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companies throughout 2020

= Several issuers met with their bondholders in order to either reach an
interest capitalization agreement, or establish waivers for different
covenants to avoid the triggering of default events

= The expected challenges and the economic activity shock foresaw a wave
of credit ratings downgrades; nevertheless, stability in ratings prevailed,
except for specific issuers or issuances

= Towards the beginning of 2021, despite current optimism about vaccines
approval, we expect operational and financial challenges for issuers in
the local market

Issuers resilient against health crisis. In 1Q20, world economy went through an
unexpected shock due to the expansion of the coronavirus pandemic. Mobility
and social distancing measures deeply affected the financials of virtually every
company worldwide. Mexico’s GDP drop for 2Q20 (-18.7% y/y) was the worst
on record, so the impact on the debt capital market was expected at a similar or
even grater magnitude than the previous crisis in 2009. However, debt issuers
were resilient, while financial results went through steep falls, only a small
number of defaults were observed, mainly from issuers with weak finances prior
to the pandemic, or from severely impacted sectors. We attribute this resilience
to the strong financials of debt issuers in the local market, and their ease in finding

. . . . . Document for distribution among public
diverse funding sources; as well as the economic reopening plans, resulting in a

slight recovery in companies’ financials. Towards the first months of 2021,
despite the current optimism about vaccine approval, we expect operational and
financial challenges for issuers of the local market.
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Defaults and bankruptcies. Despite the resilience shown by most Mexican
corporates, the pandemic deepened the impacts in companies with already
weakened finances prior to 2020. Such was the case of Grupo Famsa, which, after
a long period of financial difficulties, the company restructured its debt during
the year and defaulted its short-term notes payment and declaring itself in
bankruptcy at the end of the year. Furthermore, Banco Ahorro Famsa (subsidiary)
lost its banking license and its assets were auctioned. On the other hand, the
pandemic affected some sectors more than others, so the other default in the
Mexican market appeared in the Airlines sector by Grupo Aeroméxico. The
airline’s operation plummeted until the company started a financial restructuring
process in the US under Chapter 11, defaulting the payment of interest and
principal of its short-term notes.

Moreover, several issuers held Bondholders Meetings, mainly agreeing waivers
to different events that could cause a default event, delays in programmed
principal payments, among others. However, we highlight the cases of Grupo
Gicsa and Grupo Axo, who reached agreements with their bondholders, in
exchange of a premium, regarding the capitalization of their 2020 interest
payments, thus avoiding falling into default.

Rating actions. In the first part of the year, facing the expansion of the health
crisis around the world, as well as the establishment of social distancing measures,
rating agencies carried out a series of ratings and outlook reviews, expecting a
weakening in the credit quality of local issuers. However, despite aforementioned
examples and severely affected sectors, resilience observed in corporates and
structures in Mexico resulted in a moderate 2H20, with few downgrades and
withdrawals from CreditWatch lists.

In line with corporates, during March and April 2020, Mexico’s sovereign credit
rating was cut by three international agencies: Moody’s Investors Service, Fitch
Ratings and S&P Global acknowledging that the Coronavirus pandemic,
combined with the plunge in crude oil prices have resulted in relevant headwinds
for the Mexican economy and fiscal accounts. Financial markets remained aware
of possible additional downgrades, however, in November and December 2020,
the ratings were affirmed by Fitch Ratings (‘BBB-’, Stable) and S&P Global
(‘BBB’, Negative). We reaffirm our expectations that Mexico will remain above
the investment grade threshold, at least in the short term.

Mexico and Pemex credit ratings
Bold ratings show actual level; date of last review
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Spreads dynamic. Initially it was thought that the impact of the crisis by COVID-
19 would be as deep as in 2008-2009; however, like the issuers, the risk premiums
of corporate bonds observed a resilient behavior. As can be seen in the graphs, in
the sample of issues 'Unsecured 28-day TIIE AAA', the increase in surcharges in
2020 was 11pb, and in that ‘Unsecured Fixed Rate AAA' there was a decrease of
3pb. On the other hand, in the period 2008-2009, an increase was recorded for
both samples which was considerably higher (TIIE 28 +105pb, Fixed +66pb),
reflecting the impairment in the solvency of a large part of the issuers.
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Long-term placements. Uncertainty brought by the expansion and depth of the
COVID-19 pandemic reflected on the long-term placements in the local debt
market. Starting on the second half of March, the corporates’ issuance activity
was very low. Amid the worldwide economic and investors’ risk aversion, some
issuers resorted to other financing sources, mainly credit lines (corporate or
development banks). Subsequently, a placements recovery began in June and
July, initially driven by issuances from state-owned companies or federal
agencies (FEFA, Fovissste and Infonacot), and reaching its peak in October, a 30-
month high issued amount. It’s worth noting the unsecured notes preference
placements (91.4%).
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