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RATING ACTION COMMENTARY

Fitch Rates CFE´s Issuance at
'BBB-'; Af�rms Ratings
Wed 21 Jul, 2021 - 14:35 ET

Fitch Ratings - Monterrey - 21 Jul 2021: Fitch Ratings has af�rmed Comision Federal de

Electricidad's (CFE) ratings including its Long-Term Foreign Currency (FC) and Local

Currency Issuer Default Ratings (IDRs) at 'BBB-'; the National Long-Term Rating at

'AAA(mex)' and National Short-Term Rating at 'F1+(mex)'. Fitch also has af�rmed the LC

and FC senior notes at 'BBB-' and the national scale debt issuances at 'AAA(mex)'. The

Rating Outlooks for the FC and LC IDRs and the National Long-Term Rating are Stable.

Fitch has assigned a 'BBB-' rating to CFE's USD850 million notes due in 2033. The notes

will pay semi-annual interest, and proceeds will be used to re�nance existing indebtedness

and for general purposes. The notes will be guaranteed by CFE Distribucion, CFE

Suministrador de Servicios Basicos, CFE Transmision, CFE Generacion I, CFE Generacion II,

CFE Generacion III, CFE Generacion IV, CFE Generacion V and CFE Generacion VI.

CFE's ratings are equalized with the Mexican sovereign ratings based on Fitch's

Government-Related Entities Ratings Criteria. Fitch assesses the linkage between the two

entities as very strong and believes the government has a strong to very strong incentive to

support CFE. The ratings also re�ect CFE's position as the largest integrated electric utility

in Mexico and the sole electricity marketer to unquali�ed users. Its transmission and

distribution activities are exclusively reserved by the Mexican state, which makes it

strategically important for the country.

https://www.fitchratings.com/
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The CFE 23-1 CB Issuance has been withdrawn as the issuance was not issued in the

market.

KEY RATING DRIVERS

Strong Government Linkage: The ratings re�ect CFE's ownership by the Mexican

government, the sovereign's operational interference, and its social and �nancial incentives

to support the company. Through the Energy Regulatory Commission (CRE) the

government directly sets electricity tariffs while the Ministry of Finance and Public Credit

(SHCP) establishes user subsidies. Tariffs on subsidized agricultural and low consumption

residential users were partially offset with government contributions in 2017-2020, and it

is expected to continue for several years. Total government transfers to CFE in 2020 were

MXN70 billion, and a similar amount is expected for 2021.

Temporarily Weakened Credit Metrics: In early February 2021, the unusual winter storm in

Texas materially increased the demand of natural gas, affecting the commodity prices and

temporarily weakening CFE's credit metrics. More than 60% of CFE's installed capacity

requires natural gas for electricity generation, and Texas represents around 86% of total

natural gas imports by pipeline from the U.S. to Mexico. Fitch expects that CRE will increase

commercial, industrial and high consumption domestic tariffs to compensate for the higher

fuel costs throughout the next few months. The Ministry of Finance and Public Credit also

transferred in advance MXN21.0 billion to CFE to support liquidity due to the increase in

gas prices.

Higher Fuel Prices Decrease Pro�ts: CFE's revenue should increase driven by higher

energy demand due to a gradual reactivation of the economy and 5.3% growth of Mexico's

GDP. However, CFE's operating margins should decrease in 2021 to around 20.2% vs.

31.5% in 2020 mainly due to higher fuel prices. For 2021 Fitch has increased its price deck

projections for natural gas and fuel oil.

Mexico's electricity demand fell 2.2% in 2020 vs. 2019 due to pandemic lockdown

measures, and the National Institute of Statistics and Geography (INEGI) reported Mexico's

GDP declined 8.5% for 2020. Electrical losses have declined to approximately 11.7% in

2020 from 16.1% in 2010. The company has targeted reduction of electricity distribution

losses to 6% by 2024, a level considered best practice in the industry.

Largest Integrated Electricity Utility: As of March 2021, the company had a total installed

capacity of 58,655 MW, including 15,837 MW from independent power producers (IPP)
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that generate electricity to CFE and have a monopoly on transmission and distribution. The

Programa de Desarrollo del Sistema Electrico Nacional 2020-2034 (PRODESEN)

establishes the generation matrix to grow to 110 GW from 86 GW by 2026. Fitch estimates

that the investment could total USD26 billion-USD32 billion as some inef�cient capacity

retires. To complement the generation capacity growth, the country needs an additional

USD20 billion of investment to the transmission and distribution lines to interconnect the

systems.

Fitch expects CFE to fund the main amount and the rest to come from private investors (PI).

Most of the investments should be funded by CFE's own resources, through the Master

Investment Trust, Productive Infrastructure Investment Projects with Deferred

Registration in Public Expenditure (Pidiregas) and joint investment. CFE's would need to

change its capital structure to fund the projects required to maintain a balanced system.

Strategically Important: CFE's scale of operations, position as sole electricity marketer to

unquali�ed users and monopoly position on transmission and distribution activities make

the company strategically important for the country. Energy reform laws enable the CRE to

regulate rates for private generators in the wholesale electricity market (WEM) and use

CFE's transmission and distribution network among others. The energy reform also enables

the company to enter into agreements with PI to develop and �nance the transmission and

distribution infrastructures on its behalf.

Legal Uncertainty Halts Investments: Changes to the sector operating rules create

uncertainty that could damage Mexico´s attractiveness for power sector investors. Mexico

requires considerable private investment in its electricity sector to accommodate demand

growth and prevent �nancial pressure on CFE. The government is inclined to preserve

CFE's market share, dampening reform efforts toward a more competitive, reliable system.

Investments in transmission and distribution capacity are required to avoid curtailments of

the renewable generation.

The company has approved a Master Investment Trust initiative, and CFE is analyzing

�nancial schemes with private sector participation to complement the resources needed to

develop its investment program. The result of the midterm elections to Congress, led to a

reduced majority for the president´s party making more dif�cult for the administration to

enact some controversial reforms.

Negative FCF: CFE´s capital investment plan for the next �ve years amounts around

MXN281 billion. Around 80% of the total amount will be invested during 2021-2023, which
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should pressure the company's FCF generation. Going forward a strong cash �ow from

operations and lower capex levels should move the FCF to positive.

Manageable Debt Maturity Pro�le: As of March 31, 2021, total debt was MXN544.6 billion

(not including MXN516.2 billion related to the recognition of the liability for the right of

usage of assets under IFRS16), and is composed of MXN304.6 billion of documented debt,

MXN131.7 billion of PIDIREGAS, and MXN108.3 billion related to capital leases. The

leverage level LTM as of March was 5.1x compared with 3.4x in 2019 (adding back the

estimated actuarial cost of labor obligations into EBITDA).

CFE's debt maturity pro�le is manageable, with MXN74.6 billion maturing in the short

term, compared with MXN134.8 billion in cash and broad access to bank and stock market

debt. For YE2021, CFE leverage will increase to around 4.2x and start decreasing in 2022 to

3.5x as a result of higher capex levels and the stabilization of fuel prices. CFE also seeks to

limits its FX exposure with exchange rate derivatives. The company´s target is to have a

maximum Fx exposure of 15%.

Standalone Credit Pro�le: CFE's standalone credit quality is 'bb'. This SCP is supported on

the stronger capital structure of the company mostly resulting on the continuous cash

support from the government to partially compensate the subsidies granted to the

residential and agricultural customers. The standalone credit quality is limited by high

technical and non-technical losses, exposure to exchange rate volatility and unfunded

pension liabilities.

DERIVATION SUMMARY

CFE's 'BBB-' rating mirrors those of the Mexican sovereign, given the company's strong

linkage with the government and high importance to the country. Compared with other

state-owned electric utility companies in Latin America, CFE's Issuer Default Rating (IDR) is

lower than the Colombian group Interconexion Electrica S.A. E.S.P (BBB+/Negative). CFE's

ratings are fully supported by the Mexican sovereign rating of 'BBB-'/Outlook Stable due to

its monopoly position in the country.

Interconexion Electrica S.A. E.S.P.'s ratings are two notches above the Colombian sovereign

rating of 'BBB-'/Outlook Negative, as the linkage with the Colombian government is

considered moderated, also re�ecting its low business risk pro�le, asset base diversi�cation

across six countries in Latin America and adequate liquidity position. A negative rating
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action on the Colombia sovereign rating would impact ISA´s rating to preserve the two-

notch differential with its parent.

CFE's IDR is also rated higher than Brazilian company Centrais Eletricas Brasileiras S.A.

(Eletrobras; BB-/Negative). Eletrobras' linkage with the government is strong given Brazil's

52% ownership of the company's voting shares and its broad control over Eletrobras'

operational, strategic and �nancing activities. Brazil also guarantees 13% of Eletrobras'

consolidated on-balance sheet debt.

KEY ASSUMPTIONS

- Revenue increasing 20.4% at YE2021 due to higher energy demand and higher fuel prices.

- Lower EBITDA margins of around 20.2% YE2021 due to higher fuel prices (adding the

estimated actuarial cost of labor obligations into EBITDA).

- Capex ratio or around 11% in 2021 and 16% in 2022.

- Total government support of around MXN70 billion in 2021 and MXN80 billion in 2022.

- Total Debt/EBITDA ratio (Pre-IFRS16) near 4.2x as of YE2021.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:

--An upgrade of the Mexican sovereign rating.

Factors that could, individually or collectively, lead to negative rating action/downgrade:

--A downgrade of Mexico´s sovereign rating;

--The perception of a lower degree of linkage between CFE and the sovereign as a result of

weak operating and �nancial pro�le.
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BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Non-Financial Corporate issuers have a best-case

rating upgrade scenario (de�ned as the 99th percentile of rating transitions, measured in a

positive direction) of three notches over a three-year rating horizon; and a worst-case

rating downgrade scenario (de�ned as the 99th percentile of rating transitions, measured in

a negative direction) of four notches over three years. The complete span of best- and

worst-case scenario credit ratings for all rating categories ranges from 'AAA' to 'D'. Best-

and worst-case scenario credit ratings are based on historical performance. For more

information about the methodology used to determine sector-speci�c best- and worst-case

scenario credit ratings, visit https://www.�tchratings.com/site/re/10111579.

LIQUIDITY AND DEBT STRUCTURE

Adequate Liquidity Pro�le: CFE's liquidity position is adequate as a result of adequate cash

�ow from operations, strong cash position, comfortable amortization pro�le, sustained

funds received from the government and good access to bank and capital markets. As of

March 2021, CFE reported total cash on hand of MXN134.8 billion compared with short-

term debt of MXN74.6 billion. On the same date, total debt amounted to MXN544.6 billion

(excluding the recognition of the liability for the right of usage of assets of MXN516.2) and

is composed of MXN304.6 billion of documented debt, MXN131.7 billion of PIDIREGAS,

and MXN108.3 billion related to capital leases. The company has undrawn committed

credit lines in USD and MXN that supports its liquidity position.

ISSUER PROFILE

CFE is the largest electricity generator in Mexico. At the end of December 2020, with a

total installed capacity of 59,004 MW, which includes 15,989MW from independent power

producers that generate electricity for CFE. The company's position as sole electricity

marketer to unquali�ed users (all users which consume less than 1 MW) and its monopoly

on transmission and distribution activities make the company strategically important for

the country. Additionally, to the sale of electricity, the energy reform allows CFE to sell

natural gas to third parties and to generate income through the rent of its transmission and

distribution network.

https://www.fitchratings.com/site/re/10111579
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REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING

The principal sources of information used in the analysis are described in the Applicable

Criteria. 

PUBLIC RATINGS WITH CREDIT LINKAGE TO OTHER RATINGS

CFE's ratings are linked to Mexico's sovereign rating.

ESG CONSIDERATIONS

CFE has an ESG Relevance Score of '4' for Governance Structure due to ownership

concentration as a wholly government-owned entity and board independence and

effectiveness, which has a negative impact on the credit pro�le and is relevant to the

ratings in conjunction with other factors.

Fitch has changed CFE's Social and Governance (ESG) relevance score for Financial

Transparency to '3' from '4' related to the improvements of the company in quality,

disclosure and timely of the �nancial statements.

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a

score of '3'. This means ESG issues are credit-neutral or have only a minimal credit impact

on the entity, either due to their nature or the way in which they are being managed by the

entity. For more information on Fitch's ESG Relevance Scores, visit

www.�tchratings.com/esg
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Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria

providing description of model(s).

Corporate Monitoring & Forecasting Model (COMFORT Model), v7.9.0 (1)
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Reproduction or retransmission in whole or in part is prohibited except by permission. All

rights reserved. In issuing and maintaining its ratings and in making other reports (including

forecast information), Fitch relies on factual information it receives from issuers and

underwriters and from other sources Fitch believes to be credible. Fitch conducts a

reasonable investigation of the factual information relied upon by it in accordance with its

ratings methodology, and obtains reasonable veri�cation of that information from

independent sources, to the extent such sources are available for a given security or in a

given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-

party veri�cation it obtains will vary depending on the nature of the rated security and its

issuer, the requirements and practices in the jurisdiction in which the rated security is

offered and sold and/or the issuer is located, the availability and nature of relevant public

information, access to the management of the issuer and its advisers, the availability of pre-

existing third-party veri�cations such as audit reports, agreed-upon procedures letters,

appraisals, actuarial reports, engineering reports, legal opinions and other reports provided

by third parties, the availability of independent and competent third- party veri�cation

sources with respect to the particular security or in the particular jurisdiction of the issuer,

and a variety of other factors. Users of Fitch's ratings and reports should understand that

neither an enhanced factual investigation nor any third-party veri�cation can ensure that

all of the information Fitch relies on in connection with a rating or a report will be accurate

and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the

information they provide to Fitch and to the market in offering documents and other

reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,

including independent auditors with respect to �nancial statements and attorneys with

respect to legal and tax matters. Further, ratings and forecasts of �nancial and other

information are inherently forward-looking and embody assumptions and predictions

about future events that by their nature cannot be veri�ed as facts. As a result, despite any

veri�cation of current facts, ratings and forecasts can be affected by future events or

conditions that were not anticipated at the time a rating or forecast was issued or af�rmed.  

The information in this report is provided "as is" without any representation or warranty of

any kind, and Fitch does not represent or warrant that the report or any of its contents will

meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to

the creditworthiness of a security. This opinion and reports made by Fitch are based on

established criteria and methodologies that Fitch is continuously evaluating and updating.

Therefore, ratings and reports are the collective work product of Fitch and no individual, or

group of individuals, is solely responsible for a rating or a report. The rating does not

address the risk of loss due to risks other than credit risk, unless such risk is speci�cally

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have

shared authorship. Individuals identi�ed in a Fitch report were involved in, but are not

solely responsible for, the opinions stated therein. The individuals are named for contact
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purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for

the information assembled, veri�ed and presented to investors by the issuer and its agents

in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice

of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do

not comment on the adequacy of market price, the suitability of any security for a particular

investor, or the tax-exempt nature or taxability of payments made in respect to any

security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and

underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000

(or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a

number of issues issued by a particular issuer, or insured or guaranteed by a particular

insurer or guarantor, for a single annual fee. Such fees are expected to vary from

US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,

publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to

use its name as an expert in connection with any registration statement �led under the

United States securities laws, the Financial Services and Markets Act of 2000 of the United

Kingdom, or the securities laws of any particular jurisdiction. Due to the relative ef�ciency

of electronic publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers.  

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an

Australian �nancial services license (AFS license no. 337123) which authorizes it to provide

credit ratings to wholesale clients only. Credit ratings information published by Fitch is not

intended to be used by persons who are retail clients within the meaning of the

Corporations Act 2001 
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Nationally Recognized Statistical Rating Organization (the "NRSRO"). While certain of the

NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are

authorized to issue credit ratings on behalf of the NRSRO (see
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ENDORSEMENT POLICY

Fitch’s international credit ratings produced outside the EU or the UK, as the case may be,

are endorsed for use by regulated entities within the EU or the UK, respectively, for

regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit

Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be. Fitch’s

approach to endorsement in the EU and the UK can be found on Fitch’s Regulatory Affairs

page on Fitch’s website. The endorsement status of international credit ratings is provided

within the entity summary page for each rated entity and in the transaction detail pages for

structured �nance transactions on the Fitch website. These disclosures are updated on a

daily basis.
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