ap BANORTE

Public finance report - Deficit of August 31, 2018
MXN$213.1bn in the PSBRs in the first S——
seven months of 2018 (enelss fndem

Francisco Flores

= The Ministry of Finance (MoF) released its public finances report for Economist, Mexico

the seventh month of 2018 francisco.flores.serrano@banorte.com
= Public sector borrowing requirements (Jan-Jul): MXN$213.1bn deficit

(~US$-11bn)

= Public balance (Jan-Jul): MXN$199.4bn deficit (~US$-10.3bn)

= Budget revenues increased 4.4% yoy in real terms when excluding
Banxico’s Operational Surplus (including BOS: -6.5% yoy in real
terms)

= Budget expenses grew 3.4% yoy in real terms

= The Historic Balance of the Public Sector Borrowing Requirements
stood at MXN$10 trillion (~US$518bn)

MXN$213.1bn deficit in the PSBRs during the first seventh months of 2018.
The Ministry of Finance released its public finance report for July, in which we
highlight the deficit of MXN$213.1bn of the Public Sector Borrowing
Requirements (PSBR) —which is the broadest measure of the public balance™-
during the month. This stood above the MXN$173.6bn deficit seen in the same
period of 2017 when excluding Banxico’s Operational Surplus (BOS). When
including the BOS, the surplus in 2017 amounted to MXN$148.1bn.

In addition, the “traditional” public balance posted a MXN$199.4bn deficit,
MXN$163.9bn less than the budgeted deficit. Excluding the investment of high
economic and social impact —such as investments made within Pemex and CFE
of up to 2% of GDP- the balance showed a MXN$165.2bn surplus. In addition,
the primary balance shows a MXN$162.6 billion surplus, standing above the
MXN$10.3bn budgeted surplus.
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! The PSBRs include the sum of the Public Balance, the financial requirements of the Mexican
Bank Savings Protection Institute, financial requirements of deferred investment projects,
adjustments to budget records, financial requirements of the National Infrastructure Funds,
program of debtors and the expected gain or loss of development banks and development funds.
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Public Finances in July 2018

MXN bn
January-July % yoy in real
2018 2017 terms
Public Balance -199.4 119.3 -
ex. Pemex investments 165.2 321.9 -51.1
Balance of entities under indirect
budgetary control 144 212 355
Revenues 3011.7 3070.4 6.5
Qil 567.5 495.9 9.1
Non-oil 2444 1 2574.6 95
Tax collection 1833.5 17222 1.5
Other 180.9 4457 61.3
Government controlled entities 2251 205.4 45
CFE 204.7 201.2 -3.1
Spending 32254 29723 34
Primary spending 2861.0 2653.5 2.8
Programmable spending 2278.9 2153.7 0.9
Non-programmable spending 582.1 499.8 11.0
Financial costs 364.4 318.8 8.9
Primary balance 162.6 4314 -64.1

Source: Ministry of Finance

Total revenues were up 4.4% yoy when excluding BOS in 2017. According
to the MoF, revenues amounted to MXN$3,011.7bn, MXN$296.1bn above
estimations. Taking a look at the breakdown, the 9.1% annual real increase in
oil revenues was mainly explained the 35.7% yoy increase in the price of the
Mexican oil basket. However, this was partially offset by the decrease in oil
production (-7.6% yoy) as well as the appreciation of the Mexican currency
(7.4% yoy).

Non-oil tax revenues increased 1.5% yoy in real terms, amounting to
MXN$1,833.5bn, MXN$106.4bn above budget. This comes on the back of a
0.6% real annual increase in income tax collection, coupled with an 9.5%
expansion in VAT revenues. Moreover, excise tax collection (IEPS) decreased
by 14.9%. Excluding fuel IEPS, collection of this tax advanced 5.2%. In
addition, import taxes increased 10.7% while Hydrocarbon E&P tax revenues
grew 13.9% yoy.

Non-oil, non-tax revenues stood at MXN$180.9bn, which implies a 61.3%
annual real decrease, given that in March 2017, the MoF received Banxico’s
Operational Surplus which amounted to MXN$321.7bn. When excluding this
effect, the revenues were up 38.9%. Moreover, government-controlled entities
(IMSS and ISSSTE) revenues were up 4.5%, while CFE posted a 3.1%
contraction in annual real terms.
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Budget spending increased 3.4%, reaching MXN$3,225.4bn, MXN$146.3bn
above what was budgeted. Primary spending —which does not include the
financial cost of debt—, edged up 2.8% while the financial costs were up 8.9%
yoy. Programmable spending grew 0.9%, amounting to MXN$2,278.9bn,
mainly due to increases in autonomous branches (17.2% yoy), and CFE
spending (17.1% yoy). Moreover, non-programmable spending, excluding the
financial cost of debt, rose by 11%.

The Historic Balance of the Public Sector Borrowing Requirements
(HBPSBR) stood at MXN$10tn (~US$518bn). Moreover, net domestic public-
sector debt amounted to MXN$10,142.6bn (~US$525.6bn). In addition, net
domestic debt reached MXN$6.3tn, while net foreign debt climbed to US$192.3
billion (equivalent to MXN$3.7tn).

Historic Balance of the Public Sector Borrowing Requirements
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Disclaimer

The information contained in this document is illustrative and informative so it should not be
considered as an advice and/or recommendation of any kind. BANORTE is not part of any party or
political trend.
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Certification of Analysts.

We, Gabriel Casillas Olvera, Delia Maria Paredes Mier, Alejandro Padilla Santana, Manuel Jiménez Zaldivar, Tania Abdul Massih Jacobo, Katia Celina
Goya Ostos, Juan Carlos Alderete Macal, Victor Hugo Cortes Castro, Marissa Garza Ostos, Miguel Alejandro Calvo Dominguez, Hugo Armando Gémez
Solis, Gerardo Daniel Valle Trujillo, José ltzamna Espitia Hernandez, Valentin Ill Mendoza Balderas, Santiago Leal Singer, Francisco José Flores
Serrano and Francisco Duarte Alcocer certify that the points of view expressed in this document are a faithful reflection of our personal opinion on the
company (s) or firm (s) within this report, along with its affiliates and/or securities issued. Moreover, we also state that we have not received, nor
receive, or will receive compensation other than that of Grupo Financiero Banorte S.A.B. of C.V for the provision of our services.

Relevant statements.

In accordance with current laws and internal procedures manuals, analysts are allowed to hold long or short positions in shares or securities issued by
companies that are listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to adhere to certain
rules that regulate their participation in the market in order to prevent, among other things, the use of private information for their benefit and to avoid
conflicts of interest. Analysts shall refrain from investing and holding transactions with securities or derivative instruments directly or through an
intermediary person, with Securities subject to research reports, from 30 calendar days prior to the issuance date of the report in question, and up to 10
calendar days after its distribution date.

Compensation of Analysts.

Analysts’ compensation is based on activities and services that are aimed at benefiting the investment clients of Casa de Bolsa Banorte Ixe and its subsidiaries.
Such compensation is determined based on the general profitability of the Brokerage House and the Financial Group and on the individual performance of each
analyst. However, investors should note that analysts do not receive direct payment or compensation for any specific transaction in investment banking or in other
business areas.

Last-twelve-month activities of the business areas.

Grupo Financiero Banorte S.A.B. de C.V., through its business areas, provides services that include, among others, those corresponding to investment banking
and corporate banking, to a large number of companies in Mexico and abroad. It may have provided, is providing or, in the future, will provide a service such as
those mentioned to the companies or firms that are the subject of this report. Casa de Bolsa Banorte or its affiliates receive compensation from such corporations
in consideration of the aforementioned services.

Over the course of the last twelve months, Grupo Financiero Banorte S.A.B. C.V., has not obtained compensation for services rendered by the investment bank or
by any of its other business areas of the following companies or their subsidiaries, some of which could be analyzed within this report.

Activities of the business areas during the next three months.

Casa de Bolsa Banorte, Grupo Financiero Banorte or its subsidiaries expect to receive or intend to obtain revenue from the services provided by investment
banking or any other of its business areas, by issuers or their subsidiaries, some of which could be analyzed in this report.

Securities holdings and other disclosures.

As of the end of last quarter, Grupo Financiero Banorte S.A.B. of C.V. has not held investments, directly or indirectly, in securities or derivative financial
instruments, whose underlying securities are the subject of recommendations, representing 1% or more of its investment portfolio of outstanding securities or 1 %
of the issuance or underlying of the securities issued.

None of the members of the Board of Grupo Financiero Banorte and Casa de Bolsa Banorte, along general managers and executives of an immediately below
level, have any charges in the issuers that may be analyzed in this document.

The Analysts of Grupo Financiero Banorte S.A.B. of C.V. do not maintain direct investments or through an intermediary person, in the securities or derivative
instruments object of this analysis report.

Guide for investment recommendations.

Reference
BUY When the share expected performance is greater than the MEXBOL estimated performance.
HOLD When the share expected performance is similar to the MEXBOL estimated performance.
SELL When the share expected performance is lower than the MEXBOL estimated performance.

Even though this document offers a general criterion of investment, we urge readers to seek advice from their own Consultants or Financial Advisors, in order to
consider whether any of the values mentioned in this report are in line with their investment goals, risk and financial position.

Determination of Target Prices

For the calculation of estimated target prices for securities, analysts use a combination of methodologies generally accepted among financial analysts, including,
but not limited to, multiples analysis, discounted cash flows, sum-of-the-parts or any other method that could be applicable in each specific case according to the
current regulation. No guarantee can be given that the target prices calculated for the securities will be achieved by the analysts of Grupo Financiero Banorte
S.A.B. C.V, since this depends on a large number of various endogenous and exogenous factors that affect the performance of the issuing company, the
environment in which it performs, along with the influence of trends of the stock market, in which it is listed. Moreover, the investor must consider that the price of
the securities or instruments can fluctuate against their interest and cause the partial and even total loss of the invested capital.

The information contained hereby has been obtained from sources that we consider to be reliable, but we make no representation as to its accuracy or
completeness. The information, estimations and recommendations included in this document are valid as of the issue date, but are subject to
modifications and changes without prior notice; Grupo Financiero Banorte S.A.B. of C.V. does not commit to communicate the changes and also to
keep the content of this document updated. Grupo Financiero Banorte S.A.B. of C.V. takes no responsibility for any loss arising from the use of this
report or its content. This document may not be photocopied, quoted, disclosed, used, or reproduced in whole or in part without prior written
authorization from Grupo Financiero Banorte S.A.B. of C.V.
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