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Fitch Affirms Heritage Petroleum Company s .
Limltedls Ratings at 'BB'; outlook Stable Sales 2023 153 431B  Capitalization 105 250 B
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Fitch Ratings has affirmed Heritage Petroleumn Company Limited's {Heritage) Long-Term  ield 2023 22,9%
Foreign and Local Currency Issuer Default Ratings at 'BB'. » Mare Financials
The Rating Outlook is Stable. Fitch has also affirmed the 'BB' rating of the senior secured Chart ECOPETROL S.A.
notes of $500 million due 2029. Duration : [t w| Period: Day_~| 4 JJ
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Heritage's rating reflects its strategic importance to Trinidad and Tobago. Heritage and its MA[20) 2450.50 MA(S0} 254174 [2500
guarantors, TPHL and Paria, play a key role in the government's il and gas development &m il 2800
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rategic Importance for Trinidad and Tobago: Heritage's rating reflects the company's B

strategic importance for oil production in Trinidad and Tobago, representing over half of i pee N EW STOCKS
crude production in the country in 2022, Over the rated horizon, total production is ex- i [-2200

pected to grow from 43 600boed in 2022, to 56 500boed in 2026, Further, the govern-

ment take (rovalties, supplemental petroleum taxes, and cash taxes) is estimated to aver-
age USD12 36 per barrel over the rated horizon. The government has acted to support
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Heritage in the past by waiving its supplemental petroleum tax for a period of two years

beginning in June 2019, » Full-screen chart

Stable Froduction Profile Hertage's production s expected to average 52,700 boed
through the rating horizon, which places the company firmly in the 'b' category. 2022 was Techiical analss trend s A o

estimated to average 43 600 boed, reflecting production figures are a rating constriction. Short Term Wid-Term Long Term
1P reserve life of 106 years is strong and consistent with a higher rating category. Trends
Heritage has demonstrated ability to replace reserves at a rate of 120% on average in the » Technical analysis

last three years, and Fitch assumes the company will be able to continue to replace re-
serves at 4 rate of 104% through the rating horizon.

Income Statement Evolution
High Government Take: Rovaltiies plus taxes are estimated to average 25% through the BB B N b B gk gb
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rating horizon. This includes royalties, supplemental production and corporate taxes. Fitch 200,000,000 40%
estimated Heritage's half-cycle cost of production at $40.67/boe in 2022 and full-cycle ”
cost of production were $42 2ihoe. Gavermnment take was estimated to be $25/boe in 150,000,000 % % é 0%
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2022 resulting in a posttax full-cycle cost of production of $67 &/ooe. The estimated net- = é 2 %
: ) ) = 100,000,000 q 20%
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Manageable Leverage Profile: Fitch estimated Heritage's gross leverage, defined as to- 50,000,000 g 2 ’é 0%
Z
tal debt to EBITDA, to be 2 2% in 2022, the estimated average for between 2023 through g Z ?/ é
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2026, Met debt is estimated to be negative at YE 2022 and to be around 1.1x over the ® Sales @ Metincome  -e- MetincomeSales
rated horizon. Total debt to 1P is estimated to be $5.60Moe and total debt to PDP at @marketscreener.com - S&P Glohal Market Intelligence
$6 50/boe in 2022, On average, EBITDA will cover debt service (amortizing debt and in- » More Financials
terest expense) 3. 1% between 2022 and 2026, schnalog He althcare
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Heritage Petroleum Company Limited compares best to other rated government-related ~ Mean consensus HOLD

entities {GREsS) in the region including Ecopetral (EE+/Stable), Permex (BB-/Stable),  Mumber ofAnalysts 8
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Petrobras (BEB-/Stable), and YPF (CCC-)

Heritage's production is concentrated in oil. Its total production in 2022 represented 9%
of total oil production in the country. This compares to Pemex whose oil production is 70%
of the total countries output, ECOpetral at 55%, Petrobras at 95% and YPF at 25%.
Heritage and its GRE peers are all deemed to be strategically important for the energy
security of their respective countries.

Heritage half-cycle and fullbcycle cost of production compares favorably to peers. For
2022, Fitch estimates its half-cycle cost was $4067boe and full cycle cost was
$42 20/bbl. This compares closest to Pemex whose 2022 half-cycle cost was $60/boe
and full-cycle was $77/boe. Ecopetrol's was estimated to be $18 2boe and $30 6boe,
Petrobras at $14.1boe and $22.89 boe, and YPF at $21.41 boe and $47 00boe in 2022,
Heritage has a high government take estimated to be $25 43boe in 2022

Heritage has a stable reserve profile with a 1P reserve life of 106 years reported in 2022,
which is higher than YPF's 6.1 years, and Ecopetral's 8.9 years, and in line with
Fetrobras' 10 years and Pemex's 10.1% years. Herntage's pro forma gross leverage, de-
fined as total debt to EETDA was estimated to be 2 2w in 2022, and its total debt to 1P
was estimated at $7 3%oe in 2022 This compares favorably to Pemex at 2.8xin 2022
and $14 49boe per 1P. Ecopetral's leverage was 1.2x and $10.84boe, Petrobras at 0.8x
and $2 61boe and YPF at 1 2x and $5 86boe, all lower than that of Heritage .

Fey Assumptions

Fitch made the following Key Assumptions within the Rating Case of the issuer:
Fitch's price deck for Brent of $100bblin 2022, $85bblin 2023 and $53bbl long term;
Realized Brent price $4.0bbl discount to Fitch's price deck;

Awverage oil production of 51,3200bbld between 2023 through 2026;

Production cost of $19.5bbl between 2023 through 2026;

Royalties of 12.5% per bbl aver the rated horizon;

Supplemental petroleum tax (SPT) of 13% per bil over the rated horizon,
Production tax of $1.20bbl over the rated horizon;

SG&A of $1.5bbl over the rated horizon;

Effective cash tax rate of 30%:;

Capex budget of $500 milion over the rated horizon, an average of $125 milion per
annum;

Reserve replacement ratio of 105%

RATING SEMNSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:
Material improvement in the country's overall economic condition.

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

A deterioration of Heritage's financial flexibility, coupled with government inaction to sup-
port liquidity, potentially resulting from continued negative FCF or a material reduction of
the company's cash on hand, credit facilities and restricted capital markets access;

A debt service coverage ratio below 1 .5x on a sustained basis.
EBestWWorst Case Rating Scenario

International scale credit ratings of Mon-Financial Corporate issuers have a best-case rat-
ing upgrade scenario (defined 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 rat-
ing downgrade scenario (defined as the 99th percentile of rating transitions, measured in
a negative direction) of four notches over three years. The complete span of best- and
wiorst-case scenaro 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 in-
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Managers and Directors

Currency ! Forex

Alberto Consuegra Chief Executive & Cperating Officer
Granger

Jaime Eduardo Chief Financial Officer
Cahallera Uribe

Sadl Kattan Cohen Chairman

Andrés Mantilla Zarate  Vice President Innovation &
Technology

Maria Juliana Alban Wice President-Compliance &
Duran Compliance Officer

» More about the company

Sector and Competitors
1t jan. Capi. (MF)
== ECOPETROL 5.4. 5.79% 23790
EE CHEVRON CORPORATION 303% 326712
B CONOCOPHILLIPS B05% 131489
CNOOC LIMITED 26.45% 76 471
BE EOG RESOURCES, INC. 611% 7140 7 TOTEX
[+l CANADIAN NATURALRESOU... 10.19% B2 101

Commodities
» More Results

» Commodities

Cryptocurrencies

= RIFFLE

» Cryptocurrencies



formation about the methodology used to determine sector-specific best- and worst-case
scenario credit ratings, visit https:fenvnw fitchratings.comisite/re/10111579.

Liguidity and Debt Structure

Adeguate liguidity, Heritage reported USD303 million in cash as of YE 2022 Owver the
rated horizon, the company is expected to be FCF neutral, but the rating case estimates
the company will have adequate liguidity.

Issuer Profile

Heritage is the largest crude oil producer in Trinidad and Tobago, producing 59% of total
crude in the country. It is a state-owned enterprise that is controlled by the government,
through Trinidad Petroleum Holding Limited (TPHL).

REFEREMNCES 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

ESG Considerations

Heritage Petroleum Company Limited has an ESG Relevance Score of ‘4 for
Governance Structure due to its nature as a majority government-owned entity and the in-
herent governance risk that arises with a dominant state shareholder, which has a nega-
tive impact on the credit profile, and is relevant to the ratings in conjunction with other
factors.

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 im-
pact 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,  wisit
wiann fitchratings comiesg
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Analyst Recommendations on ECOPETROL S.A.

03i23  UBS Adjusts Ecopetral S5.A Price Targetto §12 Fram $13, Maintains Meutral Rating MT
0315 Goldman Sachs Adjusts Price Target on Ecopetral to §11 Fram $12.40, Maintains Meutral R.. MT
0209 UBS Downgrades Ecopetrol to Meutral From Buy, §13 Price Target WMT
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