
CORPORATES

ISSUER COMMENT
29 October 2019

Analyst Contacts

Peter Speer +1.212.553.4565
Senior Vice President
peter.speer@moodys.com

Marianna Waltz, CFA +55.11.3043.7309
MD-Corporate Finance
marianna.waltz@moodys.com

CLIENT SERVICES

Americas 1-212-553-1653

Asia Pacific 852-3551-3077

Japan 81-3-5408-4100

EMEA 44-20-7772-5454

Petroleos Mexicanos
Higher oil production and free cash flow generation in 3rd
Quarter 2019, but capital spending is well below our forecast

Petroleos Mexicanos (PEMEX, Baa3 negative) grew oil production in the third quarter of 2019
and generated a modest amount of positive free cash flow. The company’s free cash flow
generation in the quarter was better than our expectations, but this was mainly because the
company’s capital spending is running well below our forecast. Therefore we continue to
have concerns regarding reserve replacement given the low levels of capital reinvestment.
Overall, the third quarter results did not affect PEMEX’s Baa3 rating and negative outlook.

The company’s oil production increased 1.2% in the third quarter from second quarter 2019
levels, demonstrating good progress on this key objective. In the third quarter PEMEX also
generated around $400 million of positive free cash flow. Weaker oil prices were a challenge
in the third quarter, but the company’s cost cutting efforts and increased refinery utilization
help mitigate that effect. For the first three quarters of 2019, the company reported negative
free cash flow of $4.9 billion. That puts PEMEX on pace to do better than our forecasted cash
flow deficit of $10 billion for 2019. But that is primarily because its capital spending for the
first three quarters of 2019 was $2.5 billion, compared to our forecast of $6.9 billion for the
entire year.

This lower level of capital investment only adds to our concerns regarding PEMEX’s
reserves replacement. The company forecasts that its proved reserves will grow in 2019 and
thereafter, but we remain skeptical given the amount of capital investment to date.

The $5 billion capital injection made by the government in September 2019 and related
financing activities have improved the company’s liquidity and debt maturity profile. At
September 30, 2019, PEMEX had cash of $3.5 billion and all of its $7.45 billion of USD credit
facilities available and MXN 24 billion available (around $1.2 billion) on its peso denominated
credit facilities. The company now has debt maturities of $6.7 billion in 2020, $6.3 billion in
2021, and $5.8 billion in 2022. These are still sizable, but down from $9.4 billion, $9.1 billion
and $8.5 billion in 2020-22, respectively.

Founded in 1938, PEMEX is Mexico's productive state-owned oil and gas enterprise. PEMEX
remains the main energy company in the country, with fully integrated operations in oil and
gas exploration and production (E&P), refining, distribution and retail marketing, as well
as petrochemicals. PEMEX is also a leading crude oil exporter, with a majority of its crude
exported to various countries, mainly to the US and Canada.

Note: Reported free cash flow is net cash flow from operating activities less interest paid and
acquisition of property plant and equipment. Cash flow deficit is Moody’s forecasted negative
free cash flow plus forecasted pension payments that Moody’s treats as financing activities.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1201122
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