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Fitch Ratings-Chicago-29 January 2019: Fitch Ratings has downgraded Petroleos Mexicanos' (PEMEX)
Long-Term Foreign- and Local-Currency Issuer Default Ratings (IDRs) to 'BBB-' from 'BBB+' and its National
Long-Term ratings to 'AA(mex)' from 'AAA(mex)'. The Rating Outlook is Negative. These downgrades apply
to approximately USD80 billion of notes outstanding and all national scale long-term issuances. Fitch has
also affirmed PEMEX's Short-Term ratings and all related nationally rated debt securities at 'F1+(mex)'. A
complete list of rating actions follows at the end of this press release.
Today's downgrades reflect the continued deterioration of PEMEX's standalone credit profile (SCP) to 'CCC'
from the previous assessment of 'B-' as a result of persisting negative FCF and material under-investment in
the company's upstream business. Fitch projects that PEMEX will have negative free cash flow of between
USD3 billion to USD4 billion for both 2018 and 2019. This deficit is understated and Fitch estimates that it
would be between USD12 billion to USD17 billion higher if PEMEX were investing at a level that would
stabilize its production. Fitch also expects PEMEX to report a total debt-to-proved reserve (1P) of
approximately USD15/boe as of yearend 2018, and for FFO adjusted leverage to continue exceeding 10x,
which Fitch considers commensurate with a CCC rating category. PEMEX has been technically insolvent
since 2009 by having a negative total equity balance.
PEMEX's SCP deterioration to 'CCC' has led Fitch to lower its assessment of the government's incentive to
support the company to "strong" from "very strong", which has resulted in a rating of two notches below the
United Mexican States (UMS), in accordance with our Government-Related Entities (GRE) Criteria. Fitch
continues to assess the government's ownership and control of the company as "very strong" and its support
track record as "moderate" due to the government's very large extractions of cash from PEMEX in recent
years. Fitch could further lower its assessment of government support if additional large transfers to the
government are made coupled with persisting underinvestment and negative FCF. This could result in
additional negative rating pressure. In Fitch's view, the Mexican government's recently announced support
measure for PEMEX are not enough to offset the recent deterioration in the company's SCP. During the past
two months, the Mexican government announced, among other measures, a capital injection of MXN25
billion as well as a reduction of the government take that the company estimates could reduce transfers to
the government by MXN11 billion in 2019 and grow to MXN66 billion by 2024.
The continued government inaction to stabilize the company's SCP deterioration to 'CCC' prevents Fitch
from assessing the incentives to support PEMEX as "very strong"; therefore, Fitch has revised its
assessment for these factors to "strong". The slow reaction to strengthen PEMEX's SCP is an indication that
the government has not recognized the viability of the company's financial profile and/or the strategically
important role the entity plays for the government and the country. Financial distress at PEMEX could disrupt
the supply of liquid fuels in the entire country, which could have material social and economic consequences
for Mexico. Mexico is a net importer of liquid fuels, and PEMEX relies on the import of basic oil products,
including dry gas, petroleum products and petrochemicals to supply local demand. During 2018, PEMEX
imported approximately 70% of the gasoline and diesel sold in Mexico. Financial distress at PEMEX might
also have implications on the ability to raise financing of the government or other GREs within the country.
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The Negative Outlook mirrors UMS's sovereign Outlook (BBB+/Negative) and also reflects the potential for
further deterioration of Pemex's SCP to below 'CCC'. Additional large fund transfers to the government could
result in negative FCF generation, rising debt and prohibit sustainable capital reinvestment. The company's
FCF continues to be negative despite efforts to cut costs and Capex. Fitch expects PEMEX's FFO Adjusted
leverage to have been more than 10x at YE 2018 and total debt-to-proved reserves (1P) to have reached
nearly USD15/bbl. Should the Mexican government fail to prevent PEMEX's SCP from deteriorating below
'CCC', Fitch believes it will be a further indication the government views of PEMEX's strategic importance for
the country as less important and could result in further negative rating actions for PEMEX's IDRs.
KEY RATING DRIVERS
Strong Government Linkage: Although Fitch's assessment of the strength of the linkage between PEMEX
and the government was revised downwards as a result of the SPC deterioration, Fitch continues to expect
the government to ensure PEMEX maintains a robust liquidity position to service debt, which supports the
material rating uplift from the SCP. PEMEX's linkage to the Mexican government results from strong
incentives to support the company given the socio-political and financial consequences a PEMEX default
would have for the country. PEMEX is Mexico's largest company and one of the government's major sources
of funds, historically contributing between 25% and 30% of government revenues.
Transfers Weaken SCP: PEMEX's deteriorating SCP is primarily the result of excessive distributions to the
government. The company contributions to Mexico have averaged approximately 10% of government
revenues or approximately MXN500 billion (or USD26.7 billion) as of the last 12 months ended (LTM) Sept.
30, 2018. Transfers from PEMEX to the government remain high in relation to the company's cash flow
generation, and during the past five years transfers to the government averaged 45% of sales, or more than
80% 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. PEMEX's debt lacks an explicit guarantee from
the Mexican government.
Strategic Importance for Energy Security: Linkage to the sovereign stems from the company's strategic
importance in supplying liquid fuels to Mexico. A financial crisis at the oil company would have very strong
socio-political consequences for Mexico as it may potentially disrupt the country's liquid fuel supply. Mexico
is a net importer of liquid fuels as a result of continued production decline. The country relies on PEMEX for
virtually all the supply of gasoline and diesel, of which approximately two thirds come from imports. A
financial crisis at PEMEX could also have very strong financial consequences for the Mexican government
and other GREs, especially regarding their access to funding.
Moderate Government Support: Fitch considers Mexico's support of PEMEX moderate, and it reflects
modest capital injections, support for pension liabilities and marginal tax reductions. This moderate support
assessment reflects the high level of transfers from the company to the government. Fitch expects the
government to execute more meaningful supportive actions when needed. In its 2019 budget, the Mexican
government announced a capital injection into PEMEX of MXN25 billion, which compares very unfavorably
with the MXN520 billion of government oil revenues budgeted for the year. During the past two months, the
Mexican government announced, among other measures, a capital injection of MXN25 billion as well as a
reduction of the government take that the company estimates could reduce transfers to the government by
MXN11 billion in 2019 and grow to MXN66 billion by 2024. In the past, the company has also received other
capital injections for different purposes, and Fitch expects the Mexican government to continue ensuring
PEMEX has strong liquidity position to service debt.
Deteriorating Underlying Credit Quality: PEMEX's SPC is in line with a Long-Term IDR of 'CCC' if it were not

2 de 8

29/01/2019 08:06 p. m.

[ Press Release ] Fitch Downgrades PEMEX's IDRs to 'BBB-'; Outlook ...

https://www.fitchratings.com/site/pr/10060982

owned by the state and if the government were not to provide financial support. PEMEX's SCP could
continue deteriorating if the Mexican government continues extracting large amounts of funds from PEMEX,
resulting in weak FFO, negative FCF and increasing leverage. The company's SCP could also continue
deteriorating as a result of a change in strategy that materially increases downstream capex or affects
domestic realization prices, especially if at the expense of lowering upstream Capex and/or increasing
leverage. During the LTM ended Sept. 30, 2018, PEMEX reported an adjusted EBITDA before net pension
expenses of USD27.6 billion and FFO of USD2.1 billion, while total debt amounted to USD106 billion.
Weak Post-tax Credit Metrics: Although PEMEX reports moderately solid pre-tax credit metrics, its post-tax
credit protection metrics are weak as a result of high transfers to the federal government. As of the LTM
ended Sept. 30, 2018, PEMEX reported a Fitch calculated FFO adjusted leverage of roughly 12.5x. Fitch
expects FFO leverage to have recovered moderately in 2018 under its price deck assumptions to
approximately 10x and deteriorate thereafter. PEMEX's total debt-to-proved reserves (1P) have deteriorated
to around USD15/boe from USD9.2/boe in 2015.
Capex Cuts Reduce Production: Fitch expects production and hydrocarbon reserves to continue declining
over the medium term and to potentially stabilize after three to five years as current Capex is insufficient to
replenish reserves. Fitch estimates PEMEX will require an annual capex of around USD13 billion to USD18
billion to replenish reserves, this is based on a finding, development and acquisition cost (FD&A) estimate of
between USD13/boe to USD18/boe. PEMEX's exploration and production capex for 2017 and 2018's budget
of USD4.5 billion and USD4.3 billion, respectively, was not enough to replenish annual production of
approximately 1 billion boe. Fitch estimates production could decline 5% per year over the next few years
and stabilize thereafter. Recent discoveries, namely Ixachi, which added an estimated 1.3bn boe of 3P
reserves, may help offset somewhat the company's production and reserve decline but are not enough to
reverse the declining trend.
Weak Corporate Governance: Fitch considers PEMEX's corporate governance weak given the continued
high level of government interference in the company's strategy, financing and management changes with
changes in administration. Current proposed legislation intended to amend Mexico's hydrocarbon law
(PEMEX Law) in order to transfer greater power to the company's management from its board of directors
(BoD) could increase control over the company by Mexico's executive branch. Under the current PEMEX
Law, the president of Mexico appoints the company's CEO, and all other positions are approved by the
BoD's independent human resources committee. The changes proposed to the law would allow
management to appoint staff up to two levels below the CEO. The initiative also proposes, among other
things, to transfer PEMEX's human resources control to management from the BoD and to have
management present for approval the company's strategic direction and pricing decisions

DERIVATION SUMMARY
PEMEX's linkage to the sovereign compares unfavorably with that of Petrobras (BB-/Stable), Ecopetrol
(BBB/Stable) Enap (A/Stable) and Petroperu (BBB+/Stable). All of PEMEX's regional peers have strong
linkage to their respective sovereigns as a result of strong government support. In Fitch's view, all
governments in the region, except for Mexico, have implemented different measure to ensure the standalone
credit profiles (SCPs) of their respective national oil and gas companies (NOCs) remains viable in the long
term.
PEMEX's ratings continue to reflect its close, albeit deteriorating, 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
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hydrocarbon reserves and its strong domestic market position. The ratings are constrained by PEMEX's
substantial tax burden, high leverage, significant unfunded pension liabilities, large capital investment
requirements, negative equity and exposure to political interference risk.
Fitch views PEMEX's SCP as commensurate with a 'CCC' rating, which is five notches below Petrobras'
SCP of 'BB-' and nine notches below Ecopetrol's SCP of 'BBB'. These differences are primarily due to
PEMEX's weaker capital structure and increasing debt and leverage trajectory. PEMEX's SCP of 'CCC'
reflects the company's burdensome transfers to Mexico's federal government; its large and increasing
financial debt balance when compared with 1P reserves; an FFO Adjusted leverage in excess of 10x; and its
decreasing production and reserves trend. In comparison, Ecopetrol and Petrobras have significantly
strengthened their capital structure, and as of Sept. 30, 2018, their FFO Adjusted Leverage was 1.6x and
3.8x, respectively.
KEY ASSUMPTIONS
Fitch's Key Assumptions Within Our Rating Case for the Issuer
--Average West Texas Intermediate (WTI) crude prices of USD57.5/bbl in 2019 and USD55/bbl in the long
term:
--Capex cuts implemented in 2017 continue for the medium term;
--Production declines by 5% over the next few years;
--PEMEX will receive necessary support from the government to ensure adequate liquidity and debt service
payments:
--Mexico lowers cash taxes for 5% of the company's production in half per year over the next five years,
resulting in a decrease of approximately a 12% in government take from the existing tax scheme.
RATING SENSITIVITIES
Developments That May, Individually or Collectively, Lead to Positive Rating Action
Although not expected in the short term, a rating upgrade or Outlook stabilization could result from:
--An upgrade of Mexico's sovereign ratings;
--An irrevocable guarantee from Mexico's government sovereign of sustainably more than 75% of PEMEX's
debt;
--A material capitalization of PEMEX together with a business plan that results in neutral to positive FCF
through the cycle while implementing after a sustainable upstream capex that is sufficient to replace 100% of
reserve and stabilize production;
--A sustainable FFO Adjusted Leverage below 5x.
Developments That May, Individually or Collectively, Lead to Negative Rating Action
A negative rating action could be triggered by any combination if the following factors:
--A downgrade of the sovereign's rating that is not driven by the materialization of PEMEX related contingent
liabilities related to PEMEX;
--A sustain deterioration of PEMEX's financial flexibility coupled with government inaction to support liquidity.
This could result from continue negative FCF and/or a material reduction of the company's cash on hand,
credit facilities and/or restricted capital markets access.
--An FFO Adjusted Leverage materially above 8x and total debt to 1P reserve significantly higher than
USD15/boe:
--A continue deterioration of the company's SCP to below the current 'CCC' assessment, which could result
if the company fails to stabilize production and continues with unsustainable reserves replacement ratios
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and negative FCF.
LIQUIDITY
Market Dependent Liquidity: Liquidity is supported by cash on hand of approximately USD4.7 billion as of
Sept. 30, 2018 and approximately USD6.7 billion of undrawn credit facilities. PEMEX's liquidity is also
supported by its proven track record of access to international debt capital markets. During the first three
quarters of 2018, the company raised approximately USD16 billion of debt. The proceeds of these issuances
and liability management operations were used to finance capital investments, repay debt and for general
corporate purposes, which include transfers to the federal government. The debt amortization schedule is
balanced, with somewhat manageable short-term debt maturities. During the past few years PEMEX
successfully implemented several liability management operations in order to extend its amortization profile.
As of Sept. 30, 2018, short-term debt amounted to approximately USD9.5 billion.
Liquidity is further bolstered by a robust pre-tax cash flow generation supported by a competitive operational
cost structure. The company's available committed revolving credit lines as of September 2018 amounted to
USD6.7 billion and MXN23.5 billion, of which USD450 million and MXN13,500 million, respectively are
drawn down. Fitch estimates operating cash costs to be less than USD20 per barrels of oil equivalent (boe)
as of 2018YE, including interest costs and full allocation of administrative expenses to the upstream
business.
PEMEX's liquidity ratio is approximately 0.9x, as measured by cash and equivalents plus undrawn credit
facilities to short-term debt minus FCF divided by short-term debt. Although PEMEX had enough cash on
hand plus undrawn facilities to cover short term debt amortizations as of Sept. 2018, the company is
expected to continue having a negative FCF in 2019, which could drive its liquidity ratio below 1x. According
to the government's financing plan for 2019 (Plan Anual de Financiamento 2019), PEMEX's financial needs
for this year will be MXN197 billion due to a negative financial balance of USD3.3 billion (MXN65.4 billion)
and debt amortization of USD6.6 billion (MXN131.6 billion). The debt is comprised internal debt of MXN 46.7
billion and foreign market debts of MXN84.9 billion.
FULL LIST OF RATING ACTIONS
Fitch has taken the following rating actions:
PEMEX
--Long-Term Foreign Currency IDR downgraded to 'BBB-' from 'BBB+'; Outlook Negative;
--Long-Term Local-Currency IDR downgraded to 'BBB-' from 'BBB+'; Outlook Negative;
--National Long-Term Rating downgraded to 'AA(mex)' from 'AAA(mex)'; Outlook to Negative from Stable;
--National Short-Term Rating affirmed at 'F1+(mex)';
--Notes outstanding in foreign currency downgraded to 'BBB-' from 'BBB+';
--Notes outstanding in local currency downgraded to 'BBB-' from 'BBB+';
--National scale debt issuances downgraded to 'AA(mex)' from 'AAA(mex)'.
Contact:
Primary Analyst
Lucas Aristizabal
Senior Director
+1-312-368-3260
Fitch Ratings, Inc.
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70 W. Madison Street
Chicago, IL 60602
Secondary Analyst
Velia Valdes
Associate Director
+52 81 8399 9100
Committee Chairperson
Daniel R. Kastholm, CFA
Managing Director
+1-312-368-2070
Media Relations: Elizabeth Fogerty, New York, Tel: +1 212 908 0526, Email:
elizabeth.fogerty@thefitchgroup.com
Additional information is available on www.fitchratings.com
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PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT,
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RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT
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PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
Copyright © 2019 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY
10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission
in whole or in part is prohibited except by permission. All rights reserved. In issuing and maintaining its
ratings and in making other reports (including forecast information), Fitch relies on factual information it
receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts
a reasonable investigation of the factual information relied upon by it in accordance with its ratings
methodology, and obtains reasonable verification of that information from independent sources, to the extent
such sources are available for a given security or in a given jurisdiction. The manner of Fitch's factual
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investigation and the scope of the third-party verification it obtains will vary depending on the nature of the
rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is
offered and sold and/or the issuer is located, the availability and nature of relevant public information, access
to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such
as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal
opinions and other reports provided by third parties, the availability of independent and competent thirdparty verification sources with respect to 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 forwardlooking 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
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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.

SOLICITATION STATUS
The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a
related third party. Any exceptions follow below.

Endorsement Policy
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.

Fitch Updates Terms of Use & Privacy Policy
We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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