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Fitqh Affirms the State of Aguascalientes LC IDR at 'BBB+'"; Outlook Remains Negative

Fitch Ratings-Monterrey-18 May 2017: Fitch Ratings has affirmed the State of Aguascalientes’ ratings as follows:

--Long-Term Local Currency Issuer Default Ratings {IDR) at 'BBB+', Outlook Negative;
--Long-Term National Rating at 'AA+(mex)!, Outlook Stable.

The affirmation reflects Fitch's expectation that Aguascalientes will maintain budgetary discipline and strong operating
perfofmance resulting in healthy debt service ratios. The IDR is capped by the sovereign rating and the Negative Outlook reflects
that of the sovereign rating ('BBB+'/ Outlook Negative).

KEY RATING DRIVERS

The rating affirmation reflects Aguascalientes' still strong operating performance, resulting from strengthening fiscal policies and
ongoing monitoring of spending, as well as low leverage and high sustainability linked to its conservative debt policy. It also
considers the dynamism of the local economy, the fact that state pension liabilities are fully covered and the strengthening of the
corporate governance of the institute responsible for such liabilities. The high dependence on federal revenues, a common feature
of the states in Mexico, constrains the rating.

At the end of March 2017, the direct debt of Aguascalientes was MXN1.871 billion (USD100 million}, all with commercial banks
maturing in 2031. The entity does not have short-term loans or guaranteed financing. Considering that no additional debt is
contracted by the state, direct debt and other liabilities classified as debt by Fitch are expected to decrease gradually. As a resuit,
the state's debt burden ratios remain manageable and liquidity levels covered most of the debt.

.Additionally, the state has contracted two zero coupon bond type bank loans with the national development bank and whose
balance at March was MXN1.,034 million (USD55 million). Funds were used in public infrastructure related to an investment in the
automotive industry that is expected to positively impact the region. According to the terms of loan, Aguascalientes is responsible
for payment of interest but principal will be covered in a single payment at maturity {20 years), with redemption of the zero coupon
beond. For this reason, Fitch does not consider the balance of these loans in the level of direct debt but interest payments are
computed in the indicator of debt service.

The current administration took office in December of 2016 through an orderly transition. its policies regarding local revenue
coliection, relative control of operating expenditure and definition of mechanisms against possible contingencies, are in line with
that expected by Fitch in last year review. The later has resulted in higher generation of free cash flow from operations (FCFO,
operating balance) and favourable liquidity levels in the first quarter of this year. According to the budget for 2017 and financial
statements as of March 2017, Fitch forecasts that FCFO will stay around historical levels.

Aguascalientes has presented a strong liquidity position in 2012-2016. At the end of December 2016, the state registered a
liquidity balance equal to 8% of total revenues; also its accounts payables present a controlled evolution, with no use of short-term
credit lines.

Regarding pension liabilities, Aguascalientes stands in a very favourable position compared to other Mexican states . According to
the last actuarial valuation, the state's pension liabilities are fully covered for the next 112 years. Additionally, the entity makes
annual actuarial studies, works to strengthen the corporate governance of the institute responsibie for the payment of pension and
changed the regulatory framework to strengthen the sustainability of the fund. By decree the institute created Investment and Risk
Committees with independent consultants, also modified its investment policies.

The provision of water services is the responsibility of decentralized agencies at the municipal level, so this is not a contingency for
state finances. Aguascalientes has very good coverage of drinking water and wastewater, ranking among the top nationally.
.ﬁ\guascalientes program of investment includes improving the availability of water over the medium term.

Aguascalientes benefits from its strategic geographical position and an efficient transport network The state has a dynamic
economy with high generation of jobs and is attractive for foreign investment. According to the administration, economic
development will impact in the next few years. The economy is based on a strong manufacturing sector, particularly on a fast-
growing automobile industry. in the last two years, Nissan Motors and Daimler announced a USD3.3 billion investment program in
the state, which are in progress and are expected to start operations entirely during this year. Moreover, Aguascalientes registers
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stronger sociceconomic indicators than the national average.

RATING SENSITIVITIES

.The Rating Outlook for the international rating is Negative. Consequently, Fitch's sensitivity analysis does not currently anticipate
developments with a high likelihood of leading to a positive rating change. Continued weak macro-economic environment as
evidenced by a downgrade of the sovereign rating could result in a downgrade of the international rating of Aguascalientes.
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Applicable Criteria

International Local and Regional Governments Rating Criteria - Outside the United States (pub. 18 Apr 2016)
(https:/iwww.fitchratings.com/site/re/878660)

Metodologia de Calificaciones en Escala Nacional (pub. 27 Mar 2017) (https:/iwww fitchratings.com/site/re/896229)

Additicnal Disclosures .

Dodd-Frank Rating Information Disclosure Form (hitps://www.fitchratings.com/site/dodd-frank-disclosure/1023835)
Solicitation Status (https://www.fitchratings.com/site/pr/1023835#solicitation)

Endorsement Policy {https.//www.fitchratings.com/regulatory)

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:

HTTPS:/MWWW . FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS
(hitps:/iwww.fitchratings.com/understandingcreditratings). IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF
SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM
(https://www.fitchratings.com). PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE
AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL,
COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF
CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS:/WWW.FITCHRATINGS.COM/SITE/REGULATORY (https://www.fitchratings.com/site/regulatory). FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF
THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE
FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
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800-753-4824, (212) 908-0500. Fax: {212} 480-4435. 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 verification 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 verification 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 verifications 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 verification 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 verification 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 financial statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and
other information are inherently forward-looking and embody assumptions and predictions about future events that by their nature
cannot be verified as facts. As a result, despite any verification 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 affirmed.
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 specifically mentioned. Fitch is not engaged in the offer or sale of any
security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purpeses only. A report providing a Fitch rating
is neither a prospectus nor a substitute for the information assembled, verified 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 sgcurities. Such fees generally vary from US$1,000 to US$750,000 (or the
applicable currency equivatent) 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 filed 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 efficiency 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 financial services license
{AFS license no. 337123) which authorizes it to provide credit ratings to whalesale 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

Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this Rating Action Commentary (RAC) by the obligatory being
rated or the issuer, underwriter, depositor, or sponsor of the security or money market instrument being rated, except for the
following:

Endorsement Pelicy - Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by
regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit rating
agencies, can be found on the EU Regulatory Disclosures (https:/iwww.fitchratings.com/regulatory) page. The endorsement status
of all International ratings is provided within the entity summary page for each rated entity and in the transaction detail pages for all
structured finance transactions on the Fitch website. These disclosures are updated on a daily basis.

hitps:/Awww.fitchratings.com/site/pr/1023835
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