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Research Update:

Petroleos Mexicanos Ratings Affirmed, Outlook
Remains Stable, Proposed $1 Billion Unsecured
Notes Rated 'BBB+'

Overview

• We expect the recently approved energy reform to gradually improve
national oil company, PEMEX's, credit quality.

• We expect that PEMEX will continue to maintain a critical role in
Mexico's economy and an integral link with the government.

• We are affirming our 'BBB+' foreign currency and 'A' local currency
global scale and 'mxAAA/mxA-1+' national scale ratings on PEMEX. Also, we
are affirming our 'BBB+' foreign currency and 'A' local currency global
scale ratings on its subsidiaries. At the same time, we are assigning our
'BBB+' rating to PEMEX's proposed $1 billion senior unsecured notes due
2025.

• The stable outlook mirrors that of the sovereign and reflect a potential
upgrade of PEMEX if a similar action occurs on Mexico.

Rating Action

On Oct. 14, 2014, Standard & Poor's Ratings Services 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
ratings on its subsidiaries, P.M.I. Trading Ltd., PMI Norteamerica S.A. de
C.V., and Mex Gas Supply, S.L. This affirmation follows our regular annual
review.

We are also assigning our 'BBB+' rating to PEMEX's proposed $1 billion 4.25%
senior unsecured notes due 2025. Also, the existing 'BBB+' rating on the
company's $2.75 billion 5.50% senior unsecured note due 2044 remains unchanged
after a $1.5 billion add-on. All of PEMEX's notes benefit from Pemex
Exploración y Producción, Pemex-Refinación, and Pemex-Gas y Petroquímica
Básica's irrevocable and unconditional payment guarantee. These three entities
are PEMEX's subsidiaries. We expect the company to use the proceeds from the
add-on to finance capital investments and working capital needs, and to redeem
bonds due 2015.

Rationale

The ratings on PEMEX reflect our view of its 'bbb-' stand-alone credit profile
(SACP) and the "almost certain" likelihood that the Mexican government would
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provide timely and sufficient extraordinary support to PEMEX in the event of
financial distress. The rating on PEMEX will continue to mirror that of the
sovereign, assuming no changes in our current assessment of the company's role
and link with the Mexican government.

Our expectation of an "almost certain" likelihood of extraordinary government
support is based on the following:
• PEMEX's "critical" role as the leading oil exploration and production
(E&P) company operating in Mexico--it provides about 40% 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 recently passed energy reform, PEMEX's status will change to a
productive state company, it will lose its monopoly position, and will face
competition along the entire value chain. However, we believe that the company
will maintain its leading position. 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
company's role and link are stable and the rating will continue to mirror that
of the sovereign.

The ratings on PMI Trading, PMI NASA, and Mex Gas Supply, S.L. 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.

PEMEX's 'bbb-' SACP incorporates the company's dominant position in Mexico's
large national oil and gas market, extensive oil and gas reserve base, and its
important role in Mexico's energy sector. It also incorporates the company's
weak after-tax financial performance, aggressive capital expenditures (capex)
program, and our expectation that the company will post total adjusted debt to
EBITDA below 3.0x. The company's after-tax financial performance reflects the
weight of its large unfunded pension obligations and a substantial share of
revenues the government takes. Although the government recently announced a
potential assumption of a portion of PEMEX's pension liabilities, subject to
the certain conditions, company's finances will continue to be in line with
our current financial risk profile assessment. Also, we continue to expect
that taxes will remain a significant burden on the company's finances.

Company's total average production during the second quarter of 2014 was 2,522
million barrels per day (Mbd) of crude oil, a 1.9% drop from the same period
in 2013. During the past couple of years, company's production has declined at
an annual rate of 1%. Additionally, PEMEX announced new production figures, as
a result of adjustments in our measuring gauges, at about 2,340 Mbd as of June
2014. Therefore, there is a strong need for the company to stabilize its
production. We expect that the increased output at the Tsimin Xux, Ayatsil
Tekel, and other fields in the Southwestern Marine region, along with the
company's capex focus on the E&P segment, will somewhat alleviate this trend.
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Our base-case scenario for 2014 and 2015 assumes:
• A stable crude oil production at about 2,400 Mbd in the next two years
• A WTI price deck of $95 per barrel for 2014 and 2015, and $90 per barrel
for 2016

• Capex at about $17 billion (excluding maintenance capex)

Under those assumptions, we expect the main credit metrics for the next two
years to be:
• Reported EBITDA margin of 50% in the next two years
• Total net adjusted debt to EBITDA in the 2.5x-3.0x range
• Negative funds from operations (FFO) to debt in the 10%-15% range. FFO
measures are impacted by the company's tax regime because PEMEX transfers
100% of its profits to the government in the form of taxes and duties.

Liquidity

We assess the company's liquidity as "adequate." PEMEX's liquidity resources
(including cash, FFO, and credit facility availability) to exceed uses by
1.20x for the next 12-18 months and its resources can more than cover its
needs for the foreseeable future, even in if EBITDA declines by 15%.

Principal Liquidity Sources:
• Cash and short-term investments of $6.8 billion as of June 30, 2014
• Projected annual FFO for about $13 billion
• Working capital inflows of about $7.6 billion
• About $2.8 billion available under PEMEX's committed credit lines

Principal Liquidity Uses:
• About $6.9 billion in short-term debt maturities as of June 30, 2014
• Annual capex of about $17 billion
• No financial covenants
• Our liquidity analysis also incorporates qualitative factors, including
our view that the company has the capacity to withstand high-impact,
low-probability events based on its sound banking relationships and
strong access to capital markets, as seen in its 2013 and 2014 debt
issuances.

Outlook

The stable outlook on PEMEX and its subsidiaries mirrors the sovereign
outlook. Given our assessment of "almost certain" likelihood of government
support, the ratings on PEMEX and its subsidiaries would continue to follow
those on the sovereign.

Downside scenario

A downgrade could occur if we change our current assessment on company's
government support.
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Upside scenario

Any rating action would currently be closely linked to one on the sovereign.

Ratings Score Snapshot

Corporate Credit Rating
Global Scale
Local currency: A/Stable/--
Foreign currency: BBB+/Stable/--

Business risk: Satisfactory
• Country risk: Moderately High
• Industry risk: Intermediate
• Competitive position: Satisfactory

Financial risk: Significant
• Cash flow/Leverage: Significant

Anchor: bbb-

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

Stand-alone credit profile: bbb-

Likelihood of government support: Almost certain

Related Criteria And Research

Related Criteria

• Corporate Methodology, Nov. 19, 2013
• Rating Government-Related Entities: Methodology and Assumptions, Dec. 9,
2010

• Stand-Alone Credit Profiles: One Component of a Rating, Oct. 1, 2010

Ratings List

New Rating

Petroleos Mexicanos
Senior Unsecured BBB+
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Ratings Affirmed

Petroleos Mexicanos
Corporate Credit Rating
Foreign Currency BBB+/Stable/--
Local Currency A/Stable/--
CaVal (Mexico) National Scale mxAAA/Stable/mxA-1+

Senior Unsecured
Local Currency A
Foreign Currency BBB+
CaVal (Mexico) National Scale mxAAA

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

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 Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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