to Pemex is evidenced by the Ministry
 of Finance's public statements of support, modest capital injections and marginal tax reductions.
 This support so far has been more symbolic than material, and Fitch expects the government
 to execute more meaningful supportive actions when needed. In 2016, the government injected
 MXN73.5 billion into Pemex, of which MXN47 billion was used to fund pensions. The company
 also received MXN15.0 billion of credit lines from national development banks and MXN137.0
 billion of government issued promissory notes to fund pension cost for the upcoming years. 
  
 Weak Credit Quality: Pemex's stand-alone credit quality would be in line with a Long-Term IDR
 of 'B-' if it were not owned by the state and if the government did not provide financial support.
 This stand-alone view assumes the government will continue to extract large amounts of funds
 from Pemex in the form of taxes, duties and royalties, resulting in weak FFO. The company's



 stand-alone credit profile weakened in recent years by the significant increase in debt issued
 primarily to cover the large transfers to the government. 
  
 Weak Post-tax Credit Metrics: Although Pemex reports moderately high pretax credit metrics,
 its post-tax credit protection metrics are weak and commensurate with a speculative grade stand-
alone rating as a result of high transfers to the federal government. As of year-end 2016, Pemex's
 reported a Fitch calculated FFO Adjusted Leverage of 64x. Fitch expects FFO leverage to recover
 moderately under our price deck assumptions to approximately 10x over the next three years, yet
 this leverage level is still considered highly speculative-grade. Pemex's leverage as measured by
 total debt-to-proved reserves (1P) is also weak at approximately USD11 of debt to one 1P barrel
 (bbl) of reserved. This leverage metric could surpass USD14/bbl in the short-term, a level Fitch
 considers commensurate with an unsustainable stand-alone credit quality. This weakening in
 leverage could occur either as a result of increasing financial debt to maintain high transfers to
 the federal government or from continue low capital investments to replenish reserves. Pemex's
 reserves replenishment could improve as a result of recent and future reserves' farm-outs and
 exploration joint ventures.           
  
 Capex Cuts Reduce Production: Fitch expects production and hydrocarbon reserves to continue
 declining over the next few years. This is the result of significant exploration and development
 capex cuts in order to counter the decline in oil prices. The diversification of the oil production
 asset base, with the Cantarell field representing close to 10% of oil production, reduces the risk
 of large production declines. Still, Fitch estimates production could decline 5% per year going
 forward. Pemex expects 2017 crude production to average 1.9 mmbbl/d. Pemex's future production
 declines could be offset from production increases coming from farm-outs, new joint ventures and
 lowering of taxes for select fields, which was the case for a production field called Ek-Balam this
 year. Pemex would need further farm-outs, joint ventures, tax reductions and higher investment
 levels than those reported thus far in order for the production decline trend to reverse.     
  
 DERIVATION SUMMARY 
  
 Pemex's linkage to the sovereign is similar in nature to its peers, namely Petrobras ('BB',/Negative
 Outlook) and Ecopetrol ('BBB'/Stable Outlook). It also compares with Enap ('A'/Negative
 Outlook), Petroperu ('BBB+'/Stable Outlook) and PDVSA ('CC'). All of which have strong
 linkages to their respective sovereigns given their strategic importance and the potentially
 significant negative social and financial implication a default by any of these entities could have
 for their respective countries.  
  
 Pemex's ratings reflect its close linkage to the government of Mexico and the company's fiscal
 importance to the sovereign and strategic importance to the country. Pemex's ratings also reflect
 the company's competitive pre-tax cost structure, national and export-oriented profile, sizable
 hydrocarbon reserves and its strong domestic market position. The ratings are constrained by
 Pemex's substantial tax burden, significant unfunded pension liabilities, large capital investment
 requirements, negative equity and exposure to political interference risk. 
  
 KEY ASSUMPTIONS 
  
 Fitch's key assumptions within our rating case for the issuer include: 
 --West Texas Intermediate (WTI) crude prices average USD50/per barrel (bbl) in 2017, increasing
 to USD62.5/bbl in the long term; 
 --Capex cuts for 2017 and 2018; 
 --Production declines by an average of 5% per year; 
 --Pemex will receive necessary support from the government; 
 --Cash Taxes remain unchanged at approximately 55% of production value. 
  



 RATING SENSITIVITIES 
  
 Future Developments That May, Individually or Collectively, Lead to Negative Rating Action: 
 --A negative rating action could be triggered by a downgrade of the sovereign's rating, the
 perception of a lower degree of linkage between the company and the sovereign, and/or a further
 deterioration in credit metrics. 
  
 Future Developments That May, Individually or Collectively, Lead to Positive Rating Action:  
 --Although not expected in the short term, an upgrade of ratings could result from an upgrade of
 the sovereign coupled with strong operating and financial performance and/or a material reduction
 in Pemex's tax burden, and increase in post-tax credit metrics. 
  
 LIQUIDITY 
  
 Liquidity is supported by cash on hand of approximately USD5.6 billion as of March 31, 2017.
 The company's liquidity is also supported by its proven track record of access to international
 debt capital markets. The company issued bonds in the amounts of USD5.5 billion in December
 2016 and EUR4.25 billion in February 2017. The proceeds of the issuances were used to finance
 capital investments, repay debt and for general corporate purposes. The debt amortization schedule
 is well balanced, with manageable short-term debt maturities. During 2016, Pemex successfully
 implemented several liability management operations in order to extend its amortization profile.  
  
 Liquidity could be further bolstered by Pemex's robust pretax cash flow generation supported
 by a competitive operational cost structure. The company's available USD and Mexican Peso
 denominated undrawn committed revolving credit lines amounted to USD4.8 billion and MXN23.5
 billion, respectively, as of May 2017. Fitch estimates operating cash costs to be less than USD20
 per barrels of oil equivalent (boe), including interest costs and full allocation of administrative
 expenses to the upstream business. 
  
 FULL LIST OF RATING ACTIONS 
  
 Fitch has affirmed Pemex's ratings as follows: 
 --Long-Term Foreign Currency IDR at 'BBB+'; Outlook Negative; 
 --Long-Term Local-Currency IDR at 'BBB+'; Outlook Negative 
 --National Long-Term Rating at 'AAA(mex)'; Outlook Stable; 
 --National Short-Term Rating at 'F1+(mex)'; 
 --Notes outstanding in foreign currency at 'BBB+'; 
 --Notes outstanding in local currency at 'BBB+'; 
 --National scale debt issuances at 'AAA(mex)'; 
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