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Liberalization Of Mexico's Gasoline Prices Will
Have A Neutral Credit Impact On Petroleos
Mexicanos

As part of Mexico's 2013 energy reform, which began with the opening of crude oil production to private investment

and now continues with the retail gasoline sales, the government will begin to gradually remove price controls on

gasoline and diesel in March 2017. Through this measure, the government aims to boost competition in the retail

gasoline market, given that the state oil company--Petroleos Mexicanos (Pemex)--has been a monopolistic provider for

over 80 years, by opening the market to private companies. Aside from the gasoline liberalization, the government

raised its gasoline prices at the beginning of the year to recognize higher international oil prices, plummeting local

currency, and the end of the gasoline subsidy. S&P Global Ratings believes that the government's increase in gasoline

prices, coupled with their liberalization, will be positive for Pemex because it raises slightly the company's revenue and

will be the first time the government will recognize all of Pemex's logistics costs. However, we currently don't expect

an immediate impact on its rating.

Overview

• Mexico will start freeing gasoline prices in March 2017 in the hopes of attracting private companies to supply

and distribute the fuel, spurring greater investment and competition.

• The Treasury and Public Finance Secretary announced at the beginning of the year an increase in gasoline

prices by as much as 20%.

• Although these moves will somewhat increase Pemex's revenue--but more importantly alleviate some of its

losses for importing gasoline--we don't expect them to have an impact on its credit rating.

By scrapping the gasoline price controls, the Mexican government expects private companies to supply and distribute

fuel, new infrastructure investment, better service and quality at the pump stations, a diminished risk of gasoline

shortage, and doubling of the number of gas stations. As of the third quarter of 2016, Mexico has 11,490 gas stations,

with a penetration rate of 9 stations per 100,000 people, compared with 36 per 100,000 in the U.S. Currently, 99% of

the gas stations are Pemex franchises but are privately owned and operated. In our view, private suppliers of gasoline

could benefit from a robust consumption market and from the efficiencies they are able to generate, stemming from

cheaper gasoline prices or lower logistics costs.

As part of the liberalization, the government will stop setting gasoline prices. Final prices at the pump will reflect those

on the international markets, as well as the cost of transportation, storage and processing, the profit margin of each

company, taxes, and the peso-to-dollar exchange rate.
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Deregulation of prices frees the government from subsidizing gasoline. In practice, the Impuesto Especial sobre

Produccion y Servicios (IEPS; a special tax on production and services) buffered the difference between the retail

price, which the Ministry of Finance set, and the producer price, which the international reference benchmark

determines. In the past, if the international reference price increased, the government reduced the tax. The

government began to set the IEPS at a fixed amount in January 2017.

Mexico's Energy Regulatory Commission has unveiled a roadmap to begin the liberalization. The government will set a

maximum gasoline price through February 3. After that, the maximum price will be set biweekly, until February 18,

when it will be set daily. The introduction of market-based prices will start on March 30 in the northern states of Baja

California and Sonora. The process will be completed on Dec. 30, 2017, with the introduction of market pricing in the

southern states of Campeche, Quintana Roo, and Yucatan.

With the removal of price controls, the government will recognize 100% Pemex's logistics costs for the first time,

which coupled with January's gasoline price increase, will slightly increase the company's revenue, given that the sale

of gasoline and diesel represents around 65% of its Transformacion Industrial (TRI) revenues. We also expect some

margin improvements.

The price liberalization will also help Pemex's operations because it currently struggles with refinery underproduction

and financial challenges stemming from losses from importing gasoline. Mexico currently imports 66% of gasoline

consumed in the country on account of a lack of capacity at the nation's six refineries. Nevertheless, Pemex's financial

risk profile continues to reflect its weak after-tax measures due to the significant share of revenue that the the

government takes and still unfunded pension obligations. As a result, we expect taxes to continue to be a significant

burden on the company's finances.
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Chart 1

As part of the reform, Pemex will allow private companies to distribute and supply gasoline through its infrastructure,

which includes 17,000 kilometers of pipelines and 89 freight terminals. Distributors must use Pemex pipelines to

import gasoline into Mexico because the company currently has the country's only available fuel distribution network.

However, in the medium to long term, we expect new infrastructure investment from private investors.

Mexico raised its gasoline prices by as much as 20% earlier this month, stemming from higher oil prices and

plummeting local currency. Chart 2 shows that gasoline in Mexico is now more expensive than in the U.S., but still

below the international average. Although new market entrants might push prices down in the long term and increase

supply and competition, Pemex will remain the main gasoline supplier for a while, as we have seen in other countries

such as Brazil and Colombia whose government-owned oil giants--Petrobras and Ecopetrol--continue to be the

preponderant distributors.
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Chart 2

Only a rating committee may determine a rating action and this report does not constitute a rating action.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 13, 2017   5

1784660 | 300051601

Liberalization Of Mexico's Gasoline Prices Will Have A Neutral Credit Impact On Petroleos Mexicanos



STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2017 by Standard & Poor’s Financial Services LLC. All rights reserved.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 13, 2017   6

1784660 | 300051601


	Research:

