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Mexico deploys Round One with 14 bids
for production sharing contracts
The publication of Round One is the
beginning of oil production by the private
sector in Mexico, thus increasing production
through better technology, resources and
investment.
Amid the lowest oil prices in 5 years, the
government proposes new rules, a flexible
fiscal regime and transparency. It is expected
that the process will culminate in mid-2015,
when Pemex plans to agree on 10
associations, as well as to convert incentive
contracts and initiate new rounds.
This document summarizes the timing of the
process, certain pre-qualifications and
relevant aspects of the contract released on
the webpage http://www.ronda1.gob.mx.

Relevant dates and amounts:


Physical data room with technical
information shall open on January
15, 2015 at a cost of $ 5,300,000
pesos per participant
(approximately $ 360,000 US
dollars).



Registration is available at a cost
of $ 280,000 pesos (approximately
$ 20,000 US dollars) until March
31, 2015, with an appointment
requested before March 16, 2015.



Questions about the data room,
prequalification and biding
proposals will be accepted via
internet.



Submission of tenders shall occur
by July 15, 2015. The winning bid
will be announced before July 17
and the contract shall be signed
before August 21, 2015.

Background
On Thursday December 11, 2014, the
National Hydrocarbons Commission
announced the bidding process, the model
contract formats and other relevant
information for the auction process for 14
exploration blocks in shallow water.



Contractor requirements and assignment
criteria

Annex 3 establishes the mechanism for
determining contract prices to reach the
contractual value of production.

Experience criteria: Among others, it is
required that the operator demonstrate
experience in exploration and extraction
activity in the period 2010-2014 (The above
through its participation as operator of at
least 3 projects, or projects which together
represent at least a $ 1 billion US dollar
investment) and experience in offshore
projects (accredited as an operator offshore
or project partner in at least two offshore
projects in the last five years).
Financial criteria: Overall, the operator must
have total assets of at least $ 10 billion US
dollars and an investment grade credit rating
or net worth of at least $ 1 billion US dollars.
Assignment criteria: The contractual area
will be assigned to the bidder with the
highest value proposal. Such value will be
weighted in 90% by the percentage of
operating income offered to the state and
10% by the factor of additional investment to
the minimum investment commitment.
It is worth mentioning that more than one
super major (those with average production
of 1.6 million barrels equivalent per day)
cannot be part of the same consortium. A
bidder may not submit proposals for more
than five contractual areas.
Relevant contractual conditions
Taxation: The consideration for the
contractor will be delivered at the point of
measurement in kind, to the contractor no
later than the 17th of the subsequent period
concerned. Thus, the contractor will receive
the full amount of the eligible costs during the
recovery period and the corresponding
participation in the previous period with
adjustments as appropriate. The contractor
must pay the royalties and the contractual
fee for the exploratory phase.
Consideration as a percentage of
operating income: For each period,
operating income is obtained by subtracting
the contractual value of the hydrocarbons,
minus recovery of costs and royalties paid in
that period. This amount shall be multiplied
by the percentage offered by the contractor,
this being the consideration of the State. The
remainder corresponds to the contractor.

The recoverable costs are those listed in
Annex 4, which amount shall be limited in
each period to a percentage (in this case the
Annex indicates 60%) of the contract value of
the hydrocarbons during a given month.
Unrecovered costs will be transferred to
subsequent months without indexation, and
will be identical in duration to the contract
term.
It should be noted that the consideration as a
percentage of operating income will be
subject to modification according to an
adjustment mechanism based on a metric of
profitability. If the contractor’s return exceeds
15%, it will receive a reduced consideration,
which will gradually decrease as profits
increase up to a yield of 30%, at which point
the contractor shall only receive 20% of the
percentage originally offered.
Royalties: In adherence to the provisions of
the Revenue Law on Hydrocarbons (LIH),
royalties are determined for oil, associated
natural gas, non-associated natural gas or
condensate products, applying the fee at the
contractual value of oil produced in the
month.
Contractual fee in the exploratory phase:
With regard to the contractual fee for the
exploratory phase it is clarified that the
values provided in Annex 4, previously
established by the LIH, shall be updated from
the second half of January of each year in
accordance with the Mexican Consumer
Price Index.
Local content requirements: Contractors
must meet a minimum local content which
gradually increases from 13% (exploration
phase), to 25% (phase of development until
2025), and will finally be set at 35% (from the
year 2025 through the end of the contract).
Contract Term: The term of the contract is
proposed in 25 years, which can be
extended on 2 occasions. 3 of the years of
the contract correspond to the exploration
phase, which may also be extended up to 2
times.
Minimum work commitments: Estimates of
minimum work commitments of contractual

areas ranging between $ 57 and $ 171
million US dollars.

of Mexico, conflict resolution will be held in
Mexican courts and the rules of UN
arbitration will apply.

Governing Law and Dispute Resolution:
The contract shall be governed by the laws
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