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Opinion

We have audited the accompanying consolidated financial statements of Latina Desarrollos Energéticos, S. A.
de C. V. (Previously Grupo Creatica, S.A. de C.V.) and Subsidiaries (the Entity), which comprise the
consolidated statements of financial position as of December 31, 2020 and 2019, and the consolidated
statements of profit or loss and other comprehensive loss, the consolidated statements of changes in
stockholders’ equity and the consolidated statements of cash flows for the years then ended, and a summary
of significant accounting policies and other explanatory information.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the consolidated financial position of Latina Desarrollos Energéticos, S. A. de C. V. (Previously Grupo
Creatica, S.A. de C.V.) and Subsidiaries as of December 31, 2020 and 2019, and their consolidated financial
performance and their consolidated cash flows for the years then ended in accordance with International
Financial Reporting Standards (IFRS), as issued by the International Accounting Standards Board.

Basis for Opinion

We conducted our audits in accordance with International Standards on Auditing (ISA). Our responsibilities
under those standards are further described in the Auditors’ Responsibilities for the Audit of the Consolidated
Financial Statements section of our report. We are independent of the Entity in accordance with the
International Ethics Standards Board for Accountants’ Code of Ethics for professional Accountants (IESBA
Code) and with the Ethics Code issued by the Mexican Institute of Public Accountants (IMCP Code), and we
have fulfilled our other ethical responsibilities in accordance with the IESBA Code and IMCP Code. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Material Uncertainty Related to Going Concern

We draw attention to Note 3b in the consolidated financial statements, which indicates that as of December
31, 2020 and 2019, the Entity has an accumulated deficit of $206,426 and $170,893, respectively, and as of
that dates, the Entity's current liabilities exceeded its total assets by $113,765 and $109,625, respectively.
The Entity has suffered recurring net losses and has lost more than two-thirds of its subscribed and paid
share capital, which according to the General Law of Mercantile Companies could be cause for the dissolution
of the Entity at the request of an interested third party. As stated in the note, these events or conditions,
along with other matters as set forth in the note, indicate that a material uncertainty exists that may cast
significant doubt on the Entity's ability to continue as a going concern.

The accompanying consolidated financial statements do not include the adjustments related to the valuation
and classification of assets and classification and amount of liabilities that might be necessary if the Entity
could not continue to operate.

Deloitte se refiere a Deloitte Touche Tohmatsu Limited, sociedad privada de responsabilidad limitada en el Reino Unido, y a su red de firmas miembro, cada una de ellas como una entidad legal
Unica e independiente. Conozca en www.deloitte.com/mx/conozcanos la descripcion detallada de la estructura legal de Deloitte Touche Tohmatsu Limited y sus firmas miembro.
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Also as it is indicated in Note 2e, the Entity restructured its International Bonds debt, and the most of its
short-term financial debt has a guarantee from its shareholders as detailed in Note 15; however, derived
from the fact that the Entity presents accumulated losses derived from the financial burden, it shows an
imbalance between current assets and current liabilities, and due to the volatility of the industry, to date, it
is not possible to anticipate whether the Entity will have sufficient cash flows to meet to its short and long-
term obligations and to continue its operations. Management’s plans for the Entity to continue as a going
concern are also indicated in Note 3a.

Our opinion is not modified in respect of this matter.
Emphasis of Matters

As mentioned in Note 1, the Entity provides services exclusively to PEMEX. Consequently, the accompanying
consolidated financial statements are not necessarily indicative of the current conditions or results of
operations and cash flows that the Entity would have obtained in the absence of such affiliation.

As described in Note 2d to the consolidated financial statements, the Entity's management reveals the
effects caused by the COVID-19 pandemic on its operations and finances; as well as, it discloses the
measures that management has taken to mitigate them and describes the effects it has had on the Entity's
operation and on its consolidated financial situation due to said contingency on the date of issuance of the
consolidated financial statements. Our opinion has not been modified in relation to this emphasis paragraph

Other Matter

The accompanying consolidated financial statements have been translated into English for the convenience of
readers.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the accompanying consolidated
financial statements in accordance with IFRS, and for such internal control as management determines is
necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Entity ‘s
ability to continue as a going concern, disclosing, as applicable, matters, related to going concern and using
the going concern basis of accounting unless management either intends to liquidate the Entity or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Entity “s financial reporting process.
Independent Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISA will always detect a material misstatement when it exists.
Misstatements may arise due to fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these consolidated financial statements.
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As part of an audit in accordance with ISA, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

- Identify and asses the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or override of
internal control.

- Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Entity’s internal control.

- Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

- Conclude on the appropriateness of management s use of the Going Concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Entity’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditors’ report to
the related disclosures in the consolidated financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditors’ report. However, future events or conditions may cause the Entity to cease to continue as a
going concern.

- Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

- Obtain sufficient and appropriate audit evidence about the Entity “s financial information and its
business activities to express an opinion on the consolidated financial statements. We are responsible
for the direction, supervision and performance of the group audit. We remain solely responsible for our
audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.

We also provided the Entity’s corporate governance officers with a declaration to the effect that we have
fulfilled applicable ethical requirements regarding our independence and have reported all the relations and
other issues that could be reasonably be expected to affect our independence and, when applicable, the
respective §afeguards.

Ruiz Urquiza, S.C.
ith¢ Touche Tohmatsu Limited




Latina Desarrollos Energeticos, S. A. de C. V.
(Previously Grupo Creatica, S. A. de C.V.) and Subsidiaries

Consolidated Statements of Financial Position

As of December 31, 2020 and 2019
(In thousands of U.S. dollars)

Assets Notes 2020 2019
Current assets:
Cash and restricted cash 6 $ 26,484 30,086
Trade accounts receivable - Net 7 62,769 55,781
Due from related parties 19 192 156
Recoverable taxes and other accounts receivable 79,215 32,279
Inventory 8 40,902 24,549
Drilling start-up costs and others 23,962 28,568
Total current assets 233,524 172,419
Jack-ups and equipment - Net 11 434,232 460,090
Right-of-use assets 9 12,149 32,160
Deferred income tax 20 47,502 35,025
Investment in wells and infrastructure - Net 12 19,040 19,022
Other assets - Net 845 169
Total $ 747,292 718,885

See accompanying notes to the consolidated financial statements.

Liabilities and stockholders’ equity

Current liabilities:
Current portion of long-term debt
Accounts payable to suppliers
Lease liabilities
Advance customer
Taxes payable
Interest and accrued expenses
Due to related parties
Total current liabilities

Long-term debt
Lease liabilities
Employee benefits retirement termination
Deferred income tax
Total non-current liabilities

Total liabilities

Stockholders’ equity:
Contributed capital:
Capital stock
Contributions for future capital increases
Earned capital:
Accumulated deficit
Legal reserve
Other comprehensive income

Total stockholders’ equity

Total

Notes

15

10

17
19

15
10
16
20

18

2020 2019
141,032 $ 151,280
101,902 28,651

9,749 24,664
7,525 16,023
56,139 33,319
25,016 24,682
5,926 425
347,289 282,044
301,893 295,689
724 7,540
3,209 2,132
1,339 3413
307,165 308,774
654,454 590,818
164,164 154,090
133,451 142,893
(206,426) (170,853)
2,199 2,199
(550) (262)
92,838 128,067
747292 $ 718,885




Latina Desarrollos Energeticos, S. A. de C. V.

(Previously Grupo Creatica, S. A. de C.V.) and Subsidiaries

Consolidated Statements of Profit or Loss and Other

Comprehensive Loss

For the years ended December 31, 2020 and 2019
(In thousands of U.S. dollars)

Notes

Revenue from operating lease

Leasing cost

Cost of services and maintenance of wells
Depreciation and amortization

Gross profit
Administrative expenses
Other (income) expenses - Net
Financing costs
Interest income
Exchange loss - Net
Loss before income taxes
Income tax benefit
Consolidated net loss
Other comprehensive (loss) income:
Items that will not be reclassified subsequently to profit or
loss:
Remeasurement of defined benefit obligation

Income taxes

Consolidated comprehensive loss for the year

See accompanying notes to the consolidated financial statements

24
21
21

21
22
23

20

16
20

2020 2019
251,129 110,887
29,762 31,323
147,817 7,244
71,591 59,059
1,959 13,261
2,670 2,587
(963) 2,072
47,770 47,458
54 102
970 5,857
(48,542) (44,815)
(12,969) (14,213)
(35,573) (30,602)
(394) (682)
106 205
(35,861) (31,079)




Latina Desarrollos Energeticos, S. A. de C. V.
(Previously Grupo Creatica, S.A. de C.V.) and Subsidiaries

Consolidated Statements of Changes in Stockholders’ Equity

For the years ended December 31, 2020 and 2019
(In thousands of U.S. dollars)

Contributed capital

Generated capital

Contributions for

Capital future capital Accumulated Legal Actuarial gains Total stockholders’
stock increases deficit reserve and losses equity
Beginning balance at 2019 $ 154,090 $ 43,456 $ (140,251) $ 2,199 215 $ 59,709
Contributions for future capital increases - 99,437 - - - 99,437
Consolidated comprehensive loss for the year - - (30,602) - (477) (31,079)
Balance as of December 31, 2019 154,090 142,893 (170,853) 2,199 (262) 128,067
Increase in capital stock 10,074 (5,676) - - - 4,398
Contributions for future capital increases - (3,766) - - - (3,766)
Consolidated comprehensive loss for the year - - (35,573) - (288) (35,861)
Balance as of December 31, 2020 $ 164,164 $ 133,451 $ (206,426) $ 2,199 (550) $ 92,838

See accompanying notes to the consolidated financial statements.




Latina Desarrollos Energeticos, S. A. de C. V.
(Previously Grupo Creatica, S.A. de C.V.) and Subsidiaries

Consolidated Statements of Cash Flows

For the years ended December 31, 2020 and 2019
(In thousands of U.S. dollars)

2020 2019
Cash flows from operating activities:
Consolidated net loss for the year $ (35,573) (30,602)
Adjustments for:
Income tax benefit (12,969) (14,213)
Depreciation and amortization 71,591 59,059
Disposal of equipment 4,370 (71)
Unrealized exchange income (2,353) 4,973
Current labor cost service 806 117
Financing costs 46,687 48,157
Amortization of bond issuance costs 1,083 (699)
Interest income (54) (498)
73,588 66,223
Changes in working capital:
(Increase) decrease in:
Trade accounts receivable (6,988) (14,867)
Due from related parties (36) (626)
Recoverable taxes and other accounts receivable (46,936) (3,317)
Inventories (16,353) (10,473)
Drilling start-up costs and others 4,605 (24,441)
Increase (decrease) in:
Accounts payable to suppliers 73,251 3,193
Advance customer (8,498) 16,023
Taxes payable 22,820 4,125
Due to related parties 5,501 (194)
Other accounts payable 723 12,426
Employee benefits (255) (479)
Net cash generated by operating activities 101,422 47,593
Cash flows from investing activities:
Acquisition of Jack-ups and equipment (21,311) (15,283)
Investment in wells (8,341) (1,137)
Other assets (676) (98)
Income from sale of fixed assets - 368
Interest received 54 498
Net cash flow used in investing activities (30,274) (15,652)
Cash flows from financing activities:
Contributions for future capital increases - 99,437
Withdrawal of contributions for future capital increases (3,766) -
Payment of Lease Liabilities (21,596) (1,947)
Debt obtained 17,512 21,328
Debt payments (19,122) (96,949)
Interest paid (46,740) (46,360)
Bonus commission (1,038) (947)
Net cash used in financing activities (74,750) (25,438)
Adjustment to cash flows due to exchange rate fluctuations - (1,315)
Net (decrease) increase in cash and restricted cash (3,602) 5,188
Cash and restricted cash at the beginning of the year 30,086 24,898
Cash and restricted cash at end of the year $ 26,484 30,086

See accompanying notes to the consolidated financial statements.




Latina Desarrollos Energeticos S. A. de C. V.
(Previously Grupo Creatica, S.A. de C.V.) and Subsidiaries

Notes to the Consolidated Financial Statements

For the years ended December 31, 2020 and 2019
(In thousands of U.S. dollars, except where indicated)

1. Activities

Latina Desarrollos Energéticos, S.A. de C.V. (Previously Grupo Creatica, S.A. de C.V.) and Subsidiaries (the
Entity). The Entity is a corporation established in Mexico. Its corporate address and main headquarters of the
business are located at Horacio 1855, 5™ floor, Los Morales Polanco, México City, Mexico, Zip Code, 11510.
The core business of the Entity is the leasing of two Jack-ups and a modular rig for oil drilling in shallow
waters (offshore), providing services of drilling and oil extraction (onshore) to Pemex Exploraciény
Produccion (PEMEX).

The Entity provides services exclusively to PEMEX. Consequently, the accompanying consolidated financial
statements are not necessarily indicative of the current conditions or results of operations and cash flows that
the Entity would have obtained in the absence of such affiliation.

2. Significant events

a. Merger of affiliated companies

At the Extraordinary General Shareholders' Meeting, held on November 3, 2020, it was agreed to
merge Grupo Adro, SA de CV (Grupo Adro) with the Entity; whereby the latter subsisting as a
merging company and Grupo Adro disappearing as a merged company. The merging company
acquiring all the rights and obligations of Grupo Adro as of October 31, 2020. The transaction did not
require or generate cash; therefore it was eliminated from the consolidated statement of cash flows.

The figures as of December 31, 2019 were restated for comparison purposes, the effects are shown

below:
Originally submitted Merger effects Merger balance

Current assests $ 180,956 $ (8537) % 172,419
Non-current assests 546,415 51 546,466
Total assets $ 727,371 $ (8.486) $ 718,885
Current liabilites $ 278,432 $ 3,612 $ 282,044
Non-currents liabilities 308,774 - 308,774
Total liabilities $ 587,206 $ 3,612 $ 590,818
Stockholders’ equity $ 140,165 $ (12,098) $ 128,067
Revenue $ 110,887 $ - $ 110,887
Costs and expenses (102,285) - (102,285)
Comprehensive financing (52,668) (749) (563,417)
Loss before income taxes (44,066) (749) (44,815)
Income tax benefit 14,634 (421) 14,213
Consolidated net loss $ (29,432) (1,170) $ (30,602)




Social reason change

At the Extraordinary General Shareholders' Meeting, held on February 20, 2020, the Entity's
shareholders agreed to change the corporate name of Grupo Creatica, S.A. de C.V. to Latina
Desarrollos Energéticos, S.A. de C.V., which was authorized by the Secretary of Economy, using the
unique code of document A202002101448362941 dated February 10, 2020.

Changes to the leasing contracts with Pemex of the two platforms and modular rig

During 2020, the rates derived from the amending agreements signed Previously in the leases of Santa
Maria Offshore Limited (La Santa Maria) and the La Covadonga Limited (La Covadonga) applied a
daily rate of $127.5 for the period from January 1 to June 30, 2020.

The modular rig apply a daily rate of $60.25 during the period from January 1 to June 30, 2020.
CoVID

During the first months of 2020, the infectious disease COVID-19 caused by the coronavirus appeared,
which was declared by the World Health Organization (WHO) as a Global Pandemic on March 11,
2020, its recent global expansion has motivated a series of containment measures in the geography
where the Entity operates and certain sanitary measures have been taken by the Mexican authorities to
stop the spread of this virus. The management has carried out an analysis of the probable impact that
they could have on its financial information derived from the temporary suspension of the platform,
reduction in rates, breaches of contractual agreements, exchange fluctuations or changes in interest
rates, mainly, and concluding the following about the evaluation carried out:

Liquidity risk

The general situation of the markets may cause a general increase in liquidity tensions in the economy,
as well as a contraction of the credit market. The Entity's income comes exclusively from PEMEX,
which has increased compared to 2019 due to the start of operations of the new Cluster. The flows
from PEMEX have been affected by the agreements that were carried out during 2020, in the rig and
modular businesses, which are mentioned later, the effects on the Entity's liquidity have been properly
managed by the management. Due to the fact that the duration of the pandemic is still uncertain, the
administration cannot measure the impacts with certainty; however, the Entity does not expect any
material impact due to the current operations.

Operation risk

La Santa Maria had a temporary suspension from August 5, 2020 to January 6, 2021; therefore, the
Entity stopped recognizing income from this rig during this period. As of January 7, 2021, this Jack-up
resumed operation, as of the date of the report the operation has been regularized and the Entity does
not expect similar events in the future.

Also, during 2020 and as a result of the pandemic, the Entity and Pemex signed amending agreements
in the leases where it was agreed that:

. La Santa Maria and La Covadonga will apply a daily fee of $95, for the period from July 1,
2020 to December 31, 2021.

. Beginning January 1, 2022, La Santa Maria and La Covadonga will return to the indexing
mechanism established in the amending agreements signed in 2018.
o La Santa Maria and La Covadonga extended their contract’s expiration date for one year,

ending in the first quarter of 2024,
The modular rig will apply a daily fee of $45 for the period from July 1 to December 31, 2021.
The modular rig extended the contract expiration date from March 17, 2020 to December 31,
2022.

. Beginning January 1, 2022 the modular rig will return to the indexing mechanism established in
the amending agreements signed in 2018.

. The credit period to PEMEX was increased from 90 days to 180 days from July 1, 2020 to
December 31, 2020.



In addition, the Entity, as well as the industry, has a very high maturity level with respect to
occupational safety and health and has therefore implemented the highest control standards to mitigate
the effects of COVID-19, i) modifying the turnover of offshore staff, (ii) regularly sanitizing facilities,
(iii) establishing medical examinations to personnel working offshore before climbing and during their
offshore stay, and (iv) formalizing a response plan if there is any indication that staff may be infected
with COVID-19.

International bonds of $298,017 (original amount of $350,000) and $53,390 (original amount of
$75,000)

During 2020, the following conditions were formalized:

Bono $287,349 Bono $53,390
Maturing No change March 16, 2021
Amortization of capital Dispenses for July 2020 Dispenses for the payment of the fixed
capital payment amount of $500 plus 2% plus 100%

flow from July 15, 2020 and until
January 15, 2021.

Regarding to the $53,390 bond, bondholders approved on March 12, 2021, an extension of the
maturity date from March 16, 2021 to December 31, 2022 subject to the extension of the modular lease
up to that date.

During 2019, the following conditions were formalized:

Bond $298,017 Bond $54,390
Maturing October 15, 2022 October 30, 2020
Interest payment Quarterly Quarterly
frequency
Amortization of capital 100% of available quarterly Fixed amortization of $500 plus 2%
flow and 100% available flow from January
15, 2020

Regarding to the $54,390 Bond, the interest for the quarters of July 2018, October 2018, January 2019
and April 2019 in the amount of $4,900 plus 10% were capitalized as part of the principal, going from
$49,000 to $54,390 at December 31, 2019.

Services contract for the commissioning of the production units with the interventions support to
wells in the Gulf of Mexico

On May 30, 2019, a service contract was signed with PEMEX consisting in the production units
commissioning with the support of interventions to wells in the Gulf of Mexico. The contract ends on
June 30, 2021 for the amount of $254,889, an amount that can be increased according to the number of
wells to be drilled. As of the date of the consolidated financial statements, the main agreements and
progress of the contract are:

. For drilling activities, 3 offshore drilling rigs were leased, 2 of them with a rental obligation of
18 months plus 6 optional months and one for 9 months (3 wells), with the option of renting it
for additional wells, which concluded activities in September 2020.

. The contract requires drilling on 3 fronts, the operation began on December 30, 2019 with the
drilling of a well in the Cahua field (Cahua 2 well) with a work front, concluding activities in
February 2020. In March 2020, operations began with the Cahua 3 well, concluding activities in
August 2020.
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. In May 2020, the other two fronts began drilling activities in the Koban field (Koban 5 well,
which continues to 2021) and Tetl (Tetl 1001 well, which was completed in September 2020)
and Tetl 3 well, which to date is still in process.

. Five additional wells are expected to be drilled in the Tetl (2 wells) and Koban (3 wells) fields
in the next months of 2021.

. As of December 31, 2020 and 2019, project start-up costs and expenses have been incurred for
the amount of $47,718 and $27,783, respectively, which correspond mainly to adjustments,
transportation expenses and equipment rents, personnel and logistics expenses and the
amortization as of December 31, 2020 amounts to $ 30,256, as of December 31, 2019 there was
no amortization.

. As of December 31, 2020, an income of $157,135 has been recognized of which $139,048 has
been invoiced to Pemex.

. PEMEX has notified its intention to increase the value of the contract by an amount of
$150,000 and extend its expiration until March 31, 2022.

g. Pitepec field - hydrocarbons production
On June 10, 2014, the Entity signed a contract for hydrocarbons production inside of a contractual area
of Pitepec’s field with PEMEX for 35 years; this field has a surface area of 230 square kms, located in
the south-center portion of Tampico-Misantla watershed, 76 kms, northwest of Poza Rica, Veracruz.
The Entity received the field on January 1, 2015, with 17 wells; seven of them are producers and 10
wells are closed with potential for exploitation. The Entity committed to invest $57,750 for a period of
24 months (completed on February 28, 2019).
The investment obligation from May to December 2019 for $ 7,387 together with the 2020 obligation
for $1,119 was made during 2020. As of the date of the consolidated financial statements, the field has
40 wells with a daily production of 938 barrels.

3. Basis of presentation

a. Explanation for translation into English
The accompanying consolidated financial statements have been translated from Spanish into English
for its use outside of Mexico. These consolidated financial statements are presented on the basis of
International Financial Reporting Standards (IFRS). Certain accounting practices applied by the Entity
that comply with IFRS may not comply with the accounting principles generally accepted in the
country of use.

b. Going concern

The consolidated financial statements have been prepared by Management under the assumption that
the Entity will continue as a going concern. As mentioned in the consolidated financial statements, as
of December 31, 2020 and 2019, the Entity has an accumulated deficit of $206,426 and $170,843,
respectively and as of that dates, the Entity's current liabilities exceeded its total assets by $113,765
and $109,625, respectively. The Entity has suffered recurring net losses and has lost more than two-
thirds of its subscribed and paid share capital, which according to the General Law of Mercantile
Companies could be cause for the dissolution of the Entity at the request of an interested third party.
As stated in the note, these events or conditions, along with other matters as set forth in the note,
indicate that a material uncertainty exists that may cast significant doubt on the Entity's ability to
continue as a going concern. The accompanying consolidated financial statements do not include the
adjustments related to the valuation and classification of assets and classification and amount of
liabilities that might be necessary if the Entity could not continue to operate.
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The plans of the Management of the Entity to continue as a going concern are as follows:

i. Improve the cost and profile of its debt, including the refinancing of short-term to long-term,
and seek alternative sources of financing.

ii. Develop new projects, achieving high levels of operational efficiency and therefore adequate
profitability.

Amendments to International Financing Reporting Standards (IFRS or 1AS) that are mandatorily
effective for the current year

In the current year, the Entity has applied a number of amendments to IFRS and new Interpretations
issued by the International Accounting Standards Board (IASB) that are mandatorily effective for an
accounting period that begins on or after January 1, 2020.

Impact of the initial application of Interest Rate Benchmark Reform amendments to IFRS 9 and
IFRS 7.

In September 2019, the IASB issued Interest Rate Benchmark Reform (Amendments to IFRS 9, IAS
39 and IFRS 7). These amendments modify specific hedge accounting requirements to allow hedge
accounting to continue for affected hedges during the period of uncertainty before the hedged items or
hedging instruments affected by the current interest rate benchmarks are amended as a result of the on-
going interest rate benchmark reforms.

The amendments not had effects for the Entity

Impact of the initial application of other new and amended IFRS Standards that are effective for
the current year.

In the current year, the Entity has applied the below amendments to IFRS Standards and
Interpretations issued by the Board that are effective for an annual period that begins on or after 1
January 2020. Their adoption has not had any material impact on the disclosures or on the amounts
reported in these financial statements.

Amendments to references  The Entity has adopted the amendments included in Amendments to

to the conceptual References to the Conceptual Framework in IFRS Standards for the
framework in IFRS first time in the current year. The amendments include consequential
standards amendments to affected Standards so that they refer to the new

Framework. Not all amendments, however, update those
pronouncements with regard to references to and quotes from the
Framework so that they refer to the revised Conceptual Framework.
Some pronouncements are only updated to indicate which version of
the Framework they are referencing to (the IASC Framework adopted
by the IASB in 2001, the IASB Framework of 2010, or the new
revised Framework of 2018) or to indicate that definitions in the
Standard have not been updated with the new definitions developed in
the revised Conceptual Framework.

The Standards which are amended are IFRS 2, IFRS 3, IFRS 6, IFRS

14, 1AS 1, IAS 8, IAS 34, IAS 37, IAS 38, IFRIC 12, IFRIC 19,
IFRIC 20, IFRIC 22, and SIC-32.
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Amendments to IFRS 3 The Entity has adopted the amendments to IFRS 3 for the first time in
Definition of a business the current year. The amendments clarify that while businesses
usually have outputs, outputs are not required for an integrated set of
activities and assets to qualify as a business. To be considered a
business an acquired set of activities and assets must include, at a
minimum, an input and a substantive process that together
significantly contribute to the ability to create outputs.

The amendments remove the assessment of whether market participants
are capable of replacing any missing inputs or processes and
continuing to produce outputs. The amendments also introduce
additional guidance that helps to determine whether a substantive
process has been acquired.

The amendments introduce an optional concentration test that permits a
simplified assessment of whether an acquired set of activities and
assets is not a business. Under the optional concentration test, the
acquired set of activities and assets is not a business if substantially
all of the fair value of the gross assets acquired is concentrated in a
single identifiable asset or group of similar assets.

The amendments are applied prospectively to all business combinations
and asset acquisitions for which the acquisition date is on or after
January 1, 2020.

Amendmentsto IAS 1 and  The Group has adopted the amendments to IAS 1 and IAS 8 for the first
IAS 8 Definition of time in the current year. The amendments make the definition of
material material in IAS 1 easier to understand and are not intended to alter the

underlying concept of materiality in IFRS Standards. The concept of
‘obscuring' material information with immaterial information has been
included as part of the new definition.

The threshold for materiality influencing users has been changed from
‘could influence' to ‘could reasonably be expected to influence'. The
definition of material in IAS 8 has been replaced by a reference to the
definition of material in IAS 1. In addition, the IASB amended other
Standards and the Conceptual Framework that contain a definition of
'material’ or refer to the term ‘material’ to ensure consistency.

c. New and revised IFRS Standards in issue but not yet effective

The Entity has not applied the following new and revised IFRS Standards that have been issued but
are not yet effective:

Amendments to IAS 1 Classifications as current liabilities or non- current liabilities
Amendments to IFRS 3 References to the conceptual framework
Amendments to I1AS 16, Property, Plant and Equipment - before being used

The management does not expect that the adoption of the Standards listed above will have a material impact
on the consolidated financial statements of the Entity in future periods.
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4,

Significant accounting polices

a.

Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards issued by IASB.

Basis of preparation
The consolidated financial statements have been prepared on the historical cost basis.
i. Historical cost

Historical cost is generally based on the fair value of the consideration given in exchange for
goods and services.

ii. Fair value

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date, regardless of whether
that price is directly observable or estimated using another valuation technique. Except for
share-based payment transactions that are within the scope of IFRS 2, leasing transactions that
are within the scope of IFRS 16, and valuations that have some similarities to fair value, but is
not a value. reasonable, such as the net realizable value of 1AS 2 or the value in use of IAS 36.

Basis of consolidation

The consolidated financial statements incorporate to the Entity and entities controlled by the Entity and
its subsidiaries. Control is achieved when the Entity:

. Has power over the investee;
. Is exposed, or has rights, to variable returns from its involvement with the investee; and
. Has the ability to use its power to affect its returns.

The Entity reassesses whether or not it controls an investee if facts and circumstances indicate that
there are changes to one or more of the three elements of control listed above.

When the Entity has less than a majority of the voting rights of an investee, it has power over the
investee when the voting rights are sufficient to give it the practical ability to direct the relevant
activities of the investee unilaterally. The Entity considers all relevant facts and circumstances in
assessing whether or not the Entity’s voting rights in an investee are sufficient to give it power,
including:

. The percentage of the Entity’s holding voting rights relative to the size and dispersion of
holdings of the other vote holders;

. Potential voting rights held by the Entity, other vote holders or other parties;

. Rights arising from other contractual arrangements; and

. Any additional facts and circumstances that indicate that the Entity has, or does not have, the

current ability to direct the relevant activities at the time that decisions need to be made,
including voting patterns at previous shareholders’ meetings.

Consolidation of a subsidiary begins when the Entity obtains control over the subsidiary and ceases
when the Entity loses control of the subsidiary. Profits and losses of subsidiaries acquired or sold
during the year are included in the consolidated statements of income and other comprehensive income
from the date of acquisition or until the date of sale, as the case may be.

When necessary, adjustments are made to the financial statements of the subsidiaries to align their
accounting policies in accordance with the Entity's accounting policies.
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All intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions
between members of the Entity are eliminated in full on consolidation.

The Entity’s shareholding percentage direct or indirect interest in the capital stock of subsidiaries at
December 31 is shown below:

% Ownership

Offshore Activity 2020 and 2019
Constructora y Perforadora Latina, Leasing of drilling rigs and
S.A.de C.V. maintenance of geothermal wells 100%
Perforaciones Maritimas Latina,

S.A.de C.V. Drilling of shallow water wells 100%
Latina Offshore Holding Limited Holding 100%
Latina Offshore Limited Holding 100%
Santa Maria Offshore Limited Leasing of a Jack-up 100%
La Covadonga Limited Leasing of a Jack-up 100%
Latina Modular Holding Limited Holding 100%
Latina Modular 01 Limited Leasing of a modular rig 100%
Perfolatina, S.A. de C.V. (1)(2) Oil exploration and production 100% - 80%
Equipamiento Latina, S.A. de C.V. Oil exploration and production 100%
Corporate
Petroservicios y Desviaciones, S.A. Drilling and maintenance of

de C.V. geothermal wells 100%
Servicios Corporativos Latina, S.A.  Administrative services

de C.V. 100%

Intubac, S.A. de C.V. Inspection services 100%

(1)  Inthe Ordinary General Stockholders’ Meetings held on July 1, 2019 the sale of shares
representing 38.72% of the share capital of Perfolatina, S.A. de C.V. (affiliated entity) was
approved to Constructora y Perforadora Latina, S.A. de C.V.

(2)  As mentioned in the Note 2a, in the Extraordinary General Shareholders' Meeting, held on
November 3, 2020, it was agreed to merge Grupo Adro, SA de CV (Grupo Adro) with the
Entity, the latter subsisting as a merging company and Grupo Adro disappearing as a merged
company , acquiring all the rights and obligations of Grupo Adro as of October 31, 2020. Due
to the merger effect, the Entity acquires a 100% Ownership in Perfolatina, S. A. de C. V

Changes in the Entity’s ownership interests in existing subsidiaries

Changes in the Entity’s ownership interests in subsidiaries that do not result in the Entity losing control
over the subsidiaries are accounted for as equity transactions. The carrying amounts of the Entity’s
interests and the non-controlling interests are adjusted to reflect the changes in their relative interests in
the subsidiaries. Any difference between the amount by which the non-controlling interests are
adjusted and the fair value of the consideration paid or received is recognized directly in equity and
attributed to owners of the Entity.

When the Entity loses control of a subsidiary, a gain or loss is recognized in profit or loss and is
calculated as the difference between (i) the aggregate of the fair value consideration received and the
fair value of any retained interest and (ii) the previous carrying amount of the assets (including
goodwill), and liabilities of the subsidiary and any non-controlling interests. All amounts Previously
recognized in other comprehensive income in relation to that subsidiary are accounted for as if the
Entity had directly disposed of the related assets or liabilities of the subsidiary (i.e. reclassified to
profit or loss or transferred to another category of equity as specified/permitted by applicable IFRS).
The fair value of any investment retained in the former subsidiary at the date when control is lost is
considered as the fair value on initial recognition for subsequent accounting under IAS 39, when
applicable, the cost on initial recognition of an investment in an associate or a joint venture.
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Foreign currency transactions

In preparing the financial statements of each individual entity, transactions in currencies other than the
Entity’s functional currency (US dollar) are recognized at the rates of exchange prevailing at the dates
of the transactions. At the end of each reporting period, monetary items denominated in foreign
currencies are retranslated at the rates prevailing at that date. Non-monetary items carried at fair value
that are denominated in foreign currencies are retranslated at the rates prevailing at the date when the
fair value was determined. Non-monetary items that are measured in terms of historical cost in a
foreign currency are not retranslated.

Exchange differences on monetary items are recognized in profit or loss in the period in which they
arise except for:

. Exchange differences on foreign currency borrowings relating to assets under construction for
future productive use, which are included in the cost of those assets when they are regarded as
an adjustment to interest costs on those foreign currency borrowings;

" Exchange differences on monetary items receivable from or payable to a foreign operation for
which settlement is neither planned nor likely to occur (therefore forming part of the net
investment in the foreign operation), which are recognized initially in other comprehensive
income and are reclassified from stockholders' equity to profit or loss when selling in whole or
in part, the net investment.

For the purposes of presenting these consolidated financial statements, the assets and liabilities of the
Entity’s foreign operations are translated to US dollars using exchange rates prevailing at the end of
each reporting period. Income and expense items are translated at the average exchange rates for the
period, unless exchange rates fluctuate significantly during that period, in which case the exchange
rates at the dates of the transactions are used. Exchange differences arising, if any, are recognized in
other comprehensive income and accumulated in equity (and attributed to non-controlling interests as
appropriate).

On the disposal of a foreign operation (i.e. a disposal of the Entity’s entire interest in a foreign
operation, or a disposal involving loss of control over a subsidiary that includes a foreign operation, or
a partial disposal of an interest in a joint arrangement or an associate that includes a foreign operation
of which the retained interest becomes a financial asset), all of the exchange differences accumulated
in equity in respect of that operation attributable to the owners of the Entity are reclassified to profit or
loss.

Mexican pesos exchange rates in effect at the dates of the balance sheets were as follows:

December 31
2020 2019

Mexican pesos per US dollar 19.9487 18.8452

Cash and restricted cash

Consist mainly of bank deposits in checking accounts. Cash is stated at nominal value and restricted
cash are valued at fair value. As mentioned in Notes 6 and 15 the Entity has restricted cash from
offshore business.

Inventories
Inventories are stated at the lower of cost and net realizable value (estimated selling price for
inventories less all estimated to make the sale). Inventories are valued with the average cost method

and are integrated by materials and supplies drilling, wells maintenance and consumable parts. The
value reduction of inventories is composed for reserves that represent the inventories impairment.
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Jack-ups and equipment

Jack-ups, modular rig and equipment are recorded at acquisition cost, less the accumulated
depreciation and any impairment loss.

Equipment in the course of construction are carried at cost, less any recognized impairment loss. Cost
includes professional fees and, for qualifying assets, borrowing costs capitalized in accordance with
the Entity’s accounting policy. Depreciation of these assets, on the same basis as other property assets,
commences when the assets are ready for their intended use.

Depreciation is recognized in profit or loss using the straight-line method. The estimated useful lives,
residual values and depreciation method are reviewed at the end of each reporting period, with the
effect of any changes in estimate accounted for on a prospective basis.

An item of Jack-up rigs, modular rig and equipment is derecognized upon disposal or when no future
economic benefits are expected to arise from the continued use of the asset. Any gain or loss arising on
the disposal or retirement of an item of Jack-ups, modular rig and equipment is determined as the
difference between the sales proceeds and the carrying amount of the asset and is recognized in profit
or loss.

The remaining averages useful lives of machinery and equipment are:

2020
Building and installations 15 years
Jack-ups 10 years
Modular rig 8 years
Drilling equipment 6 years

During 2019, the Entity reviewed the useful lives of the components of its Jack-ups and modular rig,
resulting in a decrease in the depreciation of the year for an amount of $13,983. This change in the
estimated estimate was recognized on a prospective basis.

Investment in wells and infrastructure

Investment in well and infrastructure correspond mainly to investments in drilled wells, infrastructure
investments, to eligible and non-eligible expenses of the Pitepec field (see Note 12), are recognized at
acquisition cost less accumulated amortization and accumulated impairment loss. Amortization is
recognized based on the straight-line method over its estimated useful life of each well. The estimated
useful life and amortization method are reviewed at the end of each year, and the effect of any change
in the recorded estimate is recognized on a prospective basis.

Leasing
- The Entity as lessor

The Entity enters into lease contracts as lessor with respect to the two platforms and the
modular described in Note 2.

The leases in which the Entity acts as a lessor are classified as capital leases or operating leases.
When contractual terms substantially transfer all the risks and rewards of ownership to the
lessee, the contract is classified as a capital lease. All other contracts are classified as operating
contracts.

When the Entity acts as an intermediary lessor, it accounts for the main lease and sublease as

two separate contracts. The sublease is classified as a capital lease or operating lease with
regard to the right-of-use asset derived from the main lease.
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Rental revenue derived from operating leases is recognized according to the straight-line
method during the relevant lease period. The direct initial costs incurred for the negotiation and
arrangement of the operating lease are added to the book value of the leased asset and are
recognized in conformity with the straight-line method throughout the lease period.

When a contract includes lease and non-lease components, the Entity applies IFRS 15 to assign
the respective payment to each contractual component.

The entity as a lessee

The Entity assesses whether a contract initially contains a lease. The Entity recognizes a right-
of-use asset and the respective lease liability for all the lease contracts in which impacts it acts
as lessee, albeit with the exception of short-term leases (executed for periods of 12 months or
less) and those involving low-value assets (like electronic tablets, personal computers and small
items of office furniture and telephones). For these leases, the Entity records rental payments as
an operating expense according to the straight-line method throughout the lease period, unless
another method is more representative of the time pattern in which economic gains result from
the consumption of the leased assets.

The lease liability is initially measured at the present value of the rental payments that are not
settled at the starting date, discounted according to the implied contractual rate. If this rate
cannot be easily determined, the Entity utilizes incremental rates.

The rental payments included in the lease liability measurement are composed by:

. Fixed rental payments (including substantially fixed payments), less any received lease
incentive;

. Variable rental payments that depend on an index or rate, which are initially measured
by utilizing the index or rate in effect at the starting date;

. The amount expected to be paid by the lessee under residual value guarantees;

. The purchase option exercise price, if it is reasonably certain that the lessee will exercise
these options; and

. Penalty payments resulting from the termination of the lease, if the lease period reflects

the exercise of a lease termination option.

The lease liability is presented as a separate item in the consolidated statement in financial
position.

The lease liability is subsequently measured based on the book value increase to reflect the
interest accrued by the lease liability (using the effective interest method) and reducing the
book value to reflect the rental payments made.

The Entity revalues the lease liability (and makes the respective adjustments to the related right-
of-use asset) as long as:

. The lease period is modified or an event or significant change takes place with regard to
the circumstances of the lease, thereby resulting in a change to the assessment of the
purchase option exercise, in which case, the lease liability is measured by discounting
restated rental payments and utilizing a restated discount rate.

. Rental payments are modified as a result of changes to indexes or rates, or a change in
the payment expected under a guaranteed residual value, in which case, the lease liability
is revalued by discounting restated rental payments by using the same discount rate
(unless the change in rental payments is due to a change of variable interest rate, in
which case a restated discount rate is used).

. A lease contract is amended and the lease amendment is not accounted for as a separate
lease, in which case the lease liability is revalued according to the amended lease period
by discounting restated rental payments using a discount rate restated at the date on
which the amendment took effect.
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The Entity did not make any of these adjustments in the presented periods.

Right-of-use assets are composed by the initial measurement of the respective lease liability, the
rental payments made on or prior to the starting date, less any received lease incentive and any
initial direct costs. The subsequent valuation is the cost less accumulated depreciation and
impairment losses.

If the Entity assumes an obligation derived from the cost of dismantling and removing a leased
asset, to restore the place where it is located or restore the underlying asset to the condition
required by lease terms and conditions, a provision measured according to IAS 37 must be
recognized. To the extent that costs are related to a right-of-use asset, they are included in the
related right-of-use asset unless they are incurred to generate inventories.

Right-of-use assets are depreciated during the shorter of the lease period and the useful life of
the underlying asset. If a lease transfers ownership of the underlying asset or the cost of the
right-of-use asset indicates that the Entity plans to exercise the purchase option, the right-of-use
asset is depreciated according to its useful life. Depreciation begins at the lease starting date.

Right-of-use assets are presented as a separate item in the consolidated statement of financial
position.

The Entity applies IAS 36 to determine whether a right-of-use asset is impaired and to account
for any identified impairment loss, as described in the ‘Property, plant and equipment’ policy.

Variable leases that do not depend on index or rate are not included in the measurement of the
lease liability and right-of-use asset. The related payments are recognized as an expense of the
period in which the event or condition leading to the payments arises and are included under the
“Other expenses” heading in the consolidated statement of income.

As a practical expedient, IFRS 16 offers the option of not separating non-lease components and
instead recording any lease and its associated non-lease components as a single agreement. The
Entity has not utilized this practical expedient. For contracts containing lease components and
one or more additional lease or non-lease components, the Entity assigns the contractual
payment to each lease component according to the relative stand-alone selling price method for
all non-lease components.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets,
which are assets that necessarily take a substantial period of time to get ready for their intended use or
sale, are added to the cost of those assets, until such time as the assets are substantially ready for their

intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalization.

All other borrowing costs are recognized in profit or loss in the period in which they are incurred.
Impairment of tangible and intangible assets

At the end of each reporting period, the Entity reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in order
to determine the extent of the impairment loss (if any). When it is not possible to estimate the
recoverable amount of an individual asset, the Entity estimates the recoverable amount of the cash-
generating unit to which the asset belongs.
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When a reasonable and consistent basis of allocation can be identified, corporate assets are also
allocated to individual cash-generating units, or otherwise they are allocated to the smallest group of
cash-generating units for which a reasonable and consistent allocation basis can be identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate
that reflects current market assessments of the time value of money and the risks specific to the asset
for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (or cash-generating unit) is reduced to its recoverable
amount. An impairment loss is recognized immediately in profit or loss.

When an impairment loss subsequently reverses, the carrying amount of the asset (or a cash-generating
unit) is increased to the revised estimate of its recoverable amount, but so that the increased carrying
amount does not exceed the carrying amount that would have been determined had no impairment loss
been recognized for the asset (or cash generating unit) in prior years. A reversal of an impairment loss
is recognized immediately in profit or loss.

Financial assets
All regular way purchases or sales of financial assets are recognized and derecognized on a trade date
basis. Regular way purchases or sales are purchases or sales of financial assets that require delivery of

assets within the time frame established by regulation or convention in the marketplace.

All recognized financial assets are measured subsequently in their entirety at either amortized cost or
fair value, depending on the classification of the financial assets.

Classification of financial assets

Debt instruments that meet the following conditions are measured subsequently at amortized cost:

. The financial asset is held within a business model whose objective is to hold financial assets in
order to collect contractual cash flows; and
. The contractual terms of the financial asset give rise on specified dates to cash flows that are

solely payments of principal and interest on the principal amount outstanding.

Debt instruments that meet the following conditions are measured subsequently at fair value through
other comprehensive income (FVTOCI):

. The financial asset is held within a business model whose objective is achieved by both
collecting contractual cash flows and selling the financial assets; and
. The contractual terms of the financial asset give rise on specified dates to cash flows that are

solely payments of principal and interest on the principal amount outstanding

By default, all other financial assets are measured subsequently at fair value through profit or loss
(FVTPL).

Despite the foregoing, the Entity may make the following irrevocable election / designation at initial
recognition of a financial asset:

. The Entity may irrevocably elect to present subsequent changes in fair value of an equity
investment in other comprehensive income if certain criteria are met (see (iii) below); and
o The Entity may irrevocably designate a debt investment that meets the amortized cost or

FVTOCI criteria as measured at FVTPL if doing so eliminates or significantly reduces an
accounting mismatch (see (iv) below).
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(i)

(i)

Amortized cost and effective interest method

The effective interest method is a method for calculating the amortized cost of a debt
instrument and of allocating interest income over the relevant period.

For financial assets other than purchased or originated credit-impaired financial assets
(i.e. assets that are credit-impaired on initial recognition), the effective interest rate is the
rate that exactly discounts estimated future cash receipts (including all fees and points
paid or received that form an integral part of the effective interest rate, transaction costs
and other premiums or discounts) excluding expected credit losses, through the expected
life of the debt instrument, or, where appropriate, a shorter period, to the gross carrying
amount of the debt instrument on initial recognition. For purchased or originated credit-
impaired financial assets, a credit-adjusted effective interest rate is calculated by
discounting the estimated future cash flows, including expected credit losses, to the
amortized cost of the debt instrument on initial recognition.

The amortized cost of a financial asset is the amount at which the financial asset is
measured at initial recognition minus the principal repayments, plus the cumulative
amortization using the effective interest method of any difference between that initial
amount and the maturity amount, adjusted for any loss allowance. The gross carrying
amount of a financial asset is the amortized cost of a financial asset before adjusting for
any loss allowance.

Interest income is recognized using the effective interest method for debt instruments
measured subsequently at amortized cost and at FVTOCI. For financial assets other than
purchased or originated credit-impaired financial assets, interest income is calculated by
applying the effective interest rate to the gross carrying amount of a financial asset,
except for financial assets that have subsequently become credit-impaired (see below).
For financial assets that have subsequently become credit-impaired, interest income is
recognized by applying the effective interest rate to the amortized cost of the financial
asset. If, in subsequent reporting periods, the credit risk on the credit-impaired financial
instrument improves so that the financial asset is no longer credit-impaired, interest
income is recognized by applying the effective interest rate to the gross carrying amount
of the financial asset.

For purchased or originated credit-impaired financial assets, the Entity recognizes
interest income by applying the credit-adjusted effective interest rate to the amortized
cost of the financial asset from initial recognition. The calculation does not revert to the
gross basis even if the credit risk of the financial asset subsequently improves so that the
financial asset is no longer credit-impaired.

Interest income is recognized in profit or loss and is included in the "finance income -
interest income" line item.

Debt instruments classified as at FVTOCI

The corporate bonds held by the Entity are classified as at FVTOCI. Fair value. The
corporate bonds are initially measured at fair value plus transaction costs. Subsequently,
changes in the carrying amount of these corporate bonds as a result of foreign exchange
gains and losses (see below), impairment gains or losses (see below), and interest
income calculated using the effective interest method (see (i) above) are recognized in
profit or loss. The amounts that are recognized in profit or loss are the same as the
amounts that would have been recognized in profit or loss if these corporate bonds had
been measured at amortized cost. All other changes in the carrying amount of these
corporate bonds are recognized in other comprehensive income and accumulated under
the heading of investments revaluation reserve.

When these corporate bonds are derecognized, the cumulative gains or losses Previously
recognized in other comprehensive income are reclassified to profit or loss.
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(iii)

(iv)

Equity instruments designated as at FVTOCI

On initial recognition, the Entity may make an irrevocable election (on an instrument-
by-instrument basis) to designate investments in equity instruments as at FVTOCI.
Designation at FVTOCI is not permitted if the equity investment is held for trading or if
it is contingent consideration recognized by an acquirer in a business combination.

A financial asset is held for trading if:

. It has been acquired principally for the purpose of selling it in the near term; or

. On initial recognition it is part of a portfolio of identified financial instruments
that the Entity manages together and has evidence of a recent actual pattern of
short-term profit-taking; or

. It is a derivative (except for a derivative that is a financial guarantee contract or a
designated and effective hedging instrument).

Investments in equity instruments at FVTOCI are initially measured at fair value plus
transaction costs. Subsequently, they are measured at fair value with gains and losses
arising from changes in fair value recognized in other comprehensive income and
accumulated in the investments revaluation reserve. The cumulative gain or loss is not
being reclassified to profit or loss on disposal of the equity investments, instead, it is
transferred to retained earnings.

Dividends on these investments in equity instruments are recognized in profit or loss in
accordance with IFRS 9, unless the dividends clearly represent a recovery of part of the
cost of the investment. Dividends are included in the ‘finance income’ line item in profit
or loss.

The Entity has designated all investments in equity instruments that are not held for
trading as at FVTOCI on initial application of IFRS 9.

Financial assets at FVTPL

Financial assets that do not meet the criteria for being measured at amortized cost or
FVTOCI (see (i) to (iii) above) are measured at FVTPL. Specifically:

. Investments in equity instruments are classified at FVTPL, unless the Entity
designates an equity investment that is neither held for trading nor a contingent
consideration arising from a business combination at F\VTOCI on initial
recognition (see (iii) above).

. Debt instruments that do not meet the amortized cost criteria or the FVTOCI
criteria (see (i) and (ii) above) are classified at FVTPL. In addition, debt
instruments that meet either the amortized cost criteria or the FVTOCI criteria
may be designated at FVTPL upon initial recognition if such designation
eliminates or significantly reduces a measurement or recognition inconsistency
(so called ‘accounting mismatch’) that would arise from measuring assets or
liabilities or recognizing the gains and losses on them on different bases. The
Entity has not designated any debt instruments as at FVTPL.

Financial assets at FVTPL are measured at fair value at the end of each reporting period,
with any fair value gains or losses recognized in profit or loss to the extent they are not
part of a designated hedging relationship (see hedge accounting policy). The net gain or
loss recognized in profit or loss includes any dividend or interest earned on the financial
asset and is included in the ‘other gains and losses’.
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Foreign exchange gains and losses

The carrying amount of financial assets that are denominated in a foreign currency is determined
in that foreign currency and translated at the spot rate at the end of each reporting period.
Specifically;

. For financial assets measured at amortized cost that are not part of a designated hedging
relationship, exchange differences are recognized in profit or loss in the ‘other gains and
losses’;

. For debt instruments measured at FVTOCI that are not part of a designated hedging

relationship, exchange differences on the amortized cost of the debt instrument are
recognized in profit or loss in the ‘other gains and losses’. Other exchange differences are
recognized in other comprehensive income in the investments revaluation reserve;

. For financial assets measured at FVTPL that are not part of a designated hedging
relationship, exchange differences are recognized in profit or loss in the ‘other gains and
losses’ line item; and

. For equity instruments measured at FVTOCI, exchange differences are recognized in
other comprehensive income in the investments revaluation reserve.

See hedge accounting policy regarding the recognition of exchange differences where the
foreign currency risk component of a financial asset is designated as a hedging instrument for a
hedge of foreign currency risk.

Impairment of financial assets

The Entity recognizes an allowance loss for expected credit losses on investments in debt
instruments that are measured at amortized cost or at FVTOCI, lease receivables, trade
receivables and contract assets, as well as on financial guarantee contracts. The amount of
expected credit losses is updated at each reporting date to reflect changes in credit risk since
initial recognition of the respective financial instrument.

The Entity always recognizes lifetime ECL for trade receivables, contract assets and lease
receivables. The expected credit losses on these financial assets are estimated using a provision
matrix based on the Entity’s historical credit loss experience, adjusted for factors that are
specific to the debtors, general economic conditions and an assessment of both the current as
well as the forecast direction of conditions at the reporting date, including time value of money
where appropriate.

For all other financial instruments, the Entity recognizes lifetime ECL when there has been a
significant increase in credit risk since initial recognition. However, if the credit risk on the
financial instrument has not increased significantly since initial recognition, the Entity measures
the loss allowance for that financial instrument at an amount equal to 12-month ECL.

Lifetime ECL represents the expected credit losses that will result from all possible default
events over the expected life of a financial instrument. In contrast, 12-month ECL represents the
portion of lifetime ECL that is expected to result from default events on a financial instrument
that are possible within 12 months after the reporting date.

(1) Significant increase in credit risk

In assessing whether the credit risk on a financial instrument has increased significantly
since initial recognition, the Entity compares the risk of a default occurring on the
financial instrument at the reporting date with the risk of a default occurring on the
financial instrument at the date of initial recognition. In making this assessment, the
Entity considers both quantitative and qualitative information that is reasonable and
supportable, including historical experience and forward-looking information that is
available without undue cost or effort. Forward-looking information considered includes
the future prospects of the industries in which the Entity’s debtors operate, obtained from
economic expert reports, financial analysts, governmental bodies, relevant think-tanks
and other similar organizations, as well as consideration of various external sources of
actual and forecast economic information that relate to the Entity’s core operations.
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In particular, the following information is taken into account when assessing whether
credit risk has increased significantly since initial recognition.

. An actual or expected significant deterioration in the financial instrument’s
external (if available) or internal credit rating;
. Significant impairment in external market indicators of credit risk for a particular

financial instrument, e.g. a significant increase in the credit spread, the credit
default swap prices for the debtor, or the length of time or the extent to which the
fair value of a financial asset has been less than its amortized cost;

. Existing or forecast adverse changes in business, financial or economic
conditions that are expected to cause a significant decrease in the debtor’s ability
to meet its debt obligations;

. An actual or expected significant impairment in the operating results of the
debtor;

. Significant increases in credit risk on other financial instruments of the same
debtor;

. An actual or expected significant adverse change in the regulatory, economic, or

technological environment of the debtor that results in a significant decrease in
the debtor’s ability to meet its debt obligations.

Regardless of the outcome of the above assessment, the Entity presumes that the credit
risk on a financial asset has increased significantly since initial recognition when
contractual payments are more than 30 days past due, unless the Entity has reasonable
and supportable information that demonstrates otherwise.

Despite the foregoing, the Entity assumes that the credit risk on a financial instrument
has not increased significantly since initial recognition if the financial instrument is
determined to have low credit risk at the reporting date. A financial instrument is
determined to have low credit risk if:

(1)  The financial instrument has a low risk of default,

(2)  The debtor has a strong capacity to meet its contractual cash flow obligations in
the near term, and

(3)  Adverse changes in economic and business conditions in the longer term may, but
will not necessarily, reduce the ability of the borrower to fulfil its contractual
cash flow obligations.

The Entity considers a financial asset to have low credit risk when the asset has external
credit rating of ‘investment grade’ in accordance with the globally understood definition
or if an external rating is not available, the asset has an internal rating of ‘performing’.
Performing means that the counterparty has a strong financial position and there are no
past due amounts.

For financial guarantee contracts, the date that the Entity becomes a party to the
irrevocable commitment is considered to be the date of initial recognition for the
purposes of assessing the financial instrument for impairment. In assessing whether there
has been a significant increase in the credit risk since initial recognition of a financial
guarantee contracts, the Entity considers the changes in the risk that the specified debtor
will default on the contract.

The Entity regularly monitors the effectiveness of the criteria used to identify whether
there has been a significant increase in credit risk and revises them as appropriate to
ensure that the criteria are capable of identifying significant increase in credit risk before
the amount becomes past due.
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(i)

(iii)

(iv)

v)

Definition of default

The Entity considers the following as constituting an event of default for internal credit
risk management purposes as historical experience indicates that financial assets that
meet either of the following criteria are generally not recoverable:

. When there is a breach of financial covenants by the debtor; or

. Information developed internally or obtained from external sources indicates that
the debtor is unlikely to pay its creditors, including the Entity, in full (without
taking into account any collateral held by the Entity).

Irrespective of the above analysis, the Entity considers that default has occurred when a
financial asset is more than 90 days past due unless the Entity has reasonable and
supportable information to demonstrate that a more lagging default criterion is more
appropriate.

Credit-impaired financial assets

A financial asset is credit-impaired when one or more events that have a detrimental
impact on the estimated future cash flows of that financial asset have occurred. Evidence
that a financial asset is credit-impaired includes observable data about the following
events:

(@)  Significant financial difficulty of the issuer or the borrower;

(b) A breach of contract, such as a default or past due event (see (ii) above);

(c)  The lender(s) of the borrower, for economic or contractual reasons relating to the
borrower’s financial difficulty, having granted to the borrower a concession(s)
that the lender(s) would not otherwise consider;

(d) Itis becoming probable that the borrower will enter bankruptcy or other financial
reorganization; or

(e)  The disappearance of an active market for that financial asset because of financial
difficulties.

Write-off policy

The Entity writes off a financial asset when there is information indicating that the
debtor is in severe financial difficulty and there is no realistic prospect of recovery, e.g.
when the debtor has been placed under liquidation or has entered into bankruptcy
proceedings, or in the case of trade receivables, when the amounts are over two years
past due, whichever occurs sooner. Financial assets written off may still be subject to
enforcement activities under the Entity’s recovery procedures, taking into account legal
advice where appropriate. Any recoveries made are recognized in profit or loss.

Measurement and recognition of expected credit losses

The measurement of expected credit losses is a function of the probability of default,
loss given default (i.e. the magnitude of the loss if there is a default) and the exposure at
default. The assessment of the probability of default and loss given default is based on
historical data adjusted by forward-looking information as described above. As for the
exposure at default, for financial assets, this is represented by the assets’ gross carrying
amount at the reporting date; for financial guarantee contracts, the exposure includes the
amount drawn down as at the reporting date, together with any additional amounts
expected to be drawn down in the future by default date determined based on historical
trend, the Entity’s understanding of the specific future financing needs of the debtors,
and other relevant forward-looking information.
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For financial assets, the expected credit loss is estimated as the difference between all
contractual cash flows that are due to the Entity in accordance with the contract and all
the cash flows that the Entity expects to receive, discounted at the original effective
interest rate. For a lease receivable, the cash flows used for determining the expected
credit losses is consistent with the cash flows used in measuring the lease receivable in
accordance with 1AS 17, Leases.

For a financial guarantee contract, as the Entity is required to make payments only in the
event of a default by the debtor in accordance with the terms of the instrument that is
guaranteed, the expected loss allowance is the expected payments to reimburse the
holder for a credit loss that it incurs less any amounts that the Entity expects to receive
from the holder, the debtor or any other party.

If the Entity has measured the loss allowance for a financial instrument at an amount
equal to lifetime ECL in the previous reporting period, but determines at the current
reporting date that the conditions for lifetime ECL are no longer met, the Entity
measures the loss allowance at an amount equal to 12-month ECL at the current
reporting date, except for assets for which simplified approach was used.

The Entity recognizes an impairment gain or loss in profit or loss for all financial
instruments with a corresponding adjustment to their carrying amount through a loss
allowance account, except for investments in debt instruments that are measured at
FVTOCI, for which the loss allowance is recognized in other comprehensive income and
accumulated in the investment revaluation reserve, and does not reduce the carrying
amount of the financial asset in the statement of financial position.

Derecognition of financial assets

The Entity derecognizes a financial asset only when the contractual rights to the cash
flows from the asset expire, or when it transfers the financial asset and substantially all
the risks and rewards of ownership of the asset to another entity. If the Entity neither
transfers nor retains substantially all the risks and rewards of ownership and continues to
control the transferred asset, the Entity recognizes its retained interest in the asset and an
associated liability for amounts it may have to pay. If the Entity retains substantially all
the risks and rewards of ownership of a transferred financial asset, the Entity continues
to recognize the financial asset and also recognizes a collateralized borrowing for the
proceeds received.

On derecognition of a financial asset measured at amortized cost, the difference between
the asset’s carrying amount and the sum of the consideration received and receivable is
recognized in profit or loss. In addition, on derecognition of an investment in a debt
instrument classified at FVTOCI, the cumulative gain or loss Previously accumulated in
the investments revaluation reserve is reclassified to profit or loss. In contrast, on
derecognition of an investment in equity instrument which the Entity has elected on
initial recognition to measure at FVTOCI, the cumulative gain or loss Previously
accumulated in the investments revaluation reserve is not reclassified to profit or loss,
but is transferred to retained earnings.

m. Financial liabilities and equity instruments
i. Classification as debt or equity
Debt and equity instruments are classified as either financial liabilities or as equity in

accordance with the substance of the contractual arrangements and the definitions of a financial
liability and an equity instrument.
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Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity
after deducting all of its liabilities. Equity instruments issued by an entity are recognized at the
proceeds received, net of direct issue costs.

Repurchase of the Entity’s own equity instruments is recognized and deducted directly in
equity. No gain or loss is recognized in profit or loss on the purchase, sale, issue or cancellation
of the Entity’s own equity instruments.

Financial liabilities

All financial liabilities are subsequently measured at amortized cost using the effective interest
method or at fair value through profit or loss.

However, financial liabilities that arise when a transfer of a financial asset does not qualify for
derecognition or when the continuous participation approach is applied, and financial guarantee
contracts issued by the Entity, are measured in accordance with specific accounting policies.
detailed below.

Financial liabilities at FVTPL
Financial liabilities are classified at FVTPL when the financial liability is (i) contingent
consideration of an acquirer in a business combination, (ii) held for trading or (iii) it is

designated at FVTPL.

A financial liability is classified as held for trading if:

. It has been acquired principally for the purpose of repurchasing it in the near term; or
. On initial recognition it is part of a portfolio of identified financial instruments that the

Entity manages together and has a recent actual pattern of short-term profit-taking; or
. It is a derivative, except for a derivative that is a financial guarantee contract or a

designated and effective hedging instrument.

A financial liability other than a financial liability held for trading or contingent consideration
of an acquirer in a business combination may be designated as at FVTPL upon initial
recognition if:

. Such designation eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise; or
. the financial liability forms part of an Entity of financial assets or financial liabilities or

both, which is managed and its performance is evaluated on a fair value basis, in
accordance with the Entity’s documented risk management or investment strategy, and
information about the grouping is provided internally on that basis; or

. It forms part of a contract containing one or more embedded derivatives, and IFRS 9
permits the entire combined contract to be designated at FVTPL.

Financial liabilities at FVTPL are measured at fair value, with any gains or losses arising on
changes in fair value recognized in profit or loss to the extent that they are not part of a
designated hedging relationship (see Hedge accounting policy). The net gain or loss recognized
in profit or loss incorporates any interest paid on the financial liability and is included in the
‘other gains and losses’ line item in profit or loss.
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However, for financial liabilities that are designated at FVTPL, the amount of change in the fair
value of the financial liability that is attributable to changes in the credit risk of that liability is
recognized in other comprehensive income, unless the recognition of the effects of changes in
the liability’s credit risk in other comprehensive income would create or enlarge an accounting
mismatch in profit or loss. The remaining amount of change in the fair value of liability is
recognized in profit or loss. Changes in fair value attributable to a financial liability’s credit risk
that are recognized in other comprehensive income are not subsequently reclassified to profit or
loss; instead, they are transferred to retained earnings upon derecognition of the financial
liability.

Gains or losses on financial guarantee contracts issued by the Entity that are designated by the
Entity at FVTPL are recognized in profit or loss.

Financial liabilities measured subsequently at amortized cost

Financial liabilities that are not (i) contingent consideration of an acquirer in a business
combination, (ii) held-for-trading, or (iii) designated at FVTPL, are measured subsequently at
amortized cost using the effective interest method.

The effective interest method is a method of calculating the amortized cost of a financial
liability and of allocating interest expense over the relevant period. The effective interest rate is
the rate that exactly discounts estimated future cash payments (including all fees and points
paid or received that form an integral part of the effective interest rate, transaction costs and
other premiums or discounts) through the expected life of the financial liability, or (where
appropriate) a shorter period, to the amortized cost of a financial liability.

Financial guarantee contract liabilities

A financial guarantee contract is a contract that requires the issuer to make specified payments
to reimburse the holder for a loss it incurs because a specified debtor fails to make payments
when due in accordance with the terms of a debt instrument.

Financial guarantee contract liabilities are measured initially at their fair values and, if not
designated at FVTPL and do not arise from a transfer of an asset, are measured subsequently at
the higher of:

. The amount of the loss allowance determined in accordance with IFRS 9 (see financial
assets above); and
. The amount recognized initially less, where appropriate, cumulative amortization

recognized in accordance with the revenue recognition policies set out above.
Foreign exchange gains and losses

For financial liabilities that are denominated in a foreign currency and are measured at
amortized cost at the end of each reporting period, the foreign exchange gains and losses are
determined based on the amortized cost of the instruments. These foreign exchange gains and
losses are recognized in the “other gains and losses” line item in profit or loss for financial
liabilities that are not part of a designated hedging relationship. For those which are designated
as a hedging instrument for a hedge of foreign currency risk foreign exchange gains and losses
are recognized in other comprehensive income and accumulated in a separate component of

equity.

The fair value of financial liabilities denominated in a foreign currency is determined in that
foreign currency and translated at the spot rate at the end of the reporting period. For financial
liabilities that are measured as at FVTPL, the foreign exchange component forms part of the
fair value gains or losses and is recognized in profit or loss for financial liabilities that are not
part of a designated hedging relationship.
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Derecognition of financial liabilities

The Entity derecognizes financial liabilities when, and only when, the Entity’s obligations are
discharged, cancelled or have expired. The difference between the carrying amount of the
financial liability derecognized and the consideration paid and payable is recognized in profit or
loss.

When the Entity exchanges with the existing lender one debt instrument to another one with the
substantially different terms, such exchange is accounted for as an extinguishment of the
original financial liability and the recognition of a new financial liability. Similarly, the Entity
accounts for substantial modification of terms of an existing liability or part of it as an
extinguishment of the original financial liability and the recognition of a new liability. It is
assumed that the terms are substantially different if the discounted present value of the cash
flows under the new terms, including any fees paid net of any fees received and discounted
using the original effective rate is at least 10 per cent different from the discounted present
value of the remaining cash flows of the original financial liability. If the modification is not
substantial, the difference between: (1) the carrying amount of the liability before the
modification; and (2) the present value of the cash flows after modification should be
recognized in profit or loss as the modification gain or loss within other gains and losses.

Employee benefits
Retirement benefits costs from termination benefits

Payments to defined contribution retirement benefit plans are recognized as an expense when
employees have rendered service entitling them to the contributions.

For defined benefit retirement benefit plans, the cost of providing benefits is determined using the
projected unit credit method, with actuarial valuations being carried out at the end of each annual
reporting period. Remeasurement, comprising actuarial gains and losses, the effect of the changes to
the asset ceiling (if applicable) and the return on plan assets (excluding interest), is reflected
immediately in the statement of financial position with a charge or credit recognized in other
comprehensive income in the period in which they occur. Remeasurement recognized in other
comprehensive income is reflected immediately in retained earnings and will not be reclassified to
profit or loss. Past service cost is recognized in profit or loss in the period of a plan amendment. Net
interest is calculated by applying the discount rate at the beginning of the period to the net defined
benefit liability or asset. Defined benefit costs are categorized as follows:

. Service cost (including current service cost, past service cost, as well as gains and losses on
curtailments and settlements).

. Net interest expense or income, and

. Remeasurement.

The Entity presents the first two components of defined benefit costs in profit or loss in the line item
“employee benefits expense”. Gains and losses for reduction of service are accounted for as past
service costs.

The retirement benefit obligation recognized in the consolidated statement of financial position
represents the actual deficit or surplus in the Entity’s defined benefit plans. Any surplus resulting from
this calculation is limited to the present value of any economic benefits available in the form of refunds
from the plans or reductions in future contributions to the plans.

A liability for a termination benefit is recognized at the earlier of when the Entity can no longer
withdraw the offer of the termination benefit and when the Entity recognizes any related restructuring
costs.

Short-term and other long-term employee benefits

A liability is recognized for benefits accruing to employees in respect of wages and salaries, annual
leave and sick leave in the period the related service is rendered at the undiscounted amount of the
benefits expected to be paid in exchange for that service.
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Liabilities recognized in respect of short-term employee benefits are measured at the undiscounted
amount of the benefits expected to be paid in exchange for the related service.

Liabilities recognized in respect of other long-term employee benefits are measured at the present
value of the estimated future cash outflows expected to be made by the Entity in respect of services
provided by employees up to the reporting date.

Statutory employee profit sharing (PTU)

As result of the PTU is recorded in the results of the year in which it is incurred and is presented in
operating expenses line item in the consolidated statement of profit or loss and comprehensive loss.

0. Income taxes
Income tax benefit represents the sum of the tax currently payable and deferred tax.
i Current tax
Current income tax (“ISR”) is recognized in the results of the year in which is incurred.
ii. Deferred income tax

Deferred tax is recognized on temporary differences between the carrying amounts of assets and
liabilities in the consolidated financial statements and the corresponding tax bases used in the
computation of taxable profit. Deferred tax liabilities are generally recognized for all taxable
temporary differences. Deferred tax assets are generally recognized for all deductible temporary
differences to the extent that it is probable that taxable profits will be available against which
those deductible temporary differences can be utilized. Such deferred tax assets and liabilities
are not recognized if the temporary difference arises from the initial recognition (other than in a
business combination) of assets and liabilities in an operation that does not affect the tax or
accounting result.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and
reduced to the extent that it is no longer probable that sufficient taxable profits will be available
to allow all or part of the asset to be recovered.

Deferred tax liabilities and assets are measured at the tax rates that are expected to apply in the
period in which the liability is settled or the asset realized, based on tax rates and tax laws that
have been enacted or substantively enacted by the end of the reporting period.

The measurement of deferred tax liabilities and assets reflects the tax consequences that would
follow from the manner in which the Entity expects, at the end of the reporting period, to
recover or settle the carrying amount of its assets and liabilities.

iii. Current and deferred tax for the year

Current and deferred tax are recognized in profit or loss, except when they relate to items that
are recognized in other comprehensive income or directly in equity, in which case, the current
and deferred tax are also recognized in other comprehensive income or in equity.

p. Provisions

Provisions are recognized when the Entity has a present obligation (legal or constructive) as a result of
a past event, it is probable that the Entity will be required to settle the obligation, and a reliable
estimate can be made of the amount of the obligation.

The amount recognized as a provision is the best estimate of the consideration required to settle the
present obligation at the end of the reporting period, taking into account the risks and uncertainties
surrounding the obligation. When a provision is measured using the cash flows estimated to settle the
present obligation, its carrying amount is the present value of those cash flows (when the effect of the
time value of money is material).
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When some or all of the economic benefits required to settle a provision are expected to be recovered
from a third party, a receivable is recognized as an asset if it is virtually certain that reimbursement
will be received and the amount of the receivable can be measured reliably.

i Onerous contracts

Present obligations arising under onerous contracts are recognized and measured as provisions.
An onerous contract is considered to exist where the Entity has a contract under which the
unavoidable costs of meeting the obligations under the contract exceed the economic benefits
expected to be received from the contract.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable, taking into account
the estimated amount of discounts or penalties.

i. Revenue from leases

Revenues are recognized on a monthly basis using the daily rate as established in the lease
agreement.

ii. Rendering of services and drilling of shallow water wells

The revenues from public works contracts at unit prices and determined time are recognized
based on the stage of completion.

iii.  Hydrocarbon production

Revenues from service contracts for the production of hydrocarbons are recognized based on
the volume of hydrocarbons delivered to PEMEX.

iv. Interest income

Interest income from a financial asset is recognized when it is probable that the economic
benefits will flow to the Entity and the amount of income can be measured reliably. Interest
income is accrued on a time basis, by reference to the principal outstanding and at the effective
interest rate applicable.

Drilling contracts

When the outcome of a construction contract can be estimated reliably, revenue and costs are
recognized by reference to the stage of completion of the contract activity at the end of the reporting
period, measured based on the proportion of contract costs incurred for work performed to date relative
to the estimated total contract costs, except where this would not be representative of the stage of
completion. Variations in contract work, claims and incentive payments are included to the extent that
the amount can be measured reliably and its receipt is considered probable.

When the outcome of a construction contract cannot be estimated reliably, contract revenue is
recognized to the extent of contract costs incurred that it is probable will be recoverable. Contract costs
are recognized as expenses in the period in which they are incurred.

When it is probable that total contract costs will exceed total contract revenue, the expected loss is
recognized as an expense immediately.

When contract costs incurred to date plus recognized profits less recognized losses exceed progress
billings, the surplus is shown as amounts due from customers for contract work. For contracts where
progress billings exceed contract costs incurred to date plus recognized profits less recognized losses,
the surplus is shown as the amounts due to customers for contract work. Amounts received before the
related work were performed are included in the consolidated statement of financial position, as a
liability, as advances received. Amounts billed for work performed but not yet paid by the customer
are included in the consolidated statement of financial position under trade and other receivables.
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S. Statement of cash flows

The indirect method is used for presenting cash flows from operating activities, such that the net loss is
adjusted for changes in operating items not resulting in cash receipts or disbursements, and for items
corresponding to cash flows from investing and financing activities. Interest received is presented as an
investing activity and interest paid is presented as a financing activity.

Critical accounting judgments and key sources of estimation uncertainty

In the application of the Entity’s accounting policies, which are described in Note 4, the Entity’s management
is required to make judgments, estimates and assumptions about the carrying amounts of assets and liabilities.
The estimates and associated assumptions are based on historical experience and other factors that are
considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised if the revision affects only that period,
or in the period of the revision and future periods if the revision affects both current and future periods.

Key sources of estimation uncertainty

The following are the key assumptions concerning the future and other key sources of estimation uncertainty
at the end of the reporting period that may have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year.

i Revenue recognition

Revenues from drilling contracts and wells maintenance are recognized by reference to the stage of
completion of the contract activity at the end of the reporting period, measured based on the proportion
of contract costs incurred for work performed to date relative to the estimated total contract costs.

ii. Leases

The Entity evaluates the classification of the leases for accounting purposes. In performing such
assessment, the Entity is required to exercise its professional judgment and make estimates, as follows:

. The lease does not transfer ownership of the Jack-ups and modular rig to the lease by the end of
the lease term.
The lease does not contain a purchase option for the Jack-ups and modular rig.
The lease term does not represent a substantial portion of the economic life of the Jack-ups and

modular rig.

o At the inception of the lease the present value of the minimum lease payments amounts does
not represent a substantial portion of fair value of the leased Jack-ups and modular rig.

. The leased Jack-ups, modular rig and equipment can be used by another interested party

without major modifications.
iii. Estimates of useful lives of Jack-ups and equipment

The Entity reviews the estimated useful lives of Jack-ups and equipment at the end of each reporting
period. Based on detailed analysis, the Entity’s management modifies the useful lives of certain Jack-
ups, modular rig and equipment components. The degree of uncertainty about the estimated useful
lives is related to changes in the market and the usage of assets for production volumes and
technological developments.

To test asset impairment, the Entity estimates the value in use assigned to its Jack-ups, modular rig and
equipment and to the cash-generating units, in the case of certain assets. The calculations of value in
use require an entity to determine the future cash flows that should arise from the cash-generating units
and an appropriate discount rate to calculate the present value. The Entity prepares cash inflow
projections using market condition estimates, price determination and production and sales volumes.
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Vi.

Vii.

viii.

Investment recovery from drilling and oil extraction (Onshore)

The Entity is in the initial development phase of the Pitepec field, which requires certain studies and
analyses to determine or quantify the amount of investment and the level of oil reserves to be exploited
and the period of recovery. The uncertainty regarding the investments made to date is known with
greater technical data reserves and feasibility of its exploitation.

Calculation of loss allowance

When measuring ECL the Entity uses reasonable and supportable forward looking information, which
is based on assumptions for the future movement of different economic drivers and how these drivers
will affect each other.

Loss given default is an estimate of the loss arising on default. It is based on the difference between the
contractual cash flows due and those that the lender would expect to receive, taking into account cash
flows from collateral and integral credit enhancements.

Probability of default constitutes a key input in measuring ECL. Probability of default is an estimate of
the likelihood of default over a given time horizon, the calculation of which includes historical data,
assumptions and expectations of future conditions.

Recoverability of tax losses

The Entity prepares financial and tax projections with the purpose to forecast tax and accounting
results more efficiently. Taxes are incurred in Mexican pesos, and during 2016 and 2015 the Entity had
tax loss due to the devaluation of Mexican peso versus the U.S. dollar. The Entity expects to amortize
the tax losses versus tax income in subsequent years with the normal operation of Jack-ups and
modular rig.

Fair value measurements and valuation processes

Some of the Entity’s assets and liabilities are measured at fair value for financial reporting purposes. In
estimating the fair value of an asset or a liability, the Entity uses market-observable data to the extent it
is available. Where Level 1 inputs are not available, the Entity engages third party qualified appraiser
to perform the valuation.

Contingencies
The Entity is subject to transactions or contingent events over which it uses professional judgment in

developing estimates of probability of occurrence, the factors considered in these estimates are the
legal situation at the time of the estimate and the opinion of legal counsel.

Cash and restricted cash

2020 2019
Cash and banks deposits $ 16,210 $ 19,839
Restricted cash (See Note 15) 10,274 10,247
$ 26,484 $ 30,086

Trade accounts receivable - Net

2020 2019
PEMEX $ 62,319 $ 55,404
Others 1,081 1,008
Allowance for doubtful debts (631) (631)
$ 62,769 $ 55,781
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9.

10.

The Entity has as main costumer PEMEX; therefore, a significant concentration of credit exists. The average
collection period for PEMEX is 140 for 2020 and is 110 days for 2019. No interest charge is made and no bad
debt reserve is recognized due to the category, history of collections with PEMEX and the nature of the

contracts.
Inventories
2020 2019
Spare parts $ 21,336 $ 7,055
Material and supplies 16,598 15,335
Goods in transit 400 1,964
Advances to suppliers 2,568 195
$ 40,902 $ 24,549
Right-of-use assets
The Entity leases various assets, including two rigs. The average lease term is 5 months for 2021.
The analysis of the maturity of the lease liabilities is presented in Note 10.
Right-of-use assets (Jack-ups) 2020 2019
Cost
As of December 31 $ 34,509 $ 34,051
Accumulated depreciation
As of December 31 $ (22,360) $ (1,891)
Value in books
As of December 31 $ 12,149 3 32,160
Amounts recognized in the consolidated statement of income 2020 2019
Depreciation expense of the asset for use rights $ 20,469 $ 1,891
Finance expense caused by lease liabilities $ 1,356 $ 176
Total cash outflows for leases amount to $23,457 for 2020 and $2,022 for 2019.
Lease liabilities
2020 2019
Maturity analysis:
Year 1 $ 9,958 $ 20,674
Year 2 769 13,436
10,727 34,110
Less: unearned interest (254) (1,906)
$ 10,473 $ 32,204
Analyzed as:
Long term $ 724 $ 7,540
Short term 9,749 24,664
$ 10,473 $ 32,204

The Entity does not face a significant liquidity risk regarding its lease liabilities. Lease liabilities are

monitored through the Entity's Treasury.
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Jack-ups and equipment - Net

Investment:
Land
Building and constructions
Jack-ups
Modular rig
Drilling equipment
Peripheral equipment
Furniture and fixtures
Vehicles
Computer equipment
Spare parts

Total investments

Depreciation:
Building and constructions
Jack-ups
Modular rig
Drilling equipment
Peripheral equipment
Furniture and fixtures
Vehicles
Computer equipment
Total accumulated depreciation

Net investment

Investment:

Land
Building and constructions
Jack-ups
Modular rig
Drilling equipment
Peripheral equipment
Furniture and fixtures
Vehicles
Computer equipment
Spare parts

Total investment

Depreciation:
Building and constructions
Jack-ups
Modular rig
Drilling equipment
Peripheral equipment
Furniture and fixtures
Vehicles
Computer equipment
Total accumulated depreciation

Net investment

Balance as of

Balance as of

December 31, 2019 Additions Disposals Transfers December 31, 2020
$ 497 $ - - $ - $ 497
2,993 - - - 2,993
530,195 2,884 (348) 9,589 542,320
123,964 - (82) 4,387 128,269
35,483 13,054 (3,911) - 44,626
4,107 - (530) - 3,577
193 10 (6) - 197
1,378 - (63) - 1,315
610 6 - - 616
14,256 5,357 - (13,976) 5,637
713,676 21,311 (4,940) - 730,047
(778) (150) - - (928)
(191,837) (29,548) - - (221,385)
(35,397) (10,357) - - (45,754)
(20,357) (2,349) - - (22,706)
(3,770) (197) 519 - (3,448)
(48) (20) 2 - (66)
(795) (173) 49 - (919)
(604) (5) - - (609)
(253,586) (42,799) 570 - (295,815)
$ 460,090 $ (21,488) (4370) $ - $ 434,232
Balance as of Balance as of
December 31, 2018 Additions Disposals December 31, 2019
$ 497 $ - - $ 497
2,993 - - 2,993
521,929 8,266 - 530,195
119,619 4,345 - 123,964
35,899 14 (430) 35,483
4,107 - - 4,107
183 105 (95) 193
1,193 690 (595) 1,378
616 11 a7 610
12,404 1,852 - 14,256
699,440 15,283 (1,047) 713,676
(628) (150) - (778)
(159,576) (32,280) 19 (191,837)
(23,624) (11,781) 8 (35,397)
(18,073) (2,713) 429 (20,357)
(3,106) (664) - (3,770)
(105) (13) 70 (48)
(895) (117) 217 (795)
(608) (3) 7 (604)
(206,615) (47,721) 750 (253,586)
$ 492,825 $ (32,438) (297) $ 460,090

The Qil Platforms and the Modular Platforms are granted as collateral for the debt indicated in Note 15.
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12.

13.

Investment in Wells and Infrastructure - Net

2020 2019

Investment in wells and infrastructure of the Pitepec field (1) $ 57,900 $ 49,559
Ineligible expenses (2) 5,292 5,292
Eligible expenses (3) 4,250 4,250
67,442 59,101
Amortization of wells (33,589) (25,266)
Impairment in wells (14,813) (14,813)
$ 19,040 $ 19,022

@

)

®)

Investment in wells and infrastructure of the Pitepec field- Represents the investment for the
exploitation of the Pitepec oil field, as well as the investment made in each of the Wells.

Ineligible expenses- Expenses incurred by the Entity necessary for carrying out the Pitepec project,
which will be amortized once the contract is migrated and revenues to address these disbursements
during the life of the project are obtained.

Eligible expenses- Are the expenses incurred by the Entity for the production of hydrocarbons which
PEMEX paid by selling the barrels produced.

Financial Instruments

The Entity manages a diversified business portfolio in the local market place; therefore, it is exposed to
financial risks including market risks (exchange rate and interest rate), credit risks and liquidity risks. The
Board of Directors establishes and monitors policies and procedures to measure and manage those risks,
which are described below.

Capital Risk Management

The Entity manages its capital to ensure that it will continue as a going concern while maximizing the
return to stockholders through the optimization of debt and equity balances. The Entity's general
strategy has not been modified compared to the previous year.

The Entity’s equity structure consists of net debt (loans as detailed in Note 15 which are offset by cash
balances, restricted cash) and Entity’s equity (comprising of issued capital stock, reserves and
accumulated deficit as it disclosed in Note 18, respectively).

As of December 31, 2020 and 2019, the Entity has restricted cash of $10,724 and $10,247,
respectively, as mentioned in Note 15.

Debt ratio - The debt ratio at December 31, 2020 and 2019, is as follows:

2020 2019
Bank loans and long-term debt $ 442,925 $ 446,969
Cash and restricted cash 26,484 30,086
Net debt $ 416,441 $ 416,883
Stockholders’ equity $ 92,838 $ 128,067
Net debt ratio to stockholders’ equity 4.5 times 3.3 times

36



b. Categories of financial instruments

2020 2019
Financial assets
Cash and restricted cash 3 26,484 $ 30,086
Loans and receivable
Trade accounts receivable 62,769 55,781
Due from related parties 192 156
3 89,445 3 86,023
Financial liabilities
Financial liabilities held at amortized cost
Bank loans and long-term debt $ 442,925 $ 446,969
Other liabilities
Accounts payable to suppliers 101,902 28,651
Lease liabilities 10,473 32,204
Due to related parties 5,926 425
3 561,226 $ 508,249
c. Financial risk management objectives

The Entity’s Corporate Treasury function provides services to its business, coordinates access to
domestic and international financial markets, monitors and manages the financial risks relating to its
operations through internal risk reports, which analyze exposures by degree and magnitude of risks.
These risks include market risk (including currency risk and interest rates risk), credit risk and liquidity
risk.

d. Foreign Exchange risk management

The Entity carries out transactions denominated in foreign currency. Consequently, it is exposed to
fluctuations in exchange rates, which are managed within the parameters of the approved policies.

The carrying values of monetary assets and monetary liabilities denominated in foreign currency at the
end of the year are as follows (amounts in thousands):

Assets Liabilities
2020 2019 2020 2019

Thousands of Mexican
pesos 59,618 49,855 2,598,579 2,014,103

Sensitivity analysis for foreign currency - The Entity is mainly exposed to Mexican pesos. The
following table details the Entity's sensitivity to an increase and decrease of 10% in US dollars against
the relevant foreign currencies 10% represents the sensitivity rate used when foreign exchange risk is
reported internally to key management personnel and represents management's assessment of the
reasonably possible change in exchange rates. The sensitivity analysis includes only outstanding
monetary items denominated in foreign currency and adjusts their conversion at the end of the period
with a fluctuation of 10% change in exchange rates. The sensitivity analysis includes external loans as
well as loans to foreign operations. A positive figure, respectively, (as shown in the table below)
indicates an increase in the results stemming from a 10% weakening of the Mexican peso against the
reference currency, then there would be a comparable impact on the results and the following financial
statements would be negative.
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If the exchange rate of the Mexican peso to the US dollar had depreciated by 10% and all other
variables remain constant, the gain would have been:

2020 2019

Results $ 11,570 $ 9,475

Interest rate risk management

The Entity is mainly exposed to interest rate risks because it has entered into debt at variable rates. The
risk is managed by the Entity through the use of interest rate swap contracts. Hedging activities are
regularly monitored so that they are aligned with interest rates and their related risk, ensuring the
implementation of the most profitable hedging strategies.

The Entity’s exposures to interest-rate risk are mainly related to changes in the TIIE and the LIBOR
rates with respect to Entity’s financial liabilities. The Entity prepares sensitivity analyses based on its
exposure to interest rates on its variable-rate debt with financial institutions that is not hedged. The
analyses are prepared assuming that the ending period balance at year end was the outstanding balance
during the entire year. The Entity internally reports to the Board of Directors about its interest rate
risks.

Sensitivity analysis for interest rates - The following sensitivity analyses have been determined based
on exposure to interest rates both for financial derivatives and non-derivatives at the end of the
reporting period. For variable rate liabilities, an analysis is prepared on the basis that the amount of the
liability in effect at the end of the reporting period has been the liability in effect for the entire year.
When reporting internally to key executive personnel on the interest rate risk, an increase or decrease
of 50 basis points is used, which represents management's evaluation of the possible reasonable change
in interest rates.

If the interest rates were 50 basis points above/below and all the other variables remained constant:

The consolidated net loss for the year ended December 31, 2020 would increase $477 (2019: the loss
would increase $484). This is mainly attributable to the Entity's exposure to interest rates on its
variable rate loans.

Credit risk management

Credit risk refers to the risk that one of the parties will default on its contractual obligations, resulting
in a financial loss for the Entity. The Entity has adopted a policy of only becoming involved with
solvent parties and obtaining sufficient guarantees, when appropriate, as a way of mitigating the risk of
the financial loss derived from defaults. The Entity's exposure and the credit ratings of its
counterparties were supervised continually and the accrued value of the concluded transactions is
distributed between the approved counterparties. Credit exposure is minimal because historically there
have been no losses with PEMEX.

Liquidity risk management

The Entity’s management is ultimately responsible for liquidity management, which has established
appropriate policies for the control of such risk through the monitoring of working capital, allowing
management of the Entity’s short-, medium-, and long-term funding requirements. The Entity
maintains cash reserves and available credit lines, continuously monitoring projected and actual cash
flows, reconciling the profiles of maturity of financial assets and financial liabilities.
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14.

The following table details the remaining contractual maturities of the Entity’s financial liabilities,
based on contractual repayment periods. The table has been designed based on un-discounted projected
cash flows of financial liabilities based on the date on which the Entity makes payments. The table
includes both projected cash flows related to interest and capital on financial debt in the consolidated
statements of financial position. Where the contractual interest payments are based on variable rates,
the amounts are derived from interest rate curves at the end of the period. The contractual maturity is
based on earliest date in which the Entity is required to make payment.

Effective weighted
average interest

Rate
Bank loans and long-term
debt 7.99%
Accounts payable to
suppliers

Trade account payable
Lease liabilities
Due to related parties

Total

Effective weighted
average interest

Rate
Bank loans and long-term

debt 9.93%
Accounts payable to

suppliers

Trade account payable
Lease liabilities
Due to related parties

Total

As of December 31, 2020

One year 1and 3 years Total
$ 141,032 % 301,893 $ 442,925
101,902 - 101,902
17,759 - 17,759
9,749 724 10,473
5,926 - 5,926
$ 276,368 $ 302,617 $ 578,985
As of December 31, 2019
One year 1and 3 years Total
$ 151,280 $ 295689 $ 446,969
28,651 - 28,651
20,372 - 20,372
24,664 7,540 32,204
425 - 425
$ 225392 $ 303,229 §$ 528,621

The amounts included for debt with financial institutions includes both fixed and variable interest rate
instruments. The financial liabilities at variable rates are subject to change, if the changes in variable
rates differ from the estimates of rates determined at the end of the reporting period is presented at fair

value.

Fair value of financial instruments

The fair value of financial instruments presented below has been determined by the Entity using information
available in the markets or other valuation techniques but require judgment with respect to their development

and interpretation, in addition use assumptions that are based on market conditions existing at each

consolidated statements of financial position date. Consequently, the estimated amounts presented below are
not necessarily indicative of the amounts that the Entity could obtain in a current market exchange. The use
of different assumptions and/or estimation methods could have a material effect on the estimated amounts of

fair value.

The following table provides an analysis of financial instruments that are measured subsequent to initial
recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair value is observable:

- Level 1 are those derived from quoted prices (unadjusted) in active markets for identical assets or

liabilities;

- Level 2 are those derived from inputs other than quoted prices included within Level 1, that are
observable for the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from

prices); and

- Level 3 are those derived from valuation techniques that include inputs for the asset or liability that
are not based on observable market data (unobservable inputs).
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The Entity considers that the carrying amount of cash and restricted cash, accounts receivable and accounts
payable from third parties and to related parties and the current portion of bank loans approximate their fair
values because they have short-term maturities. The Entity's long-term debt is recorded at amortized cost and
incurs interest at fixed and variable rates that are related to market indicators.

The carrying amounts of financial instruments by category and their related fair values at December 31 are as

follows:
2020 2019
Carrying Carrying
amount Fair value amount Fair value
Financial assets
Cash and restricted cash $ 26,484 $ 26,484 $ 30,086 $ 30,086
Loans and receivables
Accounts receivable from clients 62,769 62,769 55,781 55,781
Accounts receivable from related
parties 192 192 156 156
Accounts payable to suppliers (101,902) (101,902) (28,651) (28,651)
Lease liabilities (10,473) (10,473) (32,204) (32,204)
Financial liabilities measured at
amortized cost (Level 2)
Accounts payable to related parties (5,926) (5,926) (425) (425)
Bank loans and current portion of
long-term debt (442,925) (442,925) (446,969) (446,969)
Total $ (471,781) $ (471,781) $ (422,226) $ (422,226)

During the period, there were no transfers between Level 1 and 2.

15.  Bank loans and long-term debt

2020 2019
Bonds guaranteed with the Oil Rigs and the Modular:

International Bond Issue for $350,000 that pays quarterly
interest at the fixed annual rate of 8.875%, and maturing on
October 15, 2022. The principal is amortized quarterly based
on the totality of the surplus cash. $ 287,349 $ 298,017

Bonds guaranteed with the Oil Rigs and the Modular:

International Bond Issue for $75,000 that pays quarterly
interest at the fixed rate of 10% and maturing on December
31, 2022. The principal is amortized quarterly based on the
totality of the surplus cash. 53,390 54,390

Bank loans

Simple credit of $10,168 with Banco HSBC México, S.A.
which accrues interest at the Libor rate plus 450 basis points.
The principal is amortized upon maturity on January 31,
2020. - 10,168

Simple credit for $3,000 with Banco HSBC México, S.A.
which accrues interest at the Libor rate plus 450 basis points.
The principal is amortized upon maturity on April 30, 2021. 3,000 -

Credit held with UNIFIN Financiera, S. A. B.de C. V. Has a
maturity of 15 months, starting on May 25, 2020. 2,814 -
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2020 2019
Bank loans in Mexican pesos

Credit for $245.7 million Mexican pesos with UNIFIN
Financiera, S. A. B. de C. V., with a maturity of 24 months
starting on May 2020. 9,813 -

Credit for $98.5 million Mexican pesos with UNIFIN
Financiera, S. A. B. de C. V., with a maturity of 24 months
starting on September 25, 2020. 4,454 -

Credit for $15 million Mexican pesos with UNIFIN Financiera,
S. A. B. de C. V., with a maturity of 24 months starting on
October 25, 2020. 700 -

Credit with Banco Inbursa, S. A., for $1,421 million Mexican
pesos, maturing on July 17, 2020, which accrue monthly
interest at the TIIE rate plus 275 basis points. - 75,411

Credit with Banco Inbursa, S. A., for $1,421 million Mexican
pesos, maturing on June 7, 2021, which accrue monthly
interest at the TIIE rate plus 300 basis points 71,140 -

Credit facility with collateral securities for $43 million
Mexican pesos with Banco Actinver, S. A., which accrues
monthly interest at the TIIE rate plus 350 basis points. The
principal is amortized upon maturity on August 10, 2022 2,155 -

Credit facility with a stock market guarantee for $205 million
Mexican pesos with Banco Actinver, S. A., which accrues
monthly interest at the TIIE rate plus 250 basis points. The
principal is amortized upon maturity on June 13, 2020. Line
is renewed, with maturity on June 10, 2022 which accrues
monthly interest at the TIE rate plus 350 basis points. 10,242 10,878

Simple credit for $ 282 with Banco HSBC México, S.A. that
accrues interest at the TIIE rate plus 450 basis points. The

principal is amortized upon maturity on January 31, 2020. - 282
445,057 449,146
Cost of debt issued at amortized cost (2,132) (2,177)
442,925 446,969
Less: current portion (141,032) (151,280)
Long-term debt $ 301,893 $ 295,689
a. Maturities of long-term debt as of December 31, 2020 are as follows:
2022 $ 301,893
b. As mentioned in Note 2b, the Entity signed an agreement with the International Bondholders for

$298,017 and $54,390 to modify some conditions stablished in the contract.
The International Bonds are secured by the Jack-ups and modular rig, respectively.

The Entity may redeem the bonds of $298,017 (option to purchase at any time without a premium
payment) and in the case of the bonds of $54,390, the Entity may pay a premium of 2%.
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The bank loans with national institutions are pledged with shares owned by the Entity’s stockholders of a
public entity, coverage is 1.5 times the value of the debt.

The relevant covenants for the offshore business are as follows (bank loans issued in international markets):

Not to pay more than 50% of dividends over income from offshore business

Not to incur new debt over assets

Restricted cash for $10 million (See Note 6)

Maintain a minimum total equity to liabilities ratio of 22.5% for Latina Offshore Limited and not
exceed $360,000 bank debt for Latina Offshore Holding Limited.

At the date of issuance of the consolidated financial statements, management of the Entity has satisfactorily
complied with the agreements.

16. Employee benefits
Defined benefit plan long term
The Entity has a defined benefit plan that includes the seniority bonus and retirement.

This plan exposes the Entity to actuarial risks such as interest rate, longevity and salary.

Interest risk A decrease in the bond interest rate will increase the plan liability; however, this will
be partially offset by an increase in the return on the plan’s debt investments.

Longevity risk The present value of the defined benefit plan liability is calculated by reference to the
best estimate of the mortality of plan participants both during and after their
employment. An increase in the life expectancy of the plan participants will increase
the plan’s liability.

Salary risk The present value of the defined benefit plan liability is calculated by reference to the
future salaries of plan participants. As such, an increase in the salary of the plan
participants will increase the plan’s liability.

No other post-retirement benefits are provided to these employees.

The most recent actuarial valuation of the plan assets and the present value of the defined benefit obligation
were carried out as of December 31, 2020 by independent actuaries, members of the Mexican College of
Actuaries. The present value of the defined benefit obligation, and the related current service cost and past
service cost, were measured using the projected unit credit method.

The principal assumptions used for the purposes of the actuarial valuations were as follows:

2020 2019

% %
Discount rate 6.75 7.25
Expected rate of salary increase 4.50 4.50
Increase in the minimum wage 3.50 3.50

Amounts recognized in profit or loss in respect of these defined benefit plans are as follows:

2020 2019
Service cost:
Current service cost $ 806 $ 117
Financial cost 132 124
Components of defined benefit costs recognized in loss or
profit $ 938 $ 241

As of December 31, 2020 and 2019, the amounts recognized in the other comprehensive income of these
defined benefit plans are $394 and $682, respectively.
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17.

18.

The present value and changes of the liabilities generated by the defined benefit obligation included in the
consolidated statements of financial position as of December 31, 2020 and 2019 are: $3,209 and $2,132,
respectively.

Movements in the present value of the defined benefit obligation in the current year were as follows:

2020 2019
Opening balance for defined benefit obligation $ 2,132 $ 1,424
Current service cost 806 117
Financial cost 132 124
Benefits paid (255) (215)
Actuarial gains and losses for the period 394 682
Closing balance for defined benefit obligation $ 3,209 $ 2,132

Significant actuarial assumptions for the determination of the defined obligation are discount rate, expected
salary increase and mortality. The sensitivity analyses below have been determined based on reasonably
possible changes of the respective assumptions occurring at the end of the reporting period, while holding all
other assumptions constant.

The sensitivity analysis presented above may not be representative of the actual change in the defined benefit
obligation as it is unlikely that the change in assumptions would occur in isolation of one another as some of
the assumptions may be correlated.

Furthermore, in presenting the above sensitivity analysis, the present value of the defined benefit obligation
has been calculated using the projected unit credit method at the end of the reporting period, which is the
same as that applied in calculating the defined benefit obligation liability recognized in the consolidated
statement of financial position.

There was no change in the methods and assumptions used in preparing the sensitivity analysis from prior
years. Other sensitivity analyzes are not considered significant.

Interest and accrued expenses

2020 2019
Trade accounts payable $ 17,759 $ 20,372
Interest payable 7,257 7,310
$ 25,016 $ 27,682
Stockholders’ equity
a. As of December 31, 2020 and 2019, capital stock is represented by:
Shares Amount Shares Amount
Fixed portion -
Nominative Series
“A” shares 36 % 5,662 36 5,662
Variable portion -
Nominative Series
“A-1” shares 3,375,269,111 158,502 3,222,495,646 148,428

3,375,269,147 $ 164,164 3,222,495,682 $ 154,090

Capital stock is represented by nominative shares without nominal value.
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b. At the Extraordinary General Shareholders' Meeting, held on November 3, 2020, it was agreed to
merge Grupo Adro, SA de CV (Grupo Adro) with the Entity, the latter subsisting as a merging
company and Grupo Adro disappearing as a merged company , acquiring all the rights and obligations
of Grupo Adro as of October 31, 2020. As mentioned in the Note 2, merger effects were applied
retrospectively.

As a consequence of the merger, the variable part of the Entity's subscribed and paid capital stock
increased, in the amount of 152,823,465 Mexican pesos, represented by 152,823,465 shares, with a
nominal value of $1, the increase in US dollars amounts to $10,079.

C. At the Extraordinary General Meeting of Shareholders, held on September 18, 2020, it was agreed to
increase the variable part of the subscribed and paid capital stock of Grupo Adro in the amount of
152,773,465 Mexican pesos, represented by 152,773,465 shares with a nominal value of $1, the
increase in US dollars amounts to $10,074.

The increase in capital stock took place through a capitalization of the contribution for future increases
in capital stock in the amount of $5,676 and by a capitalization of liabilities in the amount of $ 4,398,
movements that did not generate cash flow.

d. At the Ordinary General Stockholders’ Meeting held during 2020, it was agreed to reimburse
contributions from future capital increases in the amount of $3,766 and during 2019, it was agreed to
make contributions for future capital increases, for an amount of $99,437, which were contributed in
cash.

e. The Mexican General Corporate Law requires that at least 5% of net income of the year be transferred
to the legal reserve until the reserve equals 20% of common stock. The legal reserve may not be
distributed during the existence of the Entity unless the Entity is dissolved. As of December 31, 2020
and 2019, the legal reserve of the Entity was $2,199.

f. The distribution of stockholders’ equity, except for the updated amounts of the capital stock
contributed and the tax retained earnings, will cause the ISR to be charged to the Entity at the rate in
force at the time of distribution. The tax paid for said distribution may be credited against the ISR of
the fiscal year in which the dividend tax is paid and in the two immediately following fiscal years,
against the tax of the fiscal year and the provisional payments thereof.

Dividends paid from the tax income generated from January 1, 2014 to residents in Mexico and to
nonresident shareholders may be subject to an additional tax of up to 10%, which will be withheld by

the Entity.
g. The balances of the stockholders’ equity tax accounts as of December 31, are:

2020 2019
Contributed capital account $ 170,191 $ 155,136
Net tax income account up to 2013 35,824 38,452
Total $ 206,015 $ 193,588

19.  Transactions and balances with related parties

a. Transactions with related parties, carried out in the ordinary course of business, were as follow:

2020 2019
Other income $ 9 $ 91
Administrative services expenses - (324)
Expenses for air transportation services (30) (60)
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b. Balances with related parties are as follows:

2020 2019

Due from related parties-
Adro Servicios Aéreos, S.A. de C.V. $ 175 $ 141
Compaiiia Agricola Jerry, S.A. de C.V. 9 9
Componentes Digitales para Cine, S.A. de C.V. 8 6
$ 192 $ 156

Due to related parties-

Individuals $ 5,921 $ 418
Coperla Servicios, S.A. de C.V. 5 7
$ 5,926 $ 425

20. Income taxes

The Entity is subject to Income tax (ISR for its acronym in Spanish). Under the ISR Law the rate for 2020
and 2019 was 30%, and will continue to 30% for later years.

a. Income tax benefit is as follows:
2020 2019
Current tax $ 408 $ 831
Deferred tax benefit (13,377) (15,044)
$ (12,969) $ (14,213)
b. Income taxes and the reconciliation of the statutory and effective ISR rates expressed as a percentage
of loss before income taxes are as a follows:
2020 2019
% %
Current tax 30 30
Add (less) effect of permanent differences:
Effects of inflation (3) 2
Effective tax rate 27 32
c. Income taxes recognized in other comprehensive income:
2020 2019
Remeasurement of defined benefit obligation $ (106) $ (205)
d. The main items that give rise to a deferred income tax assets (liability) as of December 31, are as:
2020 2019
Inventories $ 4,557 $ 10,458
Jack-ups and equipment 11,610 3,395
Provisions 3,088 2,766
Other assets (5,331) (10,459)
Effect of tax loss carry forwards 32,239 25,452
Net deferred ISR asset $ 46,163 $ 31,612
Deferred tax assets $ 47,502 $ 35,025
Deferred tax liability $ (1,339) $ (3,413)
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e. The benefits of restated tax loss carryforwards for which the deferred ISR, asset have been recognized
can be recovered subject to certain conditions. Expiration dates and restated amounts as of December

31, 2020, are:
Maturity

2024
2025
2026
2027
2028
2029
2030

21.  Cost and expenditures by nature

Expenses of employees
Pre-operating amortization
Services of drilling and equipment
Operative leases

Consumables

Logistic

Insurance and bonds

Travel expenses

Other expenses

Total

22.  Other expenses (income) - Net

Gain on sale of materials
Loss (gain) on disposal of equipment
Other (income) expenses, net

Total

23.  Financing cost

Interest by International Bonds
Interest by bank loans

Interest on employee benefits
Other interest paid

Cost amortized by bonds issued

Amount
$ 464
8,686
33,250
3,006
6,989
16,041
39,029
$ 107,465
2020 2019
$ 70,997 20,954
30,256 -
18,542 2,854
22,819 474
- 7,272
20,351 834
6,495 3,129
2,109 721
8,680 4,916
$ 180,249 41,154
2020 2019
$ (902) (10)
83 (71)
(144) 2,153
$ (963) 2,072
2020 2019
$ 31,279 33,815
15,276 14,265
132 124
- (47)
1,083 (699)
$ 47,770 47,458
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Segment information

The segments of the Entity are organized according to the approach that the management has established, which
translates into three divisions: i) Rendering of services and drilling of shallow water wells (Cluster), integrated by its
subsidiary Perforaciones Maritimas Latina, S. A. de C. V. (offshore); ii) Oil drilling and extraction on land,
integrated by its subsidiary Perfolatina, S. A. de C. V. and Equipamiento Latina, S. A. de C. V., within the
contractual area or Pitepec field to PEMEX and iii) The Platform leasing division, integrated by its subsidiaries
Constructora y Perforadora Latina, S. A. de C. V., Santa Maria Limited, La Covadonga Limited and Latina Modular
01 Limited, and its main activity is the leasing to PEMEX of two oil rigs and a modular marine drilling (offshore).
The information by segments is presented in the same format used by the management of the Entity to evaluate each
business. An operating segment is defined as a component of the Entity dedicated to business activities, from which
the Entity obtains income and incurs costs and expenses, with respect to which information is prepared for decision-
making and from which the administration evaluates periodically the allocation of resources.

The main items of financial information by operating segments in 2020 and 2019, was as follows:

Cluster
(drilling of shallow water wells) Drilling on land Jack-ups and Modular Rig Others Total Elimination Total consolidated
2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019

Revenue $ 157,135 % - $ 6,629 $ 12,153 % 86,859 $ 97,774  $ 506 $ 960 $ 251,129 $ 110,887 $ - $ - 251,129 $ 110,887
Depreciation and
amortization (20,597) - (8,521) (11,500) (39,919) (44,100) (2,554) (3,459) (71,591) (59,059) - - (71,591) (59,059)
Interest income - - 1,233 1,105 2,386 380 537 1,627 4,156 3,112 (4,102) (3,214) 54 (102)
Financing costs (6,634) - (1,969) (2,414) (36,061) (34,786) (7,208) (12,599) (51,872) (49,799) 4,102 2,341 (47,770) (47,458)
Provision (benefit)

income taxes (2,705) - (1,919) (3,804) (8,768) (10,220) 423 (189) (12,969) (14,213) - - (12,969) (14,213)
Consolidated net income

(loss) 4,071 - (4,555) (3,194) (31,320) (17,045) (36,633) (32,025) (68,437) (52,264) 32,864 21,662 (35,573) (30,602)
Total current assets 102,366 47,841 11,766 23,598 158,133 126,593 (9,848) 40,905 262,417 238,937 (28,893) (66,518) 233,524 172,419
Jack-ups, modular rig and

equipment - Net 8,465 67 1,257 1,241 409,087 441,181 15,423 17,601 434,232 460,090 - - 434,232 460,090
Investment in wells and

infrastructure - Net - 19,040 19,022 - - - - 19,040 19,022 - - 19,040 19,022
Total assets 126,005 80,222 44,127 53,686 611,883 604,810 184,978 256,146 966,993 994,864 (219,701) (275,979) 747,292 718,885
Total current liabilities 118,638 70,652 32,727 37,699 146,666 125,982 78,152 113,941 376,183 348,274 (28,894) (66,230) 347,289 282,044
Long-term debt 3,239 - - - 290,729 297,596 7,925 - 301,893 297,596 - (1,907) 301,893 295,689
Deferred income tax - - - - 468 781 871 2,632 1,339 3413 - - 1,339 3413
Total liabilities 121,877 80,165 32,757 37,761 437,863 424,359 90,852 116,698 683,349 658,983 (28,894) (68,165) 654,455 590,818
Total stockholders’ equity  $ 4128 $ 57 §$ 11,370 $ 15925 $ 174020 $ 180451 $ 94,127 $ 139448 $ 283645 $ 335881 $ (190,807) $ (207,814) 92,838 $ 128,067

Cluster
(drilling of shallow water wells) Drilling on land Jack-ups and Modular Rig Others Total Elimination Total consolidated
2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019
Otras partidas

Acquisition of oil rigs and

investment in wells $ 8970 % $ 8524 % 1,151 $ 8375 % 14465 $ 6,033 $ 804 % 31,902 $ 16,420 $ (2,250) $ - 29,652 $ 16,420
Disposal of oil rigs and

equipment - - 3,323 174 1,047 123 - (368) 4,370 (71) - - 4,370 (71)

Impairment of wells
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25.

26.

Subsequent events

As of the date of issuance of the consolidated financial statements, the extension of the Modular contract
has not been formalized and the bondholders approved on April 30, 2021 an additional extension until
May 31, 2021 to formalize said extension with Pemex.

Authorization to issue consolidated financial statements.

On April 30, 2021, the issuance of the accompanying consolidated financial statements as of December 31,
2020 were authorized by C.P.C. Miguel Ruiz Tapia, Chief Financial Officer; consequently, they do not reflect
events occurred after that date, and are subject to the approval of the Board of Directors at the General
Ordinary Stockholders” Meeting, where they may be modified, based on provisions set forth in the Mexican
General Corporate Law. The consolidated financial statements for the year ended December 31, 2020, were
approved at the General Stockholders’ Meeting held on April 28, 2020.
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