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Oil bidding process 1.3 - Perfect result

The National Hydrocarbon Commission announced the winners of the
third tender under Round 1.3

All of the 25 blocks tendered were allocated, significantly above to what
the government was expecting (~20%)

In our opinion, the allocation was very successful despite the low oil
prices, given the low extraction costs in conventional onshore fields
compared to other fields

The next couple of rounds, whose bidding processes are yet to be
defined, include deep-sea water exploration, as well as in the
Chicontepec field

Round 1.3. The National Hydrocarbon Commission (CNH) announced the
winners of the third tender under the so-called Round 1 (a.k.a. Round 1.3). We
highlight that this round represents the third effort by the government to allow
private-sector investments into full-blown oil-related projects. This package of
projects included 25 production blocks in onshore fields covered a total area of
7,776 km2 in Nuevo Leon, Tamaulipas, Chiapas, Tabasco and Veracruz (as
shown in the map below). According to the Ministry of Energy, these zones
contain hydrocarbons such as dry gas, oil, gas and condensate.

Blocks tendered in Round 1.3
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Perfect allocation. All of the 25 blocks (100%) tendered were allocated and
most of the firms are Mexican, as shown in the table below. This number was
significantly above to what the government was expecting (~20%), amid an
environment of falling oil prices. Moreover, it is worth noting that the initial
investment required to invest in conventional onshore fields is much less than
what is required to explore and produce in shallow water fields, despite their
low operating costs.

Winners of third bidding process

Area Field name Company awarded with contract (*Consortiums) Country
Area23  Tajon Compaiiia Petrolera Perseus Mexico
Area 7 Cuichapa-Pte Servicios de Extraccion Petrolera Lifting de México Mexico
Area 14 Moloacan *Canamex Dutch, Perfolat de México, American Oil Tools Netherlands/Mexico
Area 1 Barcodén Diavaz Offshore Mexico
Area 15 Mundo Nuevo Renaissance Oil Canada
Area 16  Paraiso *Roma Energy, Tubular Technology, GX Geoscience USA/Mexico
Area 6 Catedral Diavaz Offshore Mexico
Area25  Topén Renaissance Oil Canada
Area13  Mayacaste Grupo Diargco Mexico
Area 11 Malva Renaissance Oil Canada
Area 18  Pefia Blanca Strata Campos Maduros Mexico
Area 2 Benavides-Primavera  *Sistemas Integrales de Compresion, Nuvoil, Constructora Marusa Mexico
Area 9 Fortuna Nacional Compaiiia Petrolera Perseus Mexico
Area20  Ricos Strata Campos Maduros Mexico
Area 12 Maredgrafo Consorcio Manufacturero Mexicano Mexico
Area 5 Carretas Strata Campos Maduros Mexico
Area19  Ponton *Geo Estratos, Geo Estratos MXOil Exploracion y Produccion Mexico
Area24  Tecolutla *Geo Estratos, Geo Estratos MXOil Exploracion y Produccion Mexico
Area22  Secadero *Grupo R Exploracion y Produccién, Constructora y Arrendadora México  Mexico
Area 8 Duna Construcciones y Servicios Industriales Globales Mexico
Area21  San Bernardo Sarreal Mexico
Area 3 Calibrador Consorcio Manufacturero Mexicano Mexico
Area10 Lalaja *Geo Estratos, Geo Estratos MXQil Exploracion y Produccion Mexico
Area 4 Calicanto Grupo Diargco Mexico
Area 17 Paso de Oro *Geo Estratos, Geo Estratos MXQil Exploracién y Produccién Mexico

Source: Ministry of Energy

Participants of the third public bidding process. A total of 40 participants —
26 individual companies plus 14 consortiums-, submitted documents to Round
1.3, although 11 of 51 that had pre-qualified, decided to leave the process. The
bidders that submitted their envelopes with proposals are shown in the following

table.



ap BANORTE IXe

Third bidding process
1 Grupo Vordcab, in consortium with Ocm Vordcab 21 Tonalli Energia
2 Generadora y Abastecedora de Energia de México 22 Grupo Diargco
3 Diavaz Offshore 23 Grupo Industrial de Tabasco, in consortium with Servicios Asociados
4 Citla Energy Onshore 24  Roma Energy Holdings, in consortium with Tubular Technology y Gx Geoscience
Corporation
5 Geopark Limited in consortium with Newpek Exploracion y 25  GPAEnergy
Extraccion
Gran Tierra Energy Inc 26  Renaissance Oil Corp
Sun God Energia de México 27  Steel Serv, in consortium with Constructora Hostotipaquillo, Desarrollo de
Tecnologia y Servicios Integrales y Mercado de Arenas Silicas
8 Geo Estratos, in consortium with Geo Estratos Mxoil 28  Construcciones y Servicios Industriales Globales
Exploracion y Produccion
9 Compaiiia Petrolera Perseus 29  T5Enermusa
10  Sarreal 30  Strata Campos Maduros
11 PetroBal, in consortium with PetroSouth Properties 31 Grupo R Exploracién y Produccién, in consortium with Constructora y Arrendadora
México
12 Torenco Energy, in consortium with Petrodata Services 32 Tecpetrol Internacional
13 Servicios de Extraccion Petrolera Lifting de México 33 Sanchez-Olium
14 Cheiron Holfings Limited 34  Iberoamericana de Hidrocarburos
15  Consorcio Manufacturero Mexicano 35  Servicios PJP4 de México

16  Sistemas Integrales de Compresién, in consortium with Nuvoily 36 Canamex Dutch, in consortium with Perfolat de México y American Oil Tools
Constructora Marusa
17  Carso Oil and Gas 37 Armour Energy Limited
18  Petroleum Incremental 38  Ingenieria, Construcciones y Equipos Conequipos, in consortium with Industrial
Consulting, Desarrolladora Oleum, Marat International y Constructora Tzaulan

19  Jaguar Exploracion y Produccion de Hidrocarburos, in 39  GAT Qil&Gas
consortium with Energia Americas |l

20  Controladora de Infraestructura Petrolera México 40  Caabsa Infraestructura, in consortium with Zenith Servicios Petroleros y Oleoducto
Del Norte De Colombia

Source: Ministry of Energy

Next couple of rounds. The next couple of rounds, whose bidding processes are
yet to be defined, include deep-sea water exploration, as well as in the
Chicontepec field and non-conventional resources.

Excellent result. We believe that onshore fields are more attractive than in
previous rounds, particularly to the interests of small firms. We highlight that
many of these fields were abandoned prematurely by Pemex in the eighties,
when the exploitation of Cantarell began. Nevertheless, with new technologies,
the costs of extraction have been reduced relatively, and make more attractive
for investment. In our opinion, the result of this round exceeded our
expectations given the improvements and additional information that the
government has been receiving in the previous rounds, so the government is
better prepared for the next process, in which for the first time, will bid fields in
deepwater and extra heavy oil, as mentioned above.
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From our fixed income and FX strategy team

Oil prices have witnessed highly deteriorated dynamics since the middle of last
year given global supply conditions which exceed consumption capacity as
shown in the lower left chart, coupled with low market expectations of showing
a strong turnaround in the short term. In particular, OPEC’s strategy to protect
its market share by means of lower prices has not damaged American producers
as initially expected. Nevertheless, as the room for further efficiency gains
among these participants diminishes, U.S. output is expected to finally begin its
gradual decline. An example of this condition is the U.S. persistent inventory
buildup as depicted in the chart below on the right. This trend has taken place in
a context where exports are banned for local producers, although there are
strong indications of a bi-partisan agreement that could mark a shift in this 40-
year paradigm shortly.

Unlike other episodes, this time price action is due to a combination of demand
(explained by lower demand in China and other regions) and supply (global
overproduction) shocks. Regarding the latter, U.S. output as of November 30"
2015 according to the EIA is at 9.4 mbbl/d compared to 5.6 mbbl/d 5 years ago.
Meanwhile, the self-imposed OPEC’s production quota at 30 mbbl/d, effective
until the meeting held last December 4™, contrasts with real output which is
about 1.5 mbbl/d higher than the ceiling. In Mexico, the production platform has
decreased 33.4% from April 2004 to October 2015, with current output at 2.6
mbbl/d from 3.9 mbbl/d and mainly due to the Cantarell-basin decay. As of
yesterday’s close, WTI has slumped 65.2% from its 2014-high of 107.26 to
37.35 $/bbl, whereas Brent traded at 38.05 $/bbl, a 66.9% accumulated loss
from last year’s high at 115.06 $/bbl. Moreover, the Mexican Mix has lost
38.8% YTD, standing at 28.34 $/bbl, and 73.3% lower with respect to its 2014-
high at 102.41 $/bbl.
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At the same time, OPEC members such as Libya and Iraq have increased their
production, Saudi output is at historical highs, and the potential lifting of
sanctions to Iran would enable them to export crude once again. This context
has brought nervousness regarding the possibility of finding an equilibrium
from which prices could recover, coupled with moderate global growth that still
outstands as a risk to the demand side. Regarding Iran, its reincorporation to
global energy markets could materialize as soon as the beginning of January,
although we cannot discard further delays. Likewise, it is worth mentioning that
local infrastructure conditions are a significant restriction, so no flow to their
full potential is expected in the short term. Additionally, production from other
members (such as Nigeria, Ecuador and Venezuela) could fluctuate erratically,
providing some room for Iranian barrels. Either way, some market participants
have declared that these are already flowing through less regulated markets.
Thus, the necessary rebalancing to support higher prices will most likely come
from non-OPEC producers, as their industries have lower margins vs. their
marginal costs. However, it is important to note that current market conditions
will hardly allow for a strong recovery in the mid-term. In this sense,
Bloomberg’s median contributor forecasts locate 60 $/bbl for WTI during 2017
and 61.25 $/bbl for Brent. Similarly, the same consensus expects prices to locate
at 66 and 77 $/bbl in 2019 for WTI and Brent, in the same order. Lastly, it is our
take that prices could fall 5 $/bbl more during the next six months, with latent
threats derived from risks stemming from lower global economic growth.

In this concern, the complex scenario can also be observed in the futures
markets, where the curve’s structure has noticed sharp adjustments (See chart
below on the left). Intraday trading has been characterized by high volatility, in
which we add relevant impact from technical factors such as the market’s
speculative position and negative correlation to the U.S. dollar. In our view, this
latter reasons signal why a temporal rally could be promptly reversed.
Regarding technical positions, a considerable rise has been registered over
options and futures total shorts for both Brent and WTI, a situation than could
trigger additional pressures for both securities as financial actors endure on a
hedging strategy and producers trade more proactively in a bid to limit losses.
Going forward, we expect the complex situation in the energy sector to keep
prices low for longer, highlighting in the meantime American producers’
resilience to an adverse environment.
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$/obl % change, $/bbl
30 23.32 - 110
Jun'14 Feb'15 em===Dec'15 20 - - - 100
110 '\ ’¢”7_58\\\
10 0.10 ~ - 90
90 - 0 - - 80
-10 - 70
70 L -20 - - 60
-30 - 50
50 / -40 - - 40
501 48.06 N
30 60 - ' L 20
Im 6m 1y 3y Sy 1014 2014 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15*

Source: Bloomberg as of 12/14/15 Source: Banorte-Ixe with data from Bloomberg *as of 12/14/15

5



«p BANORTE IXe

Disclaimer
The information contained in this document is illustrative and informative so it should not be considered as an advice and/or
recommendation of any kind. BANORTE is not part of any party or political trend.
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