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LatAm Credit Strategy 
Oil & Gas sector update 
 

Weaker credit metrics in 2Q16, but better outlook likely for FY17 
LatAm oil & gas generally reported deterioration in credit metrics, although Petrobras' 
credit metrics remained stable. Ecopetrol's leverage ratios increased on higher debt and 
lower LTM EBITDA but remain within a comfortable range. Pemex credit metrics 
deteriorated on weaker EBITDA. The three issuers are focusing on cutting costs and 
Capex. Looking ahead, a better pricing environment, and further cost improvement 
could result in stable or improving credit metrics. Additionally, we await results of asset 
sales for the sector. In this report, we discuss the oil sector outlook, issuances and 
maturities, and these three oil quasi-sovs. We published on LatAm quasi-sovs, 
comparing bond pricings and yields vs Sov across different sectors 11-Aug (Report). 

Ecopetrol: outlook Stable 
Decreasing production and weaker oil prices have weighed on EBITDA and caused 
leverage ratios to increase from 4Q15 through 2Q16. Looking ahead for FY16, we 
believe stringent cost cutting initiatives, lower capex and higher oil prices than in 2Q16 
will enable Ecopetrol to maintain stable leverage ratios for FY16. Assuming Ecopetrol 
FY16 EBITDA of approximately US$5-5.5 bn will likely lead to Gross and Net leverage 
ratios of 3.1- 3.4x and 2.4-2.7x, respectively (vs 3.4x and 2.9x 2Q16). Ecopetrol may 
lever up in FY17 to invest in E&P, in our view, if oil prices cooperate, but for the time 
being, the plan is to shift Capex over from midstream. We upgrade the '43s on Relval. 

Petrobras Credit: outlook Stable, most preferred 
We maintain our Stable outlook on Petrobras. Leverage remained almost stable at 6.2x 
and 5.2x Gross and Net leverage ratios in 2Q16 respectively. We believe a better pricing 
environment, enhanced refining profitability and stronger BRL than in 2Q16 will help 
boost EBITDA. We think Petrobras' liquidity is adequate and likely to improve as well. 
The liquidity ratio (which we define as LTM EBITDA + Cash / ST debt + LTM interest 
expense) of 2.2x at 2Q16 seems adequate, and even if we cut Petrobras' EBITDA in 
half, the liquidity ratio would be 1.4x, implying Petrobras would still be able to meet its 
near-term financial obligations. Furthermore, management is improving the company's 
liquidity and external debt maturity profile, and asset sales appear to be moving 
forward. Consequently, we remain comfortable with the credit. We would like to see 
stronger EBITDA growth, cash generation and approval of key Brazil economic reforms 
before becoming more positive. We could also revise our outlook if the BRL weakens 
significantly without Petrobras increasing prices, if domestic prices at the pump are 
reduced, or if international oil prices drop. Petrobras is a most preferred in LatAm. 

Pemex: outlook Negative 
We believe there is a high risk that Pemex leverage ratios increase in FY16 due to 
pressure on EBITDA and capex requirements, although a lot depends on oil prices. We 
believe the US$100 bn budget savings plan could be at risk if insufficient bids 
materialize during the next auction and Pemex then has to increase capex to invest 
itself. There is also execution risk on opex savings. Consequently, we reiterate our 
Negative outlook on the issuer, although we believe a near-term credit rating 
downgrade is unlikely. However, we believe recent assumption of MXN184 bn 
(US$10.2 bn) in Pemex's pension liabilities by the government and MXN47 bn (US$2.6 
bn) in exchange of promissory notes for government bonds is credit positive and 
supports our notion that the government will support Pemex when required. 

LatAm Oil & gas Equity views 
LatAm Oil & Gas equity analyst, Luiz Carvalho initiated coverage of Petrobras on 18-Jul-
16 with Buy ratings (Report) and of Ecopetrol on 15-Aug-16 with Sell ratings. (Report). 
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ECOPET and PEMEX bond recommendations  

Ticker 
Rank Rating Coupon % 

O/S Amt 

(US$, mn) Maturity 

Mid-price 

(US$) 

Mid Z-

Spread, bps YTW % 

Company 

Outlook 

Current UBS 

recommendation 

Previous UBS 

recommendation 

ECOPET Sr Unsecured Baa3/BBB/BBB 7.625 1,498 7/23/2019 115.0 124 2.3 Stable Underperform Underperform 

 
Sr Unsecured Baa3/BBB/BBB 5.875 1,800 9/18/2023 109.1 309 4.4 

 
Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB/BBB 4.125 1,200 1/16/2025 98.1 306 4.4 

 
Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB/BBB 5.375 1,500 6/26/2026 103.7 351 4.9 

 
Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB/BBB 7.375 850 9/18/2043 108.5 506 6.7 

 
Outperform Marketperform 

 
Sr Unsecured Baa3/BBB/BBB 5.875 2,000 5/28/2045 94.4 465 6.3 

 
Marketperform Marketperform 

PEMEX Sr Unsecured Baa3/BBB+/BBB+ 5.75 2,484 3/1/2018 105.2 129 2.2 Negative Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB+/BBB+ 3.5 1,000 7/18/2018 102.2 132 2.3 

 
Marketperform Marketperform 

  Sr Unsecured Baa3/BBB+/BBB+ 5.5 750 2/4/2019 106.6 171 2.7 
 

Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB+/BBB+ 8 1,937 5/3/2019 113.3 183 2.8 

 
Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB+/BBB+ 6 995 3/5/2020 109.3 214 3.2 

 
Marketperform Marketperform 

  Sr Unsecured Baa3/BBB+/BBB+ 3.5 1,455 7/23/2020 101.7 196 3.0 
 

Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB+/BBB+ 5.5 808 1/21/2021 103.8 341 4.5 

 
Marketperform Marketperform 

  Sr Unsecured Baa3/BBB+/BBB+ 6.375 1,250 2/4/2021 110.9 258 3.7 
 

Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB+/BBB+ 4.875 2,097 1/24/2022 104.9 268 3.9 

 
Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB+/BBB+ 3.5 2,100 1/30/2023 97.2 275 4.0 

 
Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB+/BBB+ 4.875 1,499 1/18/2024 104.6 286 4.1 

 
Marketperform Marketperform 

  Sr Unsecured Baa3/BBB+/BBB+ 4.25 997 1/15/2025 100.3 287 4.2 
 

Marketperform Marketperform 

  Sr Unsecured Baa3/BBB+/BBB+ 4.5 1,487 1/23/2026 100.7 302 4.4 
 

Marketperform Marketperform 

  Sr Unsecured Baa3/BBB+/BBB+ 6.875 3,000 8/4/2026 116.6 337 4.8 
 

Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB+/BBB+ 6.625 456 6/15/2035 108.9 425 5.8 

 
Marketperform Marketperform 

 
Sr Unsecured Baa3/BBB+/BBB+ 6.5 3,000 6/2/2041 107.0 432 6.0 

 
Marketperform Marketperform 

  Sr Unsecured Baa3/BBB+/BBB+ 5.5 4,245 6/27/2044 95.7 416 5.8 
 

Marketperform Marketperform 

  Sr Unsecured Baa3/BBB+/BBB+ 6.375 3,000 1/23/2045 105.9 429 5.9 
 

Marketperform Marketperform 

  Sr Unsecured Baa3/BBB+/BBB+ 5.625 2,993 1/23/2046 97.1 417 5.8 
 

Marketperform Marketperform 

Source: UBS, Bloomberg pricing as of 18-Aug-16;  
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PETBRA bond recommendations 

Ticker Rank Rating Coupon % 

O/S 

Amt* Maturity 

Mid-price 

(US$) 

Mid Z-

Spread, bps YTW % 

Company 

Outlook 

Current UBS 

recommendation 

Previous UBS 

recommendation 

PETBRA Sr Unsecured B3/B+/BB 3.5 625 2/6/2017 100.6 120 2.1 Stable Marketperform Marketperform 

USD  Sr Unsecured B3/B+/BB 3.25 283 3/17/2017 100.6 124 2.1 
 

Marketperform Marketperform 

Bonds Sr Unsecured B3/B+/BB 5.875 545 3/1/2018 104.2 208 3.0 
 

Marketperform Marketperform 

  Sr Unsecured B3/B+/BB 3 1,453 1/15/2019 96.5 355 4.6 
 

Outperform Outperform 

  Sr Unsecured B3/B+/BB 7.875 1,814 3/15/2019 107.3 380 4.8 
 

Marketperform Marketperform 

  Sr Unsecured B3/B+/BB 5.75 2,500 1/20/2020 101.3 428 5.3 
 

Outperform Outperform 

  Sr Unsecured B3/B+/BB 4.875 1,500 3/17/2020 99.1 407 5.1 
 

Outperform Outperform 

  Sr Unsecured B3/B+/BB 5.375 5,250 1/27/2021 97.4 494 6.1 
 

Outperform Outperform 

  Sr Unsecured B3/B+/BB 8.375 6,750 5/23/2021 108.6 512 6.3 
 

Marketperform Marketperform 

  Sr Unsecured B3/B+/BB 4.375 3,500 5/20/2023 89.1 514 6.4 
 

Outperform Outperform 

  Sr Unsecured B3/B+/BB 6.25 2,500 3/17/2024 98.3 524 6.5 
 

Outperform Outperform 

  Sr Unsecured B3/B+/BB 8.75 3,000 5/23/2026 110.3 590 7.3 
 

Outperform Outperform 

  Sr Unsecured B3/B+/BB 6.875 1,500 1/20/2040 90.1 620 7.8 
 

Underperform Underperform 

  Sr Unsecured B3/B+/BB 6.75 2,250 1/27/2041 89.2 613 7.7 
 

Underperform Underperform 

  Sr Unsecured B3/B+/BB 5.625 1,750 5/20/2043 80.1 570 7.3 
 

Underperform Underperform 

  Sr Unsecured B3/B+/BB 7.25 1,000 3/17/2044 92.8 628 7.9 
 

Underperform Underperform 

  Sr Unsecured B3/B+/BB 6.85 2,500 6/5/2115 83.6 659 8.2 
 

Underperform Underperform 

EUR  Sr Unsecured B3/B+/BB 2.75 540 1/15/2018 100.0 297 2.8 
 

Marketperform Marketperform 

Bonds Sr Unsecured B3/B+/BB 4.875 574 3/7/2018 102.8 318 3.0 
 

Marketperform Marketperform 

 
Sr Unsecured B3/B+/BB 3.25 1,300 4/1/2019 99.0 385 3.6 

 
Marketperform Marketperform 

 
Sr Unsecured B3/B+/BB 3.75 750 1/14/2021 96.2 488 4.7 

 
Outperform Outperform 

 
Sr Unsecured B3/B+/BB 5.875 600 3/7/2022 102.0 556 5.4 

 
Outperform Outperform 

 
Sr Unsecured B3/B+/BB 4.25 700 10/2/2023 92.0 564 5.6 

 
Outperform Outperform 

 
Sr Unsecured B3/B+/BB 4.75 800 1/14/2025 91.3 599 6.1 

 
Outperform Outperform 

Source: UBS, Bloomberg pricing as of 18-Aug-16; *In US$, mn for USD bonds and EUR, mn for Euro bonds 
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Oil sector overview 
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UBS oil view (18-Jul-16) 

Market outlook 

In the absence of any intervention by OPEC, we expect that the laws of economics 
will slowly correct the oil market along its pathway of readjustment. 2015 saw an 
impressive year for demand growth at +1.6Mb/d as price and wealth impacts 
worked their way through and preliminary 1H16 demand data indicates y/y growth 
of 1.3Mb/d. While 3Q16 face a tough y/y comp, 4Q likely benefits from some 
normalisation of weather, driving FY demand growth of ~1.3Mb/d. 2017 likely 
sees something closer to trend at 1.2Mb/d as the price continues to rise and facing 
macroeconomic headwinds in Europe. On the supply-side, non-OPEC output is 
now reflecting the impact of a swathe of capex cuts – initially in the US (crude 
output down 330kb/d in 1Q16 vs peak y/y growth of 1.4Mb/d in 4Q14). 2017 
likely sees US crude bottom in 1Q as WTI >$50/bbl incentivises a recovery in 
onshore drilling activity but then longer-cycle output elsewhere begins to pick up 
the burden of rebalancing. 2015 saw just 6 major upstream projects totalling 
~0.6Mb/d plateau liquids production reach FID vs the ~3-4Mb/d average and 2016 
looks similar with just one major project sanctioned ytd – creating a potential 
4Mb/d 'hole' in 2020+ supply. In the absence of a clear price anchor we believe 
that while oversupply persists crude will likely trade in a wide range between cash 
costs of current supply at $30/bbl and lower and the long-run marginal cost at 
$60-80/bbl (likely in the upper half of that range, set by conventional supply rather 
than US shale). Reflecting the prolonged over-supply, OECD inventories are at 
record highs although we anticipate that the market is now close to balance (after 
a 2Q16 plagued by production outages) and that sustained inventory drawdowns 
will begin in 2H17. With spare capacity ~1.5Mb/d below historic norms we 
contend that higher-than-normal inventory levels are warranted. In the longer term 
the market needs to incentivise sufficient new supply which will require a pick-up 
in activity in non-US/non-OPEC where we believe the marginal barrel lies. Cost 
reductions continue to work through the upstream, and while some of this is 
cyclical, there is growing evidence that operators are implementing overdue 
structural change which will be more persistent. This will not be easy however – 
sustaining historic rates of return at our long-term forecast of $75/bbl will require 
reductions of ~40% in unit development capex vs 2014 levels. 

Upside scenario 

Our base case scenario assumes no intervention from OPEC – we are sceptical 
about the group's capacity to reduce output in the absence of unanimity. If OPEC 
were to step in however it would likely target >$70/bbl where the fiscal 
breakevens lie for the Gulf producers. Geopolitics and interruption to a medium-
sized OPEC producer could add $5-10/bbl per 0.5Mb/d disruption: Venezuelan, 
Nigerian and Libyan output remains volatile. From 2017 the market will require 
significant US shale growth: our assumption is that operators add rigs as WTI 
moves sustainably above $50/bbl. If US supply is less responsive than we envisage 
however (excess cashflows directed towards shoring up balance sheets) then there 
is a risk the market over-tightens in 2019-20, sending Brent above our LT $75/bbl 
incentive price and laying the foundations for another cycle. 

Downside scenario 

While we believe fears of a 'tank-top' scenario have now reduced a filling of 
physical storage could create distressed pricing– benchmarks would likely fall 
below $30/bbl. Global GDP growth slipping by 100bps (cf 2014) could impact 

Jon Rigby, CFA 
Head of Oil Research 

jon.rigby@ubs.com 
+44-20-7568 4168 
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demand by ~500kb/d and defer market rebalancing by ~1 year (note there hasn’t 
been a global recession since 2009). While the first order impact of the British 
referendum result is limited (UK <2% of global oil demand) the wider 
macroeconomic spillover effects are as yet unclear. A ramp-up from Saudi spare 
capacity could defer rebalancing until 2018 when non-US, non-OPEC output 
begins to roll over. 

For further details, please see Global Oil report: Monthly Agency Data Snapshot 

Oil-Brent forecasts (avg) 

Year UBS forecast (US$/bbl) Consensus (US$/bbl) 

2016e 46.32 45.32 

2017e 60.00 56.13 

2018e 70.00 64.50 

2019e 75.00 69.00 

Source: UBS estimates, Bloomberg (18-Jul-16) 

  

  

https://neo.ubs.com/shared/d1eof0DKFc1
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LatAm oil and gas sector 
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Market Commentary 
Increased appetite for risk, improved commodity prices, and cash inflows 
combined with limited EM credit supply have helped drive significant improvement 
in bond valuations of natural resource companies. ECOPET yields tightened 
c245bps on average YTD (range 205-200bps). Meanwhile, PEMEX tightened only 
c170bps as it saw US$12 bn in new issuance during 1Q16, and is generally less 
volatile than ECOPET in our view. Petrobras was the significant outperformer YTD 
as yields of PETBRA '17s-'24s tightened c700bps, although an improved view on 
Petrobras liquidity following announcements of new credit deals, progress on 
potential asset sales, and the stronger BRL helped. We believe potential oil price 
improvement in the medium-term, a view of LatAm economic improvement in 
FY17 and limited supply of paper combined with continued risk-on sentiment 
could be supportive of large quasi-sovereign oil bond prices.  

 

LatAm Oil & gas: Issuances and Maturities 
Oil & gas debt issuance peaked in 2014 and then troughed in 2015 as companies 
cut back on investment amid low oil prices. Issuance has increased in 2016 with 
US$25 bn in US$ denominated debt issued YTD (see chart below). Pemex raised 
US$12 bn YTD, followed by Petrobras with US$9.75 bn; Ecopetrol and Petrobras 
Argentina each issued US$500 mn (see table of individual bond deals on following 
page).  

The LatAm oil and gas sector has less than US$15 bn in external debt maturing in 
each of 2017 and 2018. The next large year of maturities is 2019 with cUS$26 bn 
due. Pemex is the most indebted issuer in the sector with US$65 bn outstanding 
(external debt), followed by Petrobras (US$60 bn), PDVSA (US$39 bn), and 
Ecopetrol (US$15 bn). The sector has c78% of debt denominated in USD.   

 
LatAm Oil&Gas: USD Issuances  LatAm Oil&Gas: External Debt Maturities  

 

 

 
Source:  Bond Radar  Source:  Bloomberg 
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LatAm Oil&Gas: Top 2017 Maturities by Issuer  LatAm Oil&Gas: Total debt by Currency 

 

 

 
Source:  Bloomberg  Source:  Bloomberg 

 

YTD 2016 USD Issuances: LatAm Oil&Gas 

Issuer Issue date Coupon Maturity Currency US$, mn 

ECOPETROL 8-Jun-16 5.875 18-Sep-23 USD 500 

EMPRESA NACIONAL DEL PETROLEO 2-Aug-16 3.75 5-Aug-26 USD 700 

PETROBRAS 17-May-16 8.375 23-May-21 USD 5,000 

PETROBRAS 17-May-16 8.75 23-May-26 USD 1,750 

PETROBRAS 7-Jul-16 8.75 23-May-26 USD 1,250 

PETROBRAS 7-Jul-16 8.375 23-May-21 USD 1,750 

PETROBRAS ARGENTINA 14-Jul-16 7.375 21-Jul-23 USD 500 

PETROLEOS MEXICANOS 28-Jan-16 5.50 4-Feb-19 USD 750 

PETROLEOS MEXICANOS 28-Jan-16 6.375 4-Feb-21 USD 1,250 

PETROLEOS MEXICANOS 28-Jan-16 6.875 4-Aug-26 USD 3,000 

PETROLEOS MEXICANOS 22-Mar-16 4.25 1/15/2025 USD 9,97 

PETROLEOS MEXICANOS 22-Mar-16 4.5 1/23/2026 USD 1,486 

PETROLEOS MEXICANOS 22-Mar-16 3.5 7/23/2020 USD 1,455 

PETROLEOS MEXICANOS 22-Mar-16 5.625 1/23/2046 USD 2,993 

YPF 18-Mar-16 8.50 23-Mar-21 USD 1,000 

YPF 30-Jun-16      BADLAR+400bp 6-Jul-16 USD 750 

Source: Bond Radar 
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Ecopetrol vs Pemex 
Ecopetrol's credit metrics are generally stronger, and Pemex' budget depends 
significantly upon foreign investment. While Ecopetrol's reserve life is lower, we 
believe the Colombian company has the ability to help offset reduced oil 
production through growth in refining. This serves as an effective indirect oil price 
hedge in our view. If oil prices rebound as UBS analysts expect, new projects would 
likely provide sufficient returns to merit investment. However, if oil prices decline, 
Ecopetrol can purchase oil at the lower prices to refine. Consequently, we maintain 
our Stable outlook on Ecopetrol, and significant risks to Pemex' budget and 
leverage ratios lead us to reiterate our Negative outlook on the Mexican quasi-
sovereign oil company.    

We have Marketperform recommendations on most ECOPET and PEMEX bonds. 
We generally prefer the pickup ECOPET offers despite the general one notch lower 
credit rating vs Pemex. Moody's rates Ecopetrol and Pemex Baa3, while both S&P 
and Fitch rate Ecopetrol BBB and Pemex BBB+. However, ECOPET and PEMEX bond 
yields are now quite similar with the exception of the ECOPET '43s which offer 
90bps pickup to PEMEX '44s and 220bps pickup to the COLOM '44s. We maintain 
our Underperform recommendation on ECOPET '19s which offer 50bps less yield 
than PEMEX '19s, and offer only 60bps pickup to Colombian Sovereign '19s.  

ECOPET YTW pick-up to PEMEX 

Ecopetrol bonds Pemex bonds Current YTW pick-up, bps 

ECOPET $ 7.625%19 PEMEX $ 8%19 -50 

ECOPET $ 5.875%23 PEMEX $ 3.5%23 32 

ECOPET $ 4.125%25 PEMEX $ 4.25%25 -10 

ECOPET $ 5.375%26 PEMEX $ 4.5%26 49 

ECOPET $ 7.375%43 PEMEX $ 5.5%44 90 

ECOPET $ 5.875%45 PEMEX $ 6.375%45 37 

Source: Bloomberg pricing as of 18-Aug-16 
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2Q16 results, con call highlights, 
and bond recommendations 
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Ecopetrol: 2Q16 result summary 
In 2Q16 (IFRS), Ecopetrol's Total revenues -29.9% y/y (-16.1% y/y to COP11.7 trn) 
to US$3.9 bn (+21.8% q/q in US$ and +12.1% q/q in COP terms) on lower export 
volumes and weaker prices (export sales represented 61% of total vs 39% 
domestic). In 1H16, Revenues -32.7% y/y to US$7.1 bn. 

2Q16 EBITDA -30.9% y/y (-17.3% y/y to COP4.5 trn) to US$1.5 bn (+19.7% q/q in 
US$ and +10.1% q/q in COP terms). EBITDA margin -50bps y/y to 38.5% (vs. 
39.2% in 1Q16). In 1H16, EBITDA -32.9% y/y to US$2.8 bn and EBITDA margin -
10bps y/y to 38.8%. Ecopetrol cost savings in 2Q16 reached COP392 bn with 
COP813 bn total for 1H16 implying the company is on track to achieve its FY16 
target of COP1.6 tn. The lifting cost per barrel, excluding royalties, declined by 
US$2.11 per bbl to US$5.36 per bbl in 2Q16 vis-à-vis US$7.47 per bbl in 2Q15. 

2Q16 Gross leverage increased to 3.4x from 2.9x in 1Q16 (vs. 2.0x in 2Q15) as 
Total debt +3.4% q/q to US$18.3 bn (+3.7% y/y) and LTM EBITDA -11.2% q/q to 
US$5.4 bn (-39.7% y/y). Net leverage increased to 2.9x from 2.5x (vs. 1.6x in 
2Q15). UBS liquidity ratio decreased to 3.3x from 3.7x in 1Q16 (vs. 3.2x in 2Q15). 
Cash and equivalents +6.6% q/q to US$2.7 bn (-23.9% y/y) on asset sales, a 
US$300 mn international loan from Export Development Canada (EDC) and the 
US$500 mn retap of the bonds maturing 2023. Ecopetrol CEO stated that this 
combined for 85% of Ecopetrol's financing needs for FY16.    

Ecopetrol: Conference call highlights 
Ecopetrol still targets to maintain cash flows and protect credit ratings. 
Management believes that oil prices will hover around US$50-55 per bbl range 
during end-2016 through 2017. Ecopetrol generated COP725 bn from 
divestments of stakes in ISA, EEB, and 20 minor oil fields. The company operates at 
530k bpd with Rubiales adding 56k bpd. Continued efficiency plan resulted in 
further decline in lifting cost. The increase reported in the Cost of sales is mainly 
due to a higher purchase price for crude oil and refined products, however, costs 
were reduced by COP689 mn. 2Q16 net financing was COP932 bn: COP300 bn in 
loan from Export Development of Canada and COP500 bn from reopening of 
international bonds. Management mentioned that they have covered 85% of the 
estimated financing needs of US$1.5 bn to US$1.9 bn for 2016. Outlook: In 
3Q16, Ecopetrol to focus in the execution of the project activity in Castilla, 
Rubiales and Castilla fields. New wells discovered in Gulf of Mexico, Colombia 
offshore and Brazil. Until now, Ecopetrol investments were more in midstream and 
downstream, but Ecopetrol expects to allocate capex to upstream from 2017-
2020. In 2017, Ecopetrol expects to drill 5 offshore wells in Colombia. Optimal 
operation of Reficar refinery in 2017. 2016 production target: 715k bpd. Ecopetrol 
targets for 'balanced' oil and gas mix in long-term vs current 85% oil and 15% 
gas. 

ECOPET Bond recommendations 
We maintain our Marketperform recommendation on most ECOPET bonds due to 
fair pickup to Sovereign. Average pickup is now inline with 2-year averages, and 
low reserve life, decreasing production, and the consequent potential need soon 
for additional capital for investment remain risks. However, we upgrade the 
ECOPET '43s to Outperform from Marketperform given YTD underperformance to 
the belly, 220bps pickup to the Sovereign and 50bps to PEMEX. ECOPET '19s we 

Significant invest in upstream to 
start from 2017 
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rate Underperform due to insufficient pickup to Sovereign and they are trading 
tighter than PEMEX '19s. 

ECOPET YTW pickup to Sov 

 
Source:  Bloomberg 

 
Rating agency views on Ecopetrol 

Rating 

agency Rating Rating action/Date Outlook Agency assumptions Upgrade trigger Downgrade trigger Comments 

Moody's Baa3 
Confirms ratings / 4-

May-16 
Negative 

*Even if E&P business remains weak in 

next couple of years, midstream and 

downstream businesses will support 

stable cash flows, enough to sustain 

financial metrics in credit-prospective 

levels; 

*High probability of support from the 

govt.; 

*Negative outlook reflects a sustained 

negative performance in E&P will have 

a significant negative effect on credit 

profile in the medium to long term. 

*Unlikely in 

medium term; 

*Outlook could be 

stabilized if during 

2016, Ecopetrol is 

able to reverse the 

trend of sharp 

decline in 

production and 

weak E&P margins 

on operational and 

capital efficiencies. 

*Failure of reporting 

EBITDA of around 

US$4 bn in next 12 

months or faces 

liquidity constraints; 

*Downgrade of 

sovereign ratings / 

change in Moody's 

assumption about 

govt. support. 

*Capex reduction of 38% in 2016 

to around US$3 bn is positive as a 

measure to protect liquidity; 

*However, lower capex in 2016 

will weaken production, which 

Moody's expects will decline by 

over 8% annually in 2016 and 

2017; 

*Longer term, lower capex will 

also put pressure on the company's 

reserve replacement, which is 

critical since Ecopetrol's reserve life 

as of December 2015 was only 7.4 

years. 

S&P BBB 

Revised outlook to 

Negative from Stable 

and ratings Affirmed 

/ 29-Jan-16 

Negative 

*Lowered oil and natural gas price 

assumptions; 

*Weakening liquidity on lower prices; 

*Strong govt. links. 

NA NA 

*S&P view that further drop in int'l 

crude oil prices may reduce 

Ecopetrol's capex plan. 

Fitch BBB Affirmed / 17-Dec-15 Stable 

*Close linkage with Colombian govt.; 

*FCF to be under pressure in near 

future, debt continue to rise and 

leverage to remain at assigned rating 

category. 

*Upgrade of 

Colombia's 

sovereign ratings. 

*Downgrade of 

Colombia's sovereign 

ratings; 

*Fitch's perception 

of weakening linkage 

with govt. 

*Historically, Ecopetrol has 

generated approximately 10% to 

15% of government revenues. 

Source: Moody's, S&P and Fitch 

Ecopetrol: UBS equity view 
We initiated equity coverage of Ecopetrol on 15-Aug-16 with a Sell rating and 
US$6.5/share price target. Our negative view is mainly supported by: 1) a low 
reserve life of 6.7 years; 2) company's investment focus, with 38% in the Refining 
business in 2016, reducing its ability to invest in exploratory activity; 3) low visibility 
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Luiz Carvalho 
LatAm Oil & gas Equity Analyst 

luiz.carvalho@ubs.com 
+55-11-3513 2000 
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on production growth in the short term; 4) low visibility on dividend payments; 
and 5) the potential risk of losing its investment grade. The main risk to our 
negative view on the name is a short-term oil price rebound, given its high 
leverage to the commodity. 

Ecopetrol changed c.80% of its management recently in order to implement a 
change in company strategy. We believe its focus is changing from volume growth 
to profitability. However, we believe this might have a negative impact on its 
reserves and production growth. We think Ecopetrol urgently needs to invest in 
exploratory activity to increase its short reserve life and guarantee growth in the 
future. We see risk to its investment grade status, following the Colombian 
sovereign rating. 

2016 will be a transition year, with the focus on Midstream and Downstream 
investments. The company may not be able to re-focus on exploration activity until 
2017. Dividend payments will be limited in the short term, in our view. Lower 
transportation fees, currently under negotiation, could also have a negative impact 
on company results. We believe that Ecopetrol shares are likely to be inflated by 
flows from local pension funds, which have limited high-liquidity options in the 
Colombian investment market. The main risk to our negative view is a rebound in 
oil prices, which could increase reserve life and improve operational results. 
Ecopetrol is highly leveraged to oil prices due to its 100% pass-through domestic 
pricing policy. We also see a higher recovery factor ratio as a potential threat to 
our view on the investment case. 

Our price target of US$6.5/share (Sell) for Ecopetrol is based on DCF analysis. We 
assume 2.5% growth for perpetuity and a 7.6% WACC. Our PT is based on our 
long term $75/Brent price. 

For more details, please read our report. 

 

  

https://neo.ubs.com/shared/d1bX6XJ5Oq
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Petrobras: 2Q16 result summary 

Production, Sales and Revenues 

In 2Q16, Total Crude oil and Natural gas production +7% q/q to 2,804 kboed. 
Domestic oil products output -2% q/q to 1,919 kbbl/d and Sales +3% to 2,109 
kbbl/d. In 2Q16 (IFRS), Petrobras' Total revenues -21.7% y/y (-10.8% y/y to 
BRL71.3 bn) to US$20.4 bn (+13.0% q/q in US$ and +1.4% q/q in BRL terms). In 
1H16, Total revenues -26.2% y/y to US$38.3 bn (-8.2% y/y to BRL142 bn) mainly 
on lower crude oil & oil products export prices, lower power generation, decline in 
electricity prices and lower domestic natural has sales volume. 

Costs and EBITDA 

1H16 Lifting cost (including taxes) in Brazil -26% y/y to US$15.5/bbl. 2Q16 EBITDA 
-9.9% y/y (+2.8% y/y to BRL20.3 bn) to US$5.8 bn (+7.3% q/q in US$ and -3.7% 
q/q in BRL terms). The decline in q/q EBITDA in BRL terms was primarily due to 
BRL1.2 bn cost associated with the New Voluntary Separation Incentive Plan, partly 
offset by 1.7% q/q decline in Cost of sales. EBITDA margin improved to 28.5% 
from 24.7% in 2Q15 (vs. 30.0% in 1Q16). In 1H16, EBITDA -19.4% y/y to 
US$11.2 bn, however EBITDA margin improved to 29.2% from 26.8% in 1H15. 

Leverage and Liquidity 

Gross leverage and Net leverage marginally increased to 6.2x and 5.2x in 2Q16 vs. 
6.1x and 5.0x in 1Q16 (vs. 5.2x and 4.1x in 2Q15), respectively. The ratios were 
positively impacted by 1.2% q/q in decline in Total debt to US$124 bn (-7.6% y/y), 
partially offset by 3.1% q/q decline in LTM EBITDA to US$19.9 bn (-22.4% y/y) and 
9.2% q/q decrease in Cash and Short-term investments to US$20.3 bn (-31.1% 
y/y). UBS liquidity ratio improved to 2.2x from 1.8x in 1Q16 (vs. 2.8x in 2Q15), 
mainly on 34.3% q/q decline in Short-term debt to US$11.4 bn (-21.0% y/y). 

Petrobras: Conference call highlights (12-Aug-16) 
On the call management mentioned that higher production and sales of oil and oil 
products resulted in increase in revenues offset by reduction in gasoline sales, sale 
of power due to decline in power generation among others. The fall in imports, 
increase in exports, better yield and production contributed in Petrobras becoming 
a net exporter of oil and oil products. Refining cost +8% to US$2.46/bbl. Pre-salt 
production was at record 1.06 mn bpd. Management stated that the demand for 
gasoline remained stable q/q where as demand for diesel increased marginally. 
During the quarter, Petrobras has issued US$6.6 bn and simultaneously bought 
back US$6.3 bn in bonds, leaving US$3 mn in incremental increase in cash. The 
company reported 3.5x surge in Free cash flow to BRL10.8 bn. Investments 
declined 25% to BRL11.2 bn. Capex reduction was lesser than expected and 
management expects recovery of capex reduction performance in 2H16. 2Q16 
Cash position was negatively impacted by Investments (BRL17.5 bn) and Financial 
expenses & amortizations (BRL30 bn) reduced cash position offset by Operating 
cash flow (BRL26.7 bn), Divestments (BRL14.6 bn), Rollovers (BRL10.3 bn) and 
Borrowings (BRL1.8 bn). Management expects US$27.5 bn in 2016 cash. 

PETBRA Bond recommendations 
We upgraded the following PETBRA US$ bonds to Outperform from 
Marketperform previously in our 11-Aug-16 Quasi-sov View report: 3% 19, 5.75% 
20, 4.875% 20, 5.375% 21. We maintain the 7.875% 19s at Marketperform 

Revenues decline y/y, but grew 
q/q 

Declining lifting costs and Cost of 
sales 

Sable leverage ratios 
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given they mature in March (2019 is still a large year of external debt maturities) 
whereas the 3% 19s mature in January and offer only c25bps lower yield and a 
lower US$ price. Similarly, we maintain the 8.375% 21s which mature in May at 
Marketperform given 2021 is another year of high external debt maturities, and 
the 5.375% 21s mature in January, offer a similar yield and lower US$ price. We 
upgraded the '23s, '24s and '26s due to compelling yields and higher than average 
pickup to Sovereign. We also upgraded PETBRA EUR bonds maturing '21-'25 due 
to high spreads and recommend these for investors limited to investing in EUR 
denominated bonds. 

PETBRA YTW pickup to Sov 

 
Source:  Bloomberg 
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Rating agency views on Petrobras 

Rating 

agency Rating Rating action/Date Outlook Agency assumptions Upgrade trigger Downgrade trigger 

Moody's B3 
Assigns to global 

notes / 7-Jul-16 
Negative 

*FCF to remain negative due to 1) upstream 

business suffer from extremely weak oil prices 

2) downstream operations suffer from lower 

demand, high competition and local currency 

volatility; 

*Needs substantial asset sales proceeds by 

2017 to meet cash needs in the absence of 

new financing; 

 *May offer security in capital market if 

needed. 

*if the company raises sufficient sums 

through asset sales or new debt 

arrangements to refinance its 

upcoming debt maturities and 

significantly strengthen its liquidity 

profile 

*Further deterioration in its liquidity 

profile; 

*Negative developments from the 

corruption investigations affecting 

financial profile. 

S&P B+ 
Affirmed / 28-Jul-

6 
Negative 

*Successful implementation of divestment 

plan, reducing debt; 

*Strong BRL help reduce debt; 

*Capex cuts, sustained price premium in 

refining business, focus on profitability over 

production; 

*successful liquidity management, and 

Lower uncertainties from litigation risks  

NA NA 

Fitch BB 
Assigns to global 

notes /17-May-16  
Negative NA *Sovereign positive rating action *Sovereign downgrade. 

Source: Moody's, S&P and Fitch 

 

Petrobras: UBS equity view 
We believe that the Brazilian Oil & Gas industry is facing a positive and relevant 
regulatory change that will allow Petrobras to unlock value from some assets and 
improve investors' risk perception about the company. We believe that current 
fuels premium is not sustainable in the long term. We expect the company to 
recover the losses accumulated between 2010 and 2014 and normalize prices in 
line with international benchmark after that. Petrobras has high correlation to oil 
prices (0.8) and Brazil risk (FX rate). For each US$10/bbl in oil price we see 
additional US$1.5bn EBITDA, assuming that company will be able to pass-through 
international fuels prices to domestic market. For each R$0.20 BRL depreciation we 
see around R$50cent downside to our valuation. 

Buy, R$18.20/sh price target: Our positive view is based on; 1) our expectation of a 
major improvement in the local regulatory framework that will allow Petrobras to 
unlock value from its assets and improve investors' risk perception; 2) UBS's view 
that oil prices will rebound to US$75/bbl by 2019; and 3) strong signals from 
management that it will run the company in line with the best enterprise interests 
of the business. However, we acknowledge the many uncertainties surrounding 
the investment case: political instability in Brazil, oil prices, the FX rate, a US class 
action suit to be decided within the next 45 days and the fact that the sense of 
urgency was too low for a company with 5.9x net debt/EBITDA (1Q16 LTM). 
Despite the risks, we believe that companies' reserves and lower risk perception 
could bring significant improvement in investors' perception. We also note that 
Petrobras has been making efforts in the last 18 months to improve its liquidity 
and corporate governance, reduced capex, kept fuels prices at a premium to the 
international market and significantly reduced the capital increase risk for the next 
18 months. For more details, please read our equity initiation report: 
https://neo.ubs.com/shared/d1yD87PwxkVRaGX 

Luiz Carvalho 
LatAm Oil & gas Equity Analyst 

luiz.carvalho@ubs.com 
+55-11-3513 2000 

https://neo.ubs.com/shared/d1yD87PwxkVRaGX
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 Petrobras ND/EBITDA 17E' sens. to FX rate and oil prices under current 

fuels prices plus 5% premium 

 
$40/b $50/b $60/b $70/b $75/b $80/b $90/b 

FX 2.80 2.85x 2.70x 2.56x 2.43x 2.37x 2.31x 2.19x 

FX 3.00 3.15x 2.97x 2.81x 2.66x 2.58x 2.52x 2.39x 

FX 3.20 3.46x 3.25x 3.06x 2.89x 2.81x 2.73x 2.59x 

FX 3.40 3.79x 3.55x 3.33x 3.13x 3.04x 2.95x 2.79x 

FX 3.60 4.13x 3.86x 3.61x 3.38x 3.28x 3.18x 2.99x 

FX 3.80 4.50x 4.18x 3.89x 3.64x 3.52x 3.41x 3.20x 

FX 4.00 4.89x 4.52x 4.20x 3.91x 3.78x 3.65x 3.42x 

Source: UBS estimates 

 

 Petrobras ND/EBITDA 17E' sens. to FX rate and oil prices under parity 

 
$40/b $50/b $60/b $70/b $80/b $90/b 

FX 2.80 10.72x 6.39x 4.46x 3.37x 2.67x 2.17x 

FX 3.00 10.46x 6.27x 4.39x 3.32x 2.63x 2.15x 

FX 3.20 10.23x 6.17x 4.33x 3.28x 2.60x 2.12x 

FX 3.40 10.03x 6.07x 4.27x 3.24x 2.57x 2.10x 

FX 3.60 9.86x 5.99x 4.22x 3.21x 2.55x 2.09x 

FX 3.80 9.71x 5.92x 4.18x 3.18x 2.53x 2.07x 

FX 4.00 9.58x 5.86x 4.14x 3.15x 2.51x 2.05x 

Source: UBS estimates 

 UBS estimates vs. Consensus 

   
Consensus 

  
UBS 

  
Diff. (%) 

 
2016 2017 2018 2016 2017 2018 2016 2017 2018 

Net Revenues 92,610  107,810  115,306  88,371  100,543  109,527  -5% -7% -5% 

EBITDA 26,610  31,822  32,593  26,149  28,891  31,617  -2% -9% -3% 

Net Income Rep. 1,386  5,726  5,628  6,642  7,747  9,109  379% 35% 62% 

EPS 0.21  0.88  0.86  1.02  1.19  1.40  379% 35% 62% 

Net Income Adj. 513  4,391  5,920  6,642  7,747  9,109  1196% 76% 54% 

EPS adj. 0.08  0.67  0.91  1.02  1.19  1.40  1196% 76% 54% 

Source:  UBS estimates and Bloomberg 

Equity risk statement 

The following are key risks to PETROBRAS share price: 1) commodity price and 
domestic refinery gate prices for gasoline/diesel, 2) execution risk, mainly on its 
E&P business, 3) capex discipline and return over new projects, mainly in 
downstream and other non-core areas, 4) price revaluation of the 5bn barrel rights 
recently purchased from the parent; 5) outlook for the Brazilian politics and 
economics and changes to Brazil’s energy legislation. 
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Pemex: 2Q16 result summary 
In 2Q16, Total revenues -31.8% y/y to US$13.5 bn (+4.6% q/q), y/y decline in 
revenues was mainly due to decrease in exports of crude oil & condensates and 
decrease in domestic sales of gasoline & diesel, magnified by decline in oil prices. 

2Q16 reported EBITDA increased +20.9% y/y to US$10.1 bn (+2.0x q/q) as Cost of 
Sales declined 64.4% y/y to US$5.0 bn (-46.4% q/q). However, this was due to the 
reversal of asset impairments from end-2015 which we consider as non-recurring. 
Therefore, we adjust cost of sales upwards by US$5.2 bn which leads to adjusted 
EBITDA of US$4.9 bn for 2Q16, -41.6% y/y (-3.2% q/q). We employ this adjusted 
EBITDA figure for our leverage ratios. Adj. EBITDA margin contracted to 35.9% 
from 41.9% in 2Q15 (vs. 38.8% in 1Q16). 

2Q16 Gross leverage deteriorated to 5.1x from 4.1x in 1Q16 (vs. 1.9x 2Q15) as 
LTM EBITDA decreased 15.4% q/q to US$19.0 bn (-57.4% y/y), and +3.2% q/q 
increase in Total debt to US$96.2 bn (+12.5% y/y). Net leverage increased to 4.5x 
in 2Q16 from 3.8x in 1Q16 (1.8x in 2Q15). Gross leverage (including pension 
liabilities) deteriorated to 8.7x from 7.5x in 1Q16 (vs. 4.1x in 2Q15) and Net 
leverage (including pension liabilities) deteriorated to 8.2x from 7.1x in 1Q16 (vs. 
4.0x in 2Q15). Cash & cash equivalents +21.6% q/q to US$9.9 bn (+68.1% y/y). 
UBS liquidity ratio decreased to 1.6x vs. 2.0x in 1Q16 (vs. 3.3x in 2Q15). 

Pemex: Conference call highlights  

Pemex stated that 2Q16 crude oil production -2.2% y/y to 2.176 Mdb. Natural gas 
production -8.4% y/y, mainly due to natural decline in production of crude oil and 
closing of wells with higher-gas ratios at the Akal field of the Cantarell business 
unit. Trion (discovered in 2012)is a strategic project for the company and is located 
in the northern region of gulf of Mexico. It is estimated to have 485 MMboe of oil 
and would need an investment of US$10-US$11 bn. Total crude oil processing -
3.5% y/y to 1.021 Mbd due to decrease in heavy crude oil processing, as a result 
of unscheduled shutdowns and shortcomings of utilities, maintenance works and 
higher inventory of unfinished products. In 2Q16, variable refining margin was 
US$7.73 per barrel, US$1.08 lower than 2Q15. Pemex has almost paid a total of 
MXN130 bn of the total debt of MXN147 bn, concluding approx. 90% of the total 
debt program for the year. Pemex maintains 2.1 million barrels a day as the crude 
oil production guidance for 2016. 

Pemex Bond recommendations 
We maintain our Marketperform recommendations on PEMEX US$ bonds. The 
pickup to equivalent Mexico Sovereign bonds averages 165bps with a range of 
100-210bps vs a 2-year average of 120bps (range 50-180bps ex-perps). However, 
execution risks on opex cuts, auctions in Mexico enabling Pemex to keep to its 
Capex cut plan and oil price volatility near-term are downside risks.  
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PEMEX YTW pickup to Sov:  

 
Source:  Bloomberg 
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Rating agency views on Pemex 

Rating 

agency Rating 

Rating action / 

Date Outlook Assumptions Upgrade trigger Downgrade trigger Comments 

Moody's Baa3 

Assigns ratings to 

CHF issuances /20-

May-1616 

Negative 

*A very high likelihood of 

extraordinary support 

from the government of 

Mexico (A3 negative) to 

avoid default, and; 

*A very high default 

correlation between 

PEMEX and the 

government. 

*Upgrade unlikely in the near 

term; 

*For an upgrade to be 

considered, the company would 

need to significantly reduce its 

leverage and improve its 

operating profile, cash flow and 

liquidity; 

*Improving operating metrics 

and a lower tax burden that 

supports higher levels of internal 

funding for capital spending and 

prospects for a solid trend of 

increases in production and 

reserves could benefit the 

company's baseline credit 

assessment.  

*Further material 

increase in financial 

leverage beyond current 

expectations, significant 

deterioration in 

production, or liquidity 

concerns ; 

*A downgrade of the 

government's rating or a 

change in Moody's 

assumptions about 

government support 

 

S&P BBB+ 

Assigns ratings to 

CHF issuances /23-

May-1616 

Stable NA NA NA NA 

Fitch BBB+ 
Affirms ratings / 1-

Jul-16 
Stable 

*WTI crude prices 

average US$35 per bbl in 

2016, increasing to 

US$65 per bbl by 2019  

*The company continues 

to face difficulties 

increasing its production 

over the next four years; 

Pemex will receive 

support from the 

sovereign 

*Mexico's sovereign rating 

upgrade 

*Continued strong operating and 

financial performance /or a 

material reduction in Pemex's tax 

burden 

*Mexico's sovereign 

rating downgrade  

*Perception of lower 

degree of linkage 

between Pemex and the 

sovereign 

*Substantial deterioration 

in Pemex's credit metrics 

*Pemex has adequate 

liquidity of US$6.3 bn as of 

31-Dec-15 

*Pemex has committed 

revolving credit lines for 

US$4.5 bn and MXN23.5 bn 

*Debt is well structured with 

manageable short-term debt 

maturities 

*Fitch estimates Pemex's 

operating cash cost to be 

less than US$23 per bbl of 

oil eq., including interest 

costs and full allocation of 

administrative expenses to 

the upstream business 
Source: Moody's, S&P and Fitch 
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Ecopetrol Financials 
 Select financials and ratio summary (IFRS, consolidated, US$ million):  

 
FY14 FY15 2Q15 1Q16 2Q16 

Total revenues 32,962 18,951 5,606 3,224 3,927 

Net profit 2,861 (1,451) 603 601 263 

Cash  2,952 2,063 3,563 2,543 2,711 

Net debt 11,753 14,702 14,080 15,157 15,585 

Interest expense (472) (614) (78) (162) (184) 

Working capital 265 218 370 549 1,630 

Funds from operations (FFO) 9,473 5,013 942 1,119 555 

Change in working capital (1,193) (1,225) (617) 26 (297) 

Operating Cash Flow (OCF) 8,280 3,788 325 1,146 258 

CAPEX, net (6,884) (5,084) (559) (408) (204) 

Investing cash flow (ex CAPEX) 1,103 883 (1,272) 4 (208) 

Free cash flow ex dividend 2,500 (412) (1,506) 741 (153) 

Dividends paid (cash flow) (6,254) 1,999 (258) (325) (16) 

Free cash flow (FCF) (3,753) 1,586 (1,765) 416 (169) 

Movement in debt 2,583 1,492 1,001 59 327 

Movement in Equity (ex dividends) 0 (3,997) 0 0 0 

FX effect on cash 577 530 101 (141) (64) 

Net cash generation (593) (388) (663) 334 94 

EBITDA 12,156 6,567 2,189 1,263 1,512 

EBITDA margin 36.9% 34.7% 39.0% 39.2% 38.5% 

CAPEX/ Sales 20.9% 26.8% 10.0% 12.7% 5.2% 

Net debt/ LTM EBITDA 1.0 x 2.2 x 1.6 x 2.5 x 2.9 x 

Total debt/ LTMEBITDA 1.2 x 2.6 x 2.0 x 2.9 x 3.4 x 

UBS Liquidity ratio 5.0 x 3.0 x 3.2 x 3.7 x 3.3 x 
Source: Company data, UBS estimates 

Earnings profile (US$ million)  Capex snapshot 

 

 

 
Source: Company data, UBS estimates  Source:  Company data, UBS estimates 

Debt capacity  Debt maturity profile as of 2Q16 Financials 

 

 

 
Source: Company data, UBS estimates  Source: Company data, UBS estimates 
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Petrobras Financials  
 Select financials and ratio summary (IFRS, consolidated, US$ million):  

 
FY14 FY15 2Q15 1Q16 2Q16 

Total revenues 143,476 96,345 26,039 18,040 20,376 

Net profit (9,183) (10,435) 173 (320) 106 

Cash  25,964 25,473 29,534 22,412 20,345 

Net debt 106,123 99,003 104,384 102,864 103,452 

Interest expense (6,002) (6,246) (1,252) (1,955) (1,705) 

Working capital 5,617 3,667 4,123 5,680 6,252 

Funds from operations (FFO) 33,245 27,899 7,172 6,124 6,394 

Change in working capital (6,767) (2,017) 284 (1,685) (125) 

Operating Cash Flow (OCF) 26,478 25,883 7,456 4,439 6,269 

CAPEX, net (34,845) (21,361) (5,587) (3,828) (3,186) 

Investing cash flow (ex CAPEX) (1,403) 8,715 7,298 105 113 

Free cash flow ex dividend (9,771) 13,237 9,167 715 3,195 

Dividends paid (3,716) 0 0 0 0 

Free cash flow (FCF) (13,487) 13,237 9,167 715 3,195 

Movement in debt 14,947 (4,324) 6,152 (4,490) (5,598) 

Movement in Equity (ex dividends) (106) 73 36 37 12 

FX effect on cash 1,653 7,072 (138) (1,410) (1,849) 

Net cash generation 3,006 16,057 15,216 (5,147) (4,239) 

EBITDA 25,604 22,124 6,440 5,409 5,805 

EBITDA margin 17.8% 23.0% 24.7% 30.0% 28.5% 

CAPEX/ Sales 24.3% 22.2% 21.5% 21.2% 15.6% 

Net debt/ LTM EBITDA 4.1 x 4.5 x 4.1 x 5.0 x 5.2 x 

Total debt/ LTMEBITDA 5.2 x 5.6 x 5.2 x 6.1 x 6.2 x 

UBS Liquidity ratio 3.3 x 2.3 x 2.8 x 1.8 x 2.2 x 
Source: Company data, UBS estimates 

Earnings profile (US$ million)  Capex snapshot 

 

 

 
Source: Company data, UBS estimates  Source:  Company data, UBS estimates 

Debt capacity  Debt maturity profile as of 2Q16 Financials 

 

 

 
Source: Company data, UBS estimates  Source: Company data, UBS estimates 

0

7,500

15,000

22,500

30,000

0

40,000

80,000

120,000

160,000

FY14 FY15 1H15 1H16

Revenue (LHS) EBITDA

0.0%

7.5%

15.0%

22.5%

30.0%

0

10,000

20,000

30,000

40,000

FY14 FY15 1H15 1H16

U
S$

 m
n 

Capex, net % of Revenue

0.0 x

1.1 x

2.3 x

3.4 x

4.5 x

0.0 x

1.4 x

2.8 x

4.1 x

5.5 x

FY14 FY15 1H15 1H16

Net debt / EBITDA (LHS) EBITDA/ Net interest expense
0

40,000

80,000

120,000

<1 year >1 year

U
S$

 m
n 



 

 LatAm Credit Strategy   21 August 2016 

 

 24 

Petroleos Mexicanos Financials 

 Select financials and ratio summary (IFRS, consolidated, US$ million):  

 
FY14 FY15 2Q15 1Q16 2Q16 

Total revenues 107,809 67,786 19,840 12,929 13,522 

Net profit (18,042) (16,815) (5,437) (3,564) (9,614) 

Cash  8,017 6,322 5,862 8,104 9,852 

Net debt 69,660 80,470 79,656 85,157 86,369 

Interest expense, net (3,210) (3,645) (706) (330) (1,736) 

Working capital (1,152) (5,106) 2,177 (1,676) (773) 

Funds from operations (FFO) 3,901 (5,440) 37 (2,713) 641 

Change in working capital 5,239 7,618 1,478 (242) 878 

Operating Cash Flow (OCF) 9,140 2,178 1,515 (2,955) 1,519 

CAPEX, net (15,673) (13,791) (3,741) (1,453) (1,523) 

Investing cash flow (ex CAPEX) 547 (209) (148) 11 (285) 

Free cash flow ex dividend (5,986) (11,822) (2,374) (4,397) (289) 

Free cash flow (FCF) (5,986) (11,822) (2,374) (4,397) (289) 

Movement in debt 11,462 7,267 114 6,283 705 

Movement in Equity (ex dividends) (3,505) 3,487 (18) 0 1,401 

FX effect on cash 560 532 (140) (67) 433 

Net cash generation 2,531 (536) (2,418) 1,819 2,250 

EBITDA* 59,790 25,330 8,321 5,019 4,858 

EBITDA margin 55.5% 37.4% 41.9% 38.8% 35.9% 

CAPEX/ Sales 14.5% 20.3% 18.9% 11.2% 11.3% 

Net debt/ LTM EBITDA 1.2 x 3.2 x 1.8 x 3.8 x 4.5 x 

Total debt/ LTMEBITDA 1.3 x 3.4 x 1.9 x 4.1 x 5.1 x 

Net debt/ LTM EBITDA (Including Pension liab) 2.8 x 6.1 x 4.0 x 7.1 x 8.2 x 

Total debt/ LTMEBITDA (Including Pension liab) 3.0 x 6.4 x 4.1 x 7.5 x 8.7 x 

UBS Liquidity ratio 5.1 x 2.1 x 3.3 x 2.0 x 1.6 x 
Source: Company data, UBS estimates; *FY14, FY15, 2Q15, 1Q16 and 1H16 EBITDA are adjusted for Net cost of 
employee benefits. 2Q16 EBITDA is adjusted for Impairment charges. 

Earnings profile (US$ million)  Capex snapshot 

 

 

 
Source: Company data, UBS estimates  Source:  Company data, UBS estimates 

Debt capacity  Debt maturity profile as of 2Q16 Financials 

 

 

 
Source: Company data, UBS estimates  Source: Company data, UBS estimates 
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We would like to thank Anantha Murthy, Jaganath Sethi and Sumit Charde, our 
research support service professionals for assisting in preparing this research 
report. 
    

Valuation Method and Risk Statement 

The credit outlook gives guidance on the expected trend in the credit quality of the 
entities. 
Risks of investing in LatAm Corporate Credit include but are not limited to market 
risk, credit risk, interest rate risk, and foreign exchange risk. Additionally, for 
natural resource companies, if commodity prices are lower than expected, bond 
performance may fare worse than expected. Conversely, if commodity prices are 
higher than expected, bond performance may fare better than expected. 
 
Equities 
Ecopetrol: Oil companies 1) commodity price and domestic refinery gate prices for 
gasoline/diesel; 2) exploration risks associated with the business; 3) worse than 
expected drilling results; 4) steep increase in market risk aversion. 
Our price target of US$6.5/share for Ecopetrol is based on DCF analysis. 
 
Petrobras: The following are key risks to PETROBRAS share price: 1) commodity 
price and domestic refinery gate prices for gasoline/diesel, 2)execution risk, mainly 
on its E&P business, 3) capex discipline and return over new projects, mainly in 
downstream and other non-core areas, 4) price revaluation of the 5bn barrel rights 
recently purchased from the parent; 5) outlook for the Brazilian politics and 
economics and changes to Brazil’s energy legislation.  
Our multiples/SOTP-based valuation gives us a PT of R$18.20 for PETR4 (PN); our 
PT is R$17.80 for PETR3 (ON) based on the dividend differential between the two 
classes. 
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Required Disclosures 

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates 
are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit  
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act 
as principal in the debt securities (or in related derivatives) that may be the subject of this report. This recommendation was 
finalized on: 19 August 2016 05:31 PM GMT.  

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report.  

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 47% 32% 

Neutral FSR is between -6% and 6% of the MRA. 38% 25% 

Sell FSR is > 6% below the MRA. 15% 21% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Sell Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Source: UBS. Rating allocations are as of 30 June 2016. 
1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided 
within the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 12 months. 

KEY DEFINITIONS:  Forecast Stock Return (FSR)  is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months.   Market Return Assumption (MRA)  is defined as the one-year local market interest rate 
plus 5% (a proxy for, and not a forecast of, the equity risk premium).   Under Review (UR)  Stocks may be flagged as UR 
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually 
in response to an event that may affect the investment case or valuation.   Short-Term Ratings  reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment 
case.   Equity Price Targets  have an investment horizon of 12 months.  

EXCEPTIONS AND SPECIAL CASES:  UK and European Investment Fund ratings and definitions are: Buy:  Positive 
on factors such as structure, management, performance record, discount;   Neutral:  Neutral on factors such as structure, 
management, performance record, discount;   Sell:  Negative on factors such as structure, management, performance 
record, discount.   Core Banding Exceptions (CBE):  Exceptions to the standard +/-6% bands may be granted by the 
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the 
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands 
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece.  

http://www.ubs.com/disclosures
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UBS Global Credit Strategy and Research: Rating Definitions 
UBS ranks potential investment opportunities within non-government fixed income markets and sectors. 

Issuer Ratings 

 
UBS 
Terminology 

Rating 
Category1 

Time 
Horizon 

Definition Coverage2 IB Services3 

Credit Outlook 

Positive Buy 
Up to 6 
months 

UBS' expected trend in a 
company's creditworthiness 

3% 38% 

Stable Hold 72% 42% 

Negative Sell 25% 41% 

 
UBS 
Terminology 

Time Horizon Definition 

Credit Rating 

AAA, AA, A (+/-) 

Up to 12 months UBS' assessment of a company's creditworthiness. Credit 
Ratings are only used in the evaluation of Swiss corporates. BBB, BB, B (+/-) 

CCC, CC, C (+/-) 

Security Recommendations 

 
UBS 
Terminology 

Time Horizon Definition 

Bond 
Recommendation 

Outperform 

Up to 3 months A corporate bond's expected relative performance versus a 
defined reference Marketperform 

Underperform 

 
UBS 
Terminology 

Time Horizon Definition 

CDS 
Recommendation 

Buy Protection 
Up to 3 months Recommendation to hedge a company's creditworthiness 

Sell Protection 

Note: Bond recommendations may be defined as 'Tactical', as in Tactical Outperform or Tactical Underperform, where there 
is a near term catalyst(s) taken into account. 
The UBS credit rating may be modified by the addition of a plus (+) or minus (-) sign where applicable to show relative 
standing within the major categories. 
Source: UBS. Rating allocations are as of 30 June 2016. 
1.To satisfy regulatory requirements, we assign Buy, Hold and Sell in our Credit Outlook ratings distribution table for our 
Issuer Rating system. 
2.Percentage of companies under coverage globally within this rating category. 
3.Percentage of companies within this rating category for which investment banking (IB) services were provided within the 
past 12 months. 

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and 
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and 
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate 
contributing to this report, if any, follows. 

UBS Brasil CCTVM S.A.:  Luiz Carvalho.   UBS Limited:  Jon Rigby, CFA.   

Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

Ecopetrol SA6a, 6b, 7, 16 EC.N Sell N/A US$9.25 18 Aug 2016 

Petrobras (ON)16, 20 PETR3.SA Buy (CBE) N/A R$15.18 18 Aug 2016 

Petrobras (PN)16 PETR4.SA Buy N/A R$12.88 18 Aug 2016 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 
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Issuer Name Credit Rating Outlook 

Ecopetrol6a, 6b, 7, 16 - Stable 

Petrobras - Stable 

Petroleos Mexicanos2, 4, 5, 6a, 6b, 7 - Negative 

Source: UBS. Ratings in this table are the most current published ratings prior to this report. 
2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of 

securities of this company/entity or one of its affiliates within the past 12 months. 
4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking 

services from this company/entity or one of its affiliates. 
5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking 

services from this company/entity within the next three months. 
6a. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-investment 

banking securities-related services are being, or have been, provided. 
6b. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-securities 

services are being, or have been, provided. 
7. Within the past 12 months, UBS Securities LLC and/or its affiliates have received compensation for products and 

services other than investment banking services from this company/entity. 
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 
20. Because this security exhibits higher-than-average volatility, the FSR has been set at 15% above the MRA for a Buy 

rating, and at -15% below the MRA for a Sell rating (compared with 6/-6% under the normal rating system). 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set 
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk, 
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research. 
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Petrobras (ON) (R$) 
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Petrobras (PN) (R$) 
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Ecopetrol 

Credit Outlook History Date 

Stable 05 May 2016 

Negative 15 Jan 2016 

Stable 23 Sep 2015 

Source: UBS 
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Petrobras 

Credit Outlook History Date 

Stable 18 Jul 2016 

Negative 19 Jan 2016 

No Rating 18 Jan 2016 

Negative 23 Sep 2015 

Source: UBS 

 

Petroleos Mexicanos 

Credit Outlook History Date 

Negative 23 Sep 2015 

Source: UBS 
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Global Disclaimer 
This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

Global Research is provided to our clients through UBS Neo and, in certain instances, UBS.com (each a "System"). It may also be made available through third party 
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may 
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and 
investment focus and perspective (e.g., market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal 
and regulatory constraints. 

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of 
use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's 
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that 
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance 
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http://www.ubs.com/global/en/homepage/cookies/cookie-
management.html). 

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative 
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not 
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.   

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it 
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document ("the Information"), except with respect to 
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the 
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or 
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's 
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation 
have not been reviewed by the third party. 

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in 
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or 
other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the 
Information be used for any of the following purposes: 

(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that are intended, and upon which UBS 
relies, to manage potential conflicts of interest and control the flow of information within divisions of UBS and among its subsidiaries, branches and affiliates. For further 
information on the ways in which UBS manages conflicts and maintains independence of its research products, historical performance information and certain additional 
disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures. 

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management, which will also have sole discretion on the 
timing and frequency of any published research product. The analysis contained in this document is based on numerous assumptions. All material information in relation 
to published research reports, such as valuation methodology, risk statements, underlying assumptions (including sensitivity analysis of those assumptions), ratings 
history etc. as required by the Market Abuse Regulation, can be found on NEO. Different assumptions could result in materially different results. 

The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, 
applying and interpreting market information. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS into other 
areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior 
management (not including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the 
revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part, and UBS's subsidiaries, branches and affiliates as a whole. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
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