Fitch Ratings downgrades Pemex’ debt

for the second time this year April 17, 2020
= Fitch Ratings has downgraded the Long-Term Issuer Default Ratings www.banorte.com
for Petroleos Mexicanos (Pemex) from ‘BB’ to ‘BB-’, following this @analisis_fundam

week's downgrade of Mexico's sovereign rating from '‘BBB" to 'BBB-'.
The outlook was revised to ‘stable’ from ‘negative’

Tania Abdul Massih
Director of Corporate Debt

. . L tania.abdul@banorte.
= According to the agency, the action “reflects Pemex’s direct linkage to anasarbamore.con

Mexico's sovereign ratings... Pemex's ratings are three notches below
those of the sovereign as a result of the continued deterioration of its

stand-alone credit profile (SCP) to "ccc-' amid the downturn in the global 133?‘;6 Réa;g'f OSUt‘a'g;k A‘;m:‘d

oil and gas industry, Fitch's lower oil price assumptions and the 9Dec16  BBB*  Negave _ Outlook
weakening credit linkage between Mexico and Pemex” 28-Jun-17  BBB+  Negafive Affirmed
3-Aug-17 BBB+ Stable Outlook

= It is worth noting that Fitch Ratings views Pemex's SCP as 19-0ct-18  BBB+  Negative  Affirmed
t ith ' ' ti hich is t tch bel 29-Jan-19 BBB- Negative  Downgrade

commensurate with a ‘ccc-' rating, which is ten notches below 6un19 BB+  Negafive Downgrade
Petrobras’ and Ecopetrol’s ("bbb"). These differences are primarily due 3-Ap-20 BB Negative Downgrade

to Pemex's weaker capital structure and increasing debt and leverage 17-Apr20  BB-  Stable D,°(‘;Vl:‘t?;2ﬁe

= On April 3, 2020, Fitch Ratings downgraded Pemex to ‘BB’ from
‘BB+’, and National Long-Term ratings to "A(mex)’ from 'AA(mex)’

= Today, Pemex is no longer an investment grade (IG) issuer after
Moody’s downgrade from ‘Baa3’ to ‘Ba2’. Given the reaction in the
past few months, particularly in the Pemex global bond yields and their
respective CDS’, it seems that market participants had already
discounted today’s rating actions. In the other side, anecdotal evidence
from portfolio managers of several relevant global investment funds,
reflect that they have been creating new high yield funds in order to
‘catch’ the ‘fallen angels’, i.e. the bonds losing 1G. So, this are two
underlying reasons why we believe market reaction was tame
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This document is provided for the reader’s convenience only. The translation from the original Spanish version was made by
Banorte’s staff. Discrepancies may possibly arise between the original document in Spanish and its English translation. For this
reason, the original research paper in Spanish is the only official document. The Spanish version entitled Fitch Ratings degrada
la deuda de Pemex por segunda ocasion en el afio , was released before the English translation on April 17, 2020.
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The agency establishes some key drivers for an additional downgrade: “(1)
A downgrade of Mexico'’s sovereign rating; and (2) a sustained deterioration of
Pemex's financial flexibility, coupled with government inaction to support
liquidity”

On the other side, the key drivers for an upgrade are: “(1) An upgrade of
Mexico's sovereign ratings; (2) an irrevocable guarantee from Mexico's
government of sustainably more than 75% of Pemex's debt; (3) a material
capitalization, coupled with a material reduction of Pemex taxes; and (4) a
sustainable FFO-adjusted leverage below 5.0x ”
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