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Constitutional Reform

Mexico Energy Reforms

• On December 21 2013 the constitutional reform was passed• On December 21, 2013, the constitutional reform was passed, 
opening Mexico’s energy industry to the participation of the 
private sector. 

• Prior to the Reform, Mexico had one of the most restrictive 
energy legal frameworksenergy legal frameworks. 

• On August 12, 2014, a package of legislation to implement theOn August 12, 2014, a package of legislation to implement the 
constitutional reform became effective in Mexico (with 
amendments to other laws).
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Scope of Reform

Mexico Energy Reforms
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E&P Contracts

Mexico Energy Reforms
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Production Sharing
• Contractor receives (in‐kind): 

• Cost recovery
• All production net of the 
production paid to the nation

• Contractor pays:

License 
• Contractor receives:  all production at 
the wellhead

• Contractor pays (cash):
• Signing Bonus
• Exploratory fees SharingSharing Contractor pays:

• Exploratory fees  (cash)
• Royalties (in‐kind)
• % operation profits (in‐kind)

Exploratory fees 
• Royalties 
• %  of contractual value of 
produced hydrocarbons 

Service Service Profit Profit 

Service Contracts
• Contractor delivers all production to 
the state

• Contractor receives: cash fee 

Profit Sharing
• Contractor delivers all production 
to the state

• Contractor receives (cash), after 
d d ti f lti d ContractsContractsSharing Sharing deduction of royalties and 
exploration fees: 

• cost recovery
• % of operation profits 

In addition to Mexican income Tax, new E&P tax for states and municipalities and other 
applicable taxes. 7
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Round One Results so far…

Mexico Energy Reforms

Bidding Invitation Bidding
Submission Areas Awarded

1.1 – Shallow waters  D 2014 J l 2015 2 f 14. Shallow waters
(exploration) Dec. 2014 Jul. 2015 2 out of 14

1.2 – Shallow waters 
(production) Feb. 2015 Sep. 2015 3 out of 5

1.3 – Onshore May 2015 Dec. 2015 25 out of 25
1.4 – Deep Waters Dec. 2015 TBD 10 offered

Chicontepec Basin 
and Unconventional  TBD TBD TBD
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Round 1.4 Bidding Process

Mexico Energy Reforms

Ph D tPhase Date

Publication of the bidding invitation and 
terms

Dec. 17, 2015
terms

Access to the information data room From Jan. 6, 2016

Clarification to the bidding terms and contract From Dec 17 2015 to Oct 26 2016Clarification to the bidding terms and contract From Dec. 17, 2015 to Oct. 26, 2016

Prequalification of companies From Jan. 6, 2016 to July 1, 2016

Delivery and opening of proposals TBD

Contract Execution Within 90 days of award publication
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Contract Execution Within 90 days of award publication



Round 1.4
Registration and Data Room Access

Mexico Energy Reforms

Registration and Data Room Access

• Data room access: MXN38 500 000 (approximately• Data room access: MXN38,500,000 (approximately, 
US$2,260,000) – mandatory for parties intending to qualify as 
operators

• Waived for parties who individually or jointly purchased certain data (R, 
I, S, K, M, N, P1 or P2) from the National Hydrocarbons Information 
Center for an equal or higher amount. 

• Registration: MXN280,000 (approximately, US$16,500) ‐
mandatory for all interested parties.
P ti i t di t lif O t d t• Parties intending to qualify as non‐Operators may access data 
through Operators. 
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Round 1.4
Prequalification

Mexico Energy Reforms

Prequalification

• Required technical and operational experience for Operators:• Required technical and operational experience for Operators:
– Experience as Operator during the period 2011‐2015 in at least one 

exploration and/or extraction in a project with a depth greater than 1,000 
meters;

– Aggregate capital investments in exploration and extraction projects of at 
least US$2 billion; and

– Experience in industrial safety and environmental protection within the last 
five years. 
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Round 1.4
Prequalification

Mexico Energy Reforms

Prequalification

• Financial requirements for Operators:• Financial requirements for Operators:
– Demonstrate stockholders’ equity of at least US$2 billion; or

– Demonstrate total assets with a value of at least US$10 billion and investmentDemonstrate total assets with a value of at least US$10 billion and investment 
grade rating.

• Financial requirements for non‐Operators:
– Demonstrate stockholders’ equity of at least US$250 million.
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Round 1.4
Forms of Participation

Mexico Energy Reforms

Forms of Participation

• A prequalified Operator may participate both as an individual• A prequalified Operator may participate both as an individual 
bidder or one or more joint bidders with another Operator or 
non‐Operator. 

• Joint bidders may submit a proposal without the necessity of 
incorporating a new legal entity.

• CNH consent is required to modify corporate structure, 
participating interests and/or responsibilities of a joint bidding 
group up to a certain dategroup up to a certain date. 

• Only one bid offer may be submitted per individual bidder or 
joint bidder for each contract area.
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Round 1.4
National Content

Mexico Energy Reforms

National Content

• Exploration and evaluation periods:• Exploration and evaluation periods: 
• 3% during the initial exploration period.
• increased to 6% for the first additional exploration period.
• Increased to 8% for the second additional exploration period.

• Evaluation periods: 
S i l i i d d hi h h d l i f di• Same as in exploration period under which the declaration of discovery 
was made.

• Development period:
– 4% since from development plan approval until commercial 

production

i d 10% i l d i i d l

16

– increased to 10% at commercial production in any development area.



Round 1.4
Delivery and Opening of Proposals

Mexico Energy Reforms

Delivery and Opening of Proposals

• One proposal per contract area• One proposal per contract area. 
• Two sealed envelopes:

• Envelope 1: economic proposal and a cash offer as an additional p p p
compensation in the case of a tie.

• Envelope 2: bid bond (garantía de seriedad) in favor of the CNH. 

• Bid Bond: US$3 million standby letter of credit• Bid Bond: US$3 million standby letter of credit
• Delivered by first and second place winners.
• To remain valid for 100 days.
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Round 1.4
Economic Criteria

Mexico Energy Reforms

Economic Criteria

• Criteria to determine winning bidder per contract:• Criteria to determine winning bidder per contract: 

• The Ministry of Treasury to issue minimum acceptable values 
(additional royalty).
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Contract Execution

Mexico Energy Reforms

• Winning individual or joint bidder may incorporate an SPV for• Winning individual or joint bidder may incorporate an SPV for 
the execution of the contract

– individual bidder or joint bidder member jointly and severally liable. j j y y

• Individual bidder or joint bidder members must form part of 
SPV and maintain control. 

• SPV may not include a person who is not a participant in the 
bidder’s corporate group.
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Performance Guarantee

Mexico Energy Reforms

• Simultaneously with the execution of a contract the contractor• Simultaneously with the execution of a contract, the contractor 
must deliver: 

– a performance guarantee and p g

– a corporate guarantee of each of the participating companies. 

• Corporate guarantee to be granted by p g g y
• the ultimate parent of each joint bidder member

• If the guarantor is not the ultimate parent company, the guarantor must 
have stockholders’ equity of US$14 billion * participating interest. 
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