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Petroleos Mexicanos
Update to credit analysis

Summary
Petroleos Mexicanos' (PEMEX) caa3 Baseline Credit Assessment (BCA, a measure of the
company's stand-alone credit profile regardless of support considerations) and B1 corporate
family rating reflect our view that the company’s liquidity needs and negative free cash flow
will remain large in the next three years due to high debt maturities, persistent losses at the
company's refining business, the necessity to maintain capital spending at least at current
levels to sustain production and reserves stable, and high interest expenses. Although oil and
gas production growth has been well below management targets, it is positive that, since
2019, PEMEX has been successful in maintaining production and reserves relatively stable.
However, we estimate that, in 2023-24, the company will only be able to sustain production
and reserves at current levels given its inability to invest larger sums of capital in Exploration
and Production.

PEMEX's B1 rating takes into consideration our joint default analysis, which includes
our assumptions of very high government support in case of need and very high default
correlation between PEMEX and the Government, resulting in five notches of uplift from the
company's caa3 BCA. Since 2016, and mostly importantly and increasingly from 2019 to
2021, the government has supported PEMEX in various ways, including capital injections, tax
reductions, and early redemption of notes receivable from the government. We assume that
the Government of Mexico (Baa2 stable), as promised, will continue to fund PEMEX's cash
needs and help the company to comply with its debt amortization obligations.

Exhibit 1

Consistent negative free cash flow generation continues through 2023 despite oil price recovery
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All figures and ratios are calculated using Moody’s estimates and standard adjustments. We assume that WTI oil prices will
average $68/bbl and $58/bbl in 2023 and 2024 respectively; the Mexican mix usually trades at about $5/bbl below WTI.
Sources: Pemex, Moody's Financial MetricsTM and Moody's Investors Service (estimates)
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https://www.moodys.com/credit-ratings/Petroleos-Mexicanos-credit-rating-94100
https://www.moodys.com/credit-ratings/Mexico-Government-of-credit-rating-489500/summary
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Credit strengths

» Large-scale reserves and production with access to developable resources

» 100% owned by the government of Mexico, with very high government support assumption

Credit challenges

» High debt amount and interest expenses

» High tax burden partly mitigated by tax breaks and lower profit-sharing duties since 2019

» Weak liquidity position and high refinancing risk

Rating outlook
The stable outlook on PEMEX’s ratings is based on Moody’s expectation that the company’s business strategy and financial profile will
remain unchanged in the next 12-18 months; it also considers the current stable outlook on Mexico’s ratings.

Factors that could lead to an upgrade

» An upgrade of Mexico's Baa2 rating could result in an upgrade of PEMEX's rating given the importance of the government in
providing support to the company’s liquidity needs.

» Factors that could lead to a higher BCA and potentially a higher rating for PEMEX would include its ability to strengthen its liquidity
position and internally fund sufficient capital reinvestment to fully replace reserves, deliver modest production growth and generate
free cash flow for debt reduction.

Factors that could lead to a downgrade

» A downgrade of Mexico's Baa2 rating would likely result in a downgrade of PEMEX's rating. For an affirmation of PEMEX’s B1 rating
following a sovereign downgrade, the company’s BCA would have to substantially improve.

» Because PEMEX's rating is highly dependent on support from the Government of Mexico, a change in Moody’s assumptions about
government support and its timeliness could lead to a downgrade of PEMEX's rating.

» A lowering of the BCA could also lead to a downgrade of PEMEX's rating. Factors that could lead to a lower BCA include material
increases in net debt, an operating performance worse than forecasted, reserve declines, and decreases in reserve life.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Key indicators

Exhibit 2

Key Indicators for Petroleos Mexicanos

In USD Millions Dec-17 Dec-18 Dec-19 Dec-20 Dec-21

LTM 

(Sep-22) 2022-proj. 2023-proj.

Average Daily Production (MBOE / Day) 2,661.6 2,440.6 2,282.2 2,271.9 2,252.5 2,299.5 2,308.4 2,331.4

Total Proved Reserves (MBOE) 7,525,833.3 6,848,666.7 7,019,216.7 7,205,033.3 7,246,250.0 7,246,250.0 7,389,284.6 7,398.3

Crude Distillation Capacity (mbbls/day) 1,627.0 1,640.0 1,640.0 1,640.0 1,640.0 1,640.0 1,940.0 2,320.0

Downstream EBIT/Total Throughput Barrels -$13.3 -$14.2 -$17.0 -$46.3 -$36.8 -$18.2 -$17.4 -$5.5

EBIT / Interest Expense 2.1x 2.7x 1.4x 0.4x 1.7x 2.7x 3.2x 2.6x

RCF / Net Debt 4.5% 1.8% 0.3% -1.0% 2.5% 5.5% -0.6% 3.6%

Debt / Book Capitalization 185.7% 187.6% 226.1% 267.1% 243.1% 179.6% 293.3% 315.5%

EBIT / Avg. Book Capitalization 19.3% 27.6% 15.9% 6.2% 26.6% 36.7% 54.2% 53.7%

[1] All figures and ratios are calculated using Moody's estimates and standard adjustments.
[2]Periods are Financial Year-End unless indicated. LTM = Last Twelve Months.
[3] Moody's Forecasts (f) or Projections (proj.) are Moody's opinion and do not represent the views of the issuer.
Source: Moody's Investors Service

Profile
Founded in 1938, PEMEX is an integrated oil and gas company 100% owned by the government of Mexico. PEMEX is the main energy
company in the country, with a 95% upstream market share and a 88% downstream market share, as per the company. PEMEX is
a leading crude oil exporter: around 60% of its crude is exported to various countries, mainly to the US and Canada. In the twelve
months ended September 30, 2022, the company posted $73.7 billion in revenue, $108 billion in assets and produced an average of
1,779 thousand barrels per day (mbpd) of crude oil.

Exhibit 3

Revenue breakdown by business segment
Exhibit 4

Operating income breakdown by business segment
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Detailed credit considerations
High tax and interest burden have limited PEMEX's capital investment and resulted in persistently negative Free Cash Flow
For many years, PEMEX's large outflows for royalties and interest expenses have consumed its pretax and interest cash flow, resulting
in little or negative cash flow from operations, which constrained capital reinvestment and led to years of declining production and
proved reserves. Thus, all of its capital spending had to be debt funded, which increased debt levels while the upstream asset base was
depleted and the downstream refining assets suffered from underinvestment and weak capacity utilization.

Since 2019, PEMEX has been benefiting from lower royalty rates, granted by the government to help reduce the company's tax
burden. Despite reduced royalty rates, in 2023-24 PEMEX will pay large royalty amounts as a result of higher oil prices in the period, as
compared to 2020-21. Management has managed to reduce Finding and Development (F&D) costs (see exhibit 7) but we expect these
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to increase in 2022-23 due to cost inflation. We assume that oil prices will average $68/bbl in 2023 and $58/bbl in 2024. In addition,
we assume that PEMEX's oil and gas production will at most increase by 1% annually in 2023-24. Excluding capital spent in the new
refinery Olmeca in Dos Bocas, capital investments will remain mostly stable to i) sustain oil and gas production and reserves at current
levels and ii) to fund maintenance and certain upgrades of existing refineries. This means that PEMEX's free cash flow will continue to
be negative in 2023 and 2024 at around $1.9 billion and $4 billion, respectively.

Reserves recovered in 2019-21 and we expect them to remain stable in 2023-24
PEMEX increased capital spending in 2019-21 and management focused its oil and gas exploration and development activities in
areas where it has more expertise and success rates, with more projects in the shallow water and onshore and less funds devoted to
deepwater projects. The company also greatly expanded workover activity and enhanced recovery efforts to increase oil production and
add reserves by boosting recovery rates from existing reservoirs.

Exhibit 5

Reserves and reserve life increased in 2019-20; we expect reserves
to remain flat in 2022-23

Exhibit 6

Capital spending evolution
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These efforts resulted in PEMEX replacing its proved reserves at a rate of 120% in 2019, 118% in 2020 and 99% in 2021 (as calculated
by Moody's based on the company's reserve reports), putting an end to a decade long decline in reserves, although much of the
reserve additions were from revisions related to increased recovery estimates. The company stabilized oil production over the course
of 2019 for the first time since 2004 and even achieved some monthly sequential increases in 2020 and 2021. The net reserve increase
combined with stable oil production helped boost the company's reserve life from 7.7 in 2018 to 8.8 in 2021.
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Exhibit 7

PEMEX replaced its reserves at about 100% in 2019-21, with remarkable low F&D costs per barrel in the period
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We forecast capital spending to be relatively stable in 2023-24, excluding amounts that may be directed to the Olmeca refinery
(the government has not budgeted transfers to PEMEX for the new refinery in 2023), based on management's guidance and on our
expectation of stable crude production and some fuel production increase in the period. While PEMEX made remarkable progress in
reserves replacement in 2019-20, with considerably lower F&D cost per barrel, we do not believe that the large positive revisions from
enhanced recovery are likely to repeat in the same magnitude going forward. Nevertheless, we believe that PEMEX will be able to
replace its reserves at least at 100% of oil production in 2023 and 2024.

Deer Park and Olmeca refineries place pressure on PEMEX's capital spending budget with doubtful returns on investment
and cost overrun risk
A key objective of the current government administration's energy agenda is for PEMEX to increase its refining capacity and improve
the operational performance of the existing refineries, so as to make Mexico self-sufficient in refined products. In this sense, the
government has funded the construction of the new Olmeca refinery in Dos Bocas (340,000 barrels per day refining capacity) and
funded the acquisition of the 50% equity stake from Shell Oil Company (Shell, Aa3 stable) on Deer Park refinery located in Texas, US.
The sale of Shell's interest in Deer Park was completed in January 2022 for $596 million plus existing debt at the US refinery.

Given ample refining capacity, both globally and in North America, we believe that the economic return from investments in refining is
likely to be low in the medium and long term given the current carbon transition trend across the world. In addition, when the Olmeca
refinery is operating, and if the other six existing refineries' operational capacity is increased as planned, this will add exposure to lower
margin fuel production and reduce PEMEX's crude exports and its US dollar revenue generation, increasing its credit risk.

However, the more near-term challenges are the risks of higher refining operating costs from the time when the Olmeca refinery is
operating at 95% capacity or higher, which is the point of best return on investment for such a low-margin business. In turn, the risk
of cost overruns and delays on start of the refinery's operations is high and no longer covered by the Ministry of Energy. According to
PEMEX, the government has spent $14 billion in 2019-22 in the construction of the new refinery. The government expects that the
refinery will start operations in mid 2023, which contrasts with its original expectations of completion by the end of 2021 at a total
cost of $8 billion. It is yet unclear how much the Olmeca refinery will end up costing. We had estimated that its construction would
cost more than $14 billion, as suggested by tenders provided by international construction companies in 2019, and also given the
government's and PEMEX's limited know-how of refinery building.

Government support is critical to the rating and need for support continues
PEMEX's B1 rating takes into consideration our Joint Default Analysis, which includes our assumption of very high government support
in case of need and very high default correlation between PEMEX and the Government of Mexico, resulting in five notches of uplift
from the company's caa3 BCA. The government has been supporting PEMEX for several years and we assume this will remain the case
in the future. For example, in 2021, the government supported PEMEX with around $19 billion in tax reductions and capital injections
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for capital investments and debt payments. The government has said that it intends to continue supporting PEMEX’s debt payment
obligations in 2022 and 2023.

Exhibit 8

We believe the government will continue to support PEMEX
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ESG considerations
Petroleos Mexicanos' ESG Credit Impact Score is Very Highly Negative CIS-5

Exhibit 9

ESG Credit Impact Score

Source: Moody's Investors Service

PEMEX's ESG Credit Impact Score is very highly negative. In addition to having very high environmental risk exposure and high social
risk exposure, PEMEX has very high governance risk, including weak financial strategy and risk management, weak board structure,
policies, and procedures.
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Exhibit 10

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
PEMEX has a very highly negative exposure to environmental risk mainly driven by very high carbon transition risk, high natural capital
risk, high water management risk, and high waste and pollution risk. Integrated companies with high exposure to upstream business
will face increasing pressure over time, particularly oil producers, as decarbonization efforts and the transition towards cleaner energy
continues.

Social
PEMEX has a very highly negative exposure to social risks mainly driven by health and safety, responsible production, and demographic
& societal pressures. Other drivers include weak suppliers relations and high human capital risk.

Governance
Governance risks are highly negative and linked primarily to financial strategy and risk management, in addition to board structure,
policies and procedures, and track record. There is very high risk related to financial liquidity and debt leverage. PEMEX also has
significant ownership concentration, being 100% owned by the government.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.

Liquidity analysis
PEMEX has weak liquidity and is highly dependent on government support. On September 31, 2022 the company had $3.6 billion in
cash and no availability under its committed revolving credit facilities to address debt maturities. In addition, Moody’s estimates that
PEMEX will have substantial negative free cash flow in the next 12-18 months, driven by insufficient operating cash generation to pay
interest expenses, taxes, and capital spending.

In December 2021 PEMEX exchanged $4.3 billion in notes due 2024-30 for new notes plus a cash payment, and tendered a portion
of notes due 2044-60. These liability management transactions helped to reduce debt and refinancing risk somewhat. In June 2022,
PEMEX issued $1.5 billion in senior unsecured notes due 2029 for general corporate purposes, including the reduction of accounts
payable to large suppliers. The notes were priced at 8.750%.
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Exhibit 11

Debt maturity profile
As of March 2022
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Methodology and scorecard factors

The forward view Scorecard-Indicated Outcome for PEMEX after notching factor is Caa1 for the next 12-18 months. However, both the
BCA and corporate family rating incorporate high liquidity risk and our expectation of negative free cash flow in the projected period.

Exhibit 12

Scorecard Factors
Petroleos Mexicanos

Integrated Oil and Gas Industry [1][2]   

Factor 1 : Scale (20%) Measure Score Measure Score

a) Average Daily Production (Mboe / d) 2,299 Aa 2331 Aa

b) Proved Reserves (MMboe) 7,246 Aa 7398 Aa

c) Crude Distillation Capacity (Mbbls / d) 1,640 A 2320 Aa

Factor 2 : Business Profile (25%)

a) Business Profile Baa Baa Baa Baa

Factor 3 : Profitability and Efficiency (10%)

a) EBIT / Average Book Capitalization 36.7% Aaa 53.7% Aaa

b) Downstream EBIT / Total Throughput Barrels ($ / bbl) -$18.2 Ca -$5 Ca

Factor 4 : Leverage and Coverage (25%)

a) EBIT / Interest Expense 2.7x Ba 2.6x Ba

b) RCF / Net Debt 5.5% B 3.6% Caa

c) Total Debt / Book Capitalization 179.6% Ca 315.5% Ca

Factor 5 : Financial Policy (20%)

a) Financial Policy B B B B

Rating:

Scorecard-Indicated Outcome from Factors 1-5 Ba1 Ba1

Notching Factor: Government Policy Framework 6 6 6

a) Scorecard-Indicated Outcome After Notching Factor Ba1 Caa1

b) Rating Assigned for non-GRIs or BCA Assigned for GRIs B1

Government-Related Issuer Factor

a) Baseline Credit Assessment caa3

b) Government Local Currency Rating Baa1

c) Default Dependence Very High

d) Support Very High

e) Actual Rating Assigned B1

Current 

LTM 9/30/2022

Moody's 12-18 Month Forward View

As of 1/10/2023 [3]

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations
[2] As of LTM 09/31/2022.
[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures
Source: Moody's Financial Metrics™
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Ratings

Exhibit 13

Category Moody's Rating
PETROLEOS MEXICANOS

Outlook Stable
Corporate Family Rating B1
Senior Unsecured B1

Source: Moody's Investors Service
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