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Mexico: Re-awakening

An Oil Giant

T he two snow-topped peaks of Popocatépet]l and Iztacc’huatl
stand watch over one of Latin America’s most important cap-
itals—Mexico City. On clear days, they can be seen from the
city and form a striking contrast to the hustle and bustle of the
urban sprawl they survey. The Aztec legend of their creation tells of
two star-crossed lovers, separated by death. The Gods took pity on
their plight and united them in the same volcanic mountain range
for eternity. Today Popocatépetl, the Aztec prince, watches over his
sleeping maiden, Iztacc’huatl. The volcanic giant has lain dormant
for many years despite the attention of its more active neighbor.
The challenge for Mexico today is to find a way of re-awakening
the production of its national oil giant, Petréleos Mexicanos
(Pemex) and sustaining the recent economic growth that the na-
tion has experienced.

Mexico currently finds itself in the economic spotlight as in-
vestors shift their focus away from the BRIC (Brazil, Russia, India,
China) countries towards the Spanish-speaking world’s most popu-
lous nation. Mexico enjoys significant demographic and geographic
advantages, with a young and growing population and the major ex-
port markets of the U.S. and Latin America conveniently located
on either side. The major financial indicators are promising: a low
gross domestic product (GDP) to debt ratio of 35%, steady growth
rates since the mid-1990s and an increasingly diversified economy
that did not suffer as badly as predicted in the global downturn of
2008. The financial sector is fast becoming one of the country’s as-
sets with that rarest of modern phenomenon—a stable banking sys-
tem. Mexican banks have an average capitalization rate of 15%,
almost double the minimum regulatory requirement of 8%. Rela-
tively cheap labor costs have resulted in a national manufacturing
boom and stimulated the export of goods throughout the world.

Yet for all this diversification, the centerpiece of the economy
remains the production of oil and the company that controls it:
Pemex.

Declining production

For the past 74 years Pemex has occupied a position of national
significance and symbolism that is arguably second only to the na-
tional flag. In 1938, President Lazaro Cardenas ordered the expro-
priation of all oil reserves and instituted, as a constitutional right,
Mexican ownership of the nation’s oil and mineral resources. This
arrangement saw Mexico become the world’s seventh largest oil
producer but also led to the fiscal dependence of the state on oil
revenues; the national oil company (NOC) accounts for approxi-
mately 40% of the country’s annual tax revenue.

Such dependence holds dangers. For the past seven years, Mex-
ico has suffered a declining rate of oil production from a peak of
close to 3.4 million barrels per day (bbl/d) in 2004 to the current
rate of 2.5 million bbl/d. This decrease in production has generated
negative media coverage from both national and international
sources, many of which blame a lack of private investment and
Pemex’s inability to break free from the shackles of the tax burden
it carries. The fear is that, without greater involvement of foreign
technology and capital, Mexico faces the very real threat of becom-
ing a net importer of oil, despite containing 13 billion barrels in
proven reserves.
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Exciting shale potential

If Mexico and Pemex can awaken from the slumber that has be-
fallen them in the past few years, the potential is huge. In addition
to the aforementioned oil reserves, the possibility of shale-gas ex-
ploitation in Mexico is generating great excitement across the in-
dustry. The U.S. Energy Information Administration estimates the
country’s shale reserves at 683 trillion cubic feet (Tcf). Even con-
servative analyses predict levels could place Mexico at the top table
of global producers. Questions still surround the availability of the
technology required to start production and the ability of the NOC
to capitalize on the exciting potential of these reserves.

The lack of investment in gas infrastructure in recent years has
seen Mexico fail to take advantage of the vast quantities of natural gas
that it contains. Critics argue that the fiscal handcuffs the government
has placed on Pemex limit the amount that the company can invest in
areas outside of exploration and production. The hope is that shale-
gas exploitation will follow a different model to that of natural gas,
possibly with the greater involvement of the private sector.

Opening the market

To counter the declining rate of oil production in Mexico, an
energy reform was announced in 2008 and, although positive im-
pacts have been felt, many call for wider reforms. The belief is that
a greater opening of the market would stimulate sustainable growth
in the industry. Any such opening would implicate opportunities
for investors and private companies on an unprecedented scale. If
successful, it would secure Mexico’s future as a major oil producer
and sustain the nation’s bid to compete with the more garlanded
economic might of the BRICS. However, doubts remain as to
whether it will be possible for the president-elect and his new gov-
ernment to approve such a reform in congress.

This report will examine the challenges facing the Mexican
petroleum industry, discuss the impact of reforms and highlight the
opportunities that will exist as the market opens. It includes a spe-
cial focus on two of the nation’s most important oil-producing re-
gions that border the Gulf of Mexico: Tabasco and Campeche.
With the increased emphasis that Pemex is placing on deepwater
exploration and other offshore activities, both are likely to experi-
ence significant growth.

Mexico finds itself at an important moment politically; in De-
cember the Institutional Revolutionary Party (PRI) will return to
power after an absence of 12 years. Until 2000 the party had held a
political hegemony for 71 years, during which period it gained a rep-
utation for corruption and electoral fraud. A strong signal to the
Mexican people and to the world that the negative past of this party
should be consigned to history would be implementing a successful
strategy to ensure the future of the nation’s petroleum industry. =

This report was prepared by Ramona Tarta, Tom
Hurst, Yana Stankova, Lorenzo Piras, Camille Nedelec-Lucas
and Pauline Hovy of Global Business Reports. For more
information contact info@gbreports.com.
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MEXICO'S OIL & GAS INDUSTRY

Structural Challenges And

Reforms Policy

A 2008 reform aimed to streamline Pemex’s function and encourage private-sector involvement.

he declining rate of oil production in Mexico in recent years

has generated a fierce debate over the role that Pemex plays

in the nation’s petroleum industry and the possibility of
opening the market to wider participation from private companies
and investors. In 2008, Felipe Calderon’s government announced
an energy reform with the aim of allowing Pemex to function in a
more streamlined manner and encouraging the greater involvement
of the private sector in Mexican oil production.

Gaining approval for the reform was not a simple matter, as it
involves challenging the constitution of 1938 and provokes strong
nationalist opposition. Consequently, the final reform was seen by
many as a watered-down version that did not go far enough in
opening the market to outside participation. Although oil produc-
tion has now stabilized at 2.5 million bbl/d, further reforms are re-
quired if a sustainable increase in production is to be achieved. An
opposing view maintains that we have not yet seen the full impact
of the 2008 reforms and greater benefits will be seen over the long
term if the tools of the 2008 reform are applied more aggressively.

With or without more reforms, Pemex has set the ambitious tar-
get of raising production levels to 3 million bbl/d by 2017. If the
world’s second-largest company by market value is to achieve this
goal, it must remedy two major structural challenges: an aging staff
population and the budgetary constraints imposed by the state de-
pendence on oil revenues.

2008 Reform

The 2008 reform established a new regulatory body to monitor
the Mexican upstream petroleum industry; the National Commis-
sion of Hydrocarbons (CNH). “Until the Energy Reform of 2008,
Pemex had been accountable for the regulation of the petroleum in-
dustry, hydrocarbons policy-making and operating as an oil pro-
ducer,” explains Juan Carlos Zepeda Molina, commissioned
president of the CNH. “One of the key ideas behind the reform was
to remove these first two obligations, so that it would have more
freedom to focus on producing oil.”

The CNH has assumed responsibility for regulation whilst the
creation of energy policy has been reassigned to the Ministry of En-
ergy (SENER). The idea is to enforce greater separation between
the government and Pemex to allow it to follow a model that more
closely resembles that of other national oil companies. Since its for-
mation, the CNH has already made a tangible impact on the
petroleum industry; the establishment in 2009 of legislation to con-
trol gas flaring and the February 2012 legal approval of the Chicon-
tepec field’s reserves are seen as two important milestones for the
organization. However, there are still many hurdles to be overcome,
as Zepeda highlights: “We are still working towards convincing all
of the major participants that there is a need for the CNH to regu-
late Pemex and in order to do that we require certain resources.
When we consider that the industry has been functioning without a
regulator for more than 70 years, it is easy to understand why some
are slow to accept change.”

The removal of regulatory and policymaking obligations from
Pemex is sensible and represents an important break from the past
for an industry that has a history of cultural inertia. However, this
reform did not attempt to address what is commonly viewed as the
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most debilitating factor in the relationship between Pemex and the
Mexican government; the fiscal reliance of the state on oil rev-
enues. “Around one-third of the Mexican government’s income
comes from the taxes Pemex Exploration and Production (PEP)
pays; this amount can be slightly more or slightly less, it oscillates
depending on the year,” states José Antonio Gonzélez Anaya, sub-
secretary of revenues at the Ministry of Finance and Public Credit.

The tax burden that Pemex carries limits the areas in which it
can invest, consequently in the past emphasis has been placed on
making profits in the short term rather than creating a sustainable
long-term strategy. “If Pemex is to function as a company, it still
needs greater independence from the Ministry of Finance and con-
trol over its own budget,” argues Zepeda.

The 2008 reform was not able to achieve any change in the fis-
cal relationship between Pemex and the Mexican government but
it did provide another mechanism aimed at increasing the national
oil company’s capabilities: incentivized contracts.

New style of contracts for services companies

One of the principal complaints aimed at the Mexican
petroleum industry is that it is a closed shop that does not encour-
age the participation of the major international oil players. Al-
though the Mexican constitution rules out exploration and
production of oil by any company other than Pemex, many interna-
tional companies have a long term presence in the country’s
petroleum industry; albeit in a more limited fashion than many of
them would prefer. As Pemex explores new sites in technically de-
manding areas and looks to meet its increased production targets,
there is a real need for greater international involvement.

The challenge has been creating a contractual process that pre-
sents sufficient incentive for global companies to commit sufficient
resources despite the restrictive nature of operating in Mexico. One
of the most interesting aspects of the 2008 reform was thus the ad-
vent of incentivized contracts for the involvement of service com-
panies in exploration and production. These contracts break the
mold of those previously tendered by Pemex; they last for longer
terms, allow for greater operational flexibility and most importantly
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Humberto Lira Mora, partner, Zenteno-Lira
Mora Abogados

give winning bidders a direct stake in the
results of oil production from each site. So
far there have been two completed rounds
of contracts, the first in 2011 and the sec-
ond in June 2012.

Schlumberger has been one of the bene-
ficiaries of this new process, winning a con-
tract in the first round for the Carrizo block
and another, in collaboration with Petrofac,
in the second round for the Panuco block.
Juan Manuel Delgado, managing director of
Schlumberger Mexico, was initially at-
tracted to participating in a process that re-
wards performance: “It was not a traditional
service contract model but, instead, a model
in which you both claim equity on the
reservoir or field you manage and provide
services to increase production and deliver
results.”

Beyond being successful in the first
round, the fairness of the process and the
clearly defined requirements encouraged
Schlumberger’s continued presence in the
second round. “The transparency we saw in
the first round was also impressive. In other
parts of the world this type of contract can
be a more complicated proposition to evalu-
ate, but with Pemex the clearness and trans-
parency of the process encouraged us to
continue participating.”

Petrofac’s country manager for Mexico,
Harry Bockmeulen, points out that the col-
laboration with Schlumberger positions it to
deal with the technical challenges that the
Panuco block presents. “Schlumberger is
one of the premier oilfield services compa-
nies in the world; the partnership capitalizes
on its sub-surface expertise and Petrofac’s
surface engineering capabilities,” he says.

The awarded contract also has a great
importance to Petrofac: “When the Mexi-
can mature fields were announced in early
2011, the opportunity fit our portfolio per-
fectly, and given that there were going to
be future rounds, it was obviously a place
we needed to come and explore. Mexico is
now our second-largest center for this divi-
sion, and has the potential to one day be-
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come the biggest; if Pemex continues to
offer opportunities, we will certainly go
after them.”

The only area of Pemex’s activities that
the first two rounds of contracts concerned
was increasing production at mature field
sites. This was a move that some industry
figures viewed as overly conservative and as
not presenting an attractive enough oppor-
tunity to tempt the major oil companies to
bid in earnest.

“The incentivized contracts represented
a step towards a greater opening of the Mex-
ican oil and gas sector but have not yet sig-
naled a significant influx of outside
investors and companies,” states Humberto
Lira Mora, one of the founding partners at
Zenteno-Lira Mora Abogados, a law firm
that specializes in interpretation of regula-
tion in the energy sector. “After the first
round of contracts had been concluded,
none of the major international oil produc-
tion and exploration giants, except for
Petrobras, had shown interest in participat-
ing.”

Zenteno-Lira Mora provided expertise to
the Mexican senate when it was determin-
ing the terms of the reform in 2008. Javier
Zenteno, the firm’s co-founding partner, be-
lieves that while further reform may be
needed, it should focus on defining the in-
ternal structure of the energy sector rather
than opening the market further. “The 2008
Energy Reform was not a complete one, as it
only addresses specific points; however,
doing so represented an advance for Mex-
ico’s energy sector. Our perspective is that
an energy reform should not be centered on
opening the sector further to particular na-
tional or international companies, but
should focus on determining the way that
Mexicans manage the national institutions
that control energy in Mexico,” he said.

There was greater interest in the second
round of contracts, with 81 consortiums
buying the initial information packages and
companies such as Baker Hughes, Hallibur-
ton, Chevron and Repsol successfully pro-

gressing through the prequalification stage
of the process. Ultimately the
Petrofac/Schlumberger partnership was the
only household name that gained a contract
and the suspicion remains that many inter-
national companies are yet to seriously con-
sider bidding in the process. Beyond the
focus of tendered activities, there are those
who maintain that incentivized contracts
do not go far enough and the only true solu-
tion to increase production sustainably
would be a constitutional reform.

“The regime applicable to the incen-
tivized contracts remains very restrictive in
terms of compensation to the contractors,
and prohibits rights from the contractor
over production,” explains Ariel Ramos,
partner, White and Case law firm. “It would
be better to have a constitutional reform so
that Pemex can implement international
standards and help increase its production.
What [ would like to see is the eventual im-
plementation of risk-sharing agreements.”

It is perhaps unfair to measure the suc-
cess of the incentivized contracts until some
results have been produced by the blocks
they concern. Pemex has already seen fi-
nancial benefit from the first round of con-
tracts but is still waiting for production to
go online at the sites before any operational
benefit can be measured. As Carlos Morales
Gil, director of exploration and production
at Pemex, explains: “The two winners,
Petrofac and Schlumberger, presented very
competitive bids so we have seen excellent
cost results. Operationally we are about to
see the results; in February we delivered the
fields to these two companies, they will start
drilling in July and then we expect to start
seeing an increase in production.”

If the blocks that Pemex allocated for in-
centivized contracts do show an increase in
production then it will represent vindica-
tion for the creators of the process. What-
ever the critics say, it would seem that the
new contracts are here to stay and the
breadth of activities they apply to will only
grow. According to Morales: “There will be
further rounds of incentivized contracts in
Chicontepec, in mature fields and in deep
water.”

This diversification could entice the
greater participation of oil majors that
Pemex will need to increase production lev-
els. As with the other elements of the 2008
reform, it is too early to judge the success of
the new incentivized contractual process,
but it has certainly created a new opening
for outside participation in the Mexican oil
and gas industry. It remains to be seen
whether that opening will be enough to sus-
tain growth in oil production levels and se-
Mexico’s future as a
oil-producing nation.

Through the creation of the CNH and
the adoption of incentivized contracts,

cure major

OilandGaslInvestor.com = September 2012



Despite the recent arrival of four new
board members, Pemex faces a serious
challenge in replacing an aging staff.

Mexico has demonstrated a will to change the culture of the
country’s petroleum industry. A larger cultural change that is still
required concerns Pemex and how it is structured. The mammoth
national oil company employs over 140,000 people and has often
been accused of functioning in a highly inefficient manner. To
counter this problem, the 2008 reform established four indepen-
dent directors to sit on the board of Pemex with the mandate of
improving the company’s strategy. “By law the responsibility of
the members of the board of administration is to drive the strate-
gic direction of Pemex,” says Fluvio Ruiz, one of the four new di-
rectors.

Ruiz believes that Pemex is stronger for the creation of the inde-
pendent directors. “I believe that we form an advisory group that
gives advice that is taken more seriously; one that not only evalu-
ates past decisions, but is also looking to maintain a balance be-
tween assuming its legal obligations without interfering in the day
to day running of the company.”

Ruiz cautions against those who call for large-scale reform with-
out properly considering the consequences: “We have a very fragile
state; we do not have the institutional architecture that is designed
to control an opening (of the market). A rapid and indiscriminate
reform would carry more dangers than benefits. I am in favor of al-
lowing this reform (of 2008) to have the necessary time to achieve
all of its goals and if afterwards there is still the need for a further
opening, then it can be straightforwardly proposed.”

Aging staff

Despite the recent arrival of four new board members, Pemex faces
a serious challenge in replacing an aging staff at the highest levels of
management. As the organization enters one of the most crucial peri-
ods in its history, many of its directors are approaching retirement
age. The gap of experience and expertise that they will leave behind
will not be easily filled. This problem is compounded by the burden
of the company’s ever-increasing pension obligations, which totaled
$52.4 billion at year-end 2011.

The stagnant structure of Pemex impedes junior level managers
from gaining the experience they need to be capable of replacing
their superiors when they reach retirement. To make matters worse,
in a competitive job market it is becoming increasingly difficult for
Pemex to attract the caliber of employee it requires to fill new posi-
tions. “Pemex is closely controlled by the Mexican government and
so does not have the freedom to offer the bonuses and incentives
that private companies can,” suggests Jorge Castilla, partner of
Human Capital at Deloitte Mexico. “Having pay that is linked to
performance can be a motivating factor both for recruiting new staff
and for the overall productivity of an organization.”

Modifying the way it rewards employees would represent a fur-
ther rupture from the past for Pemex, but it may be necessary to en-
sure that it continues to be an appealing proposition for the
industry’s top talent. Mexico enjoys a demographic advantage with
a young, growing population, but this will be lost on Pemex if it
does not attract the right people and provide them with the neces-
sary training and exposure to reach top management positions.

Future reforms

If Mexico is serious about achieving a lasting increase in produc-
tion then more changes are required. One popular opinion is that
Pemex should look to emulate Petrobras of Brazil in welcoming pri-
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A worker installs transmitters on equipment in Mexico. (Courtesy
Controflux)

vate investment to extend its capabilities. This is a view that is
shared by Mexico’s president-elect, Enrique Pefia Nieto, who pro-
posed a wide-ranging energy reform in his electoral campaign.
When Pefia Nieto officially takes office in December 2012, pushing
this reform through the National Congress will be one of his pri-
mary objectives. This will present a serious challenge, as he will
have to convince not only members of his own Institutional Revo-
lutionary Party (PRI) but also political opponents of its value. To
gain the constitutional change that would be required, he would
need the support of two-thirds of the National Congress; the al-
liance led by PRI only accounts for 240 of the 500 seats. Greater
private investment in exploration and production activities would
free Pemex from the restrictions currently imposed by its fiscal re-
sponsibilities. =

Looking for a Mexican firm
that understands the legal needs
of its international clients?
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An Interview With Mexico’s

President-elect

Enrique Peria Nieto, of the Institutional Revolutionary Party (PRI), will take office in December of this
year. He discusses the reforms that he and his government propose to make in the energy sector

Oil production in Mexico has experienced a slow but steady de-
cline over the past years; pipelines are in desperate need of main-
tenance and Pemex is facing the important challenge of execution
capability. In this context, how important do you think an energy
reform would be for Mexico’s future?

[t is a fact that we will require high levels of investment in both
oil production and petroleum infrastructure to fully exploit the po-
tential of our resources. For this reason [ have proposed the benefits
of carrying out an energy reform that, without renouncing public
ownership of hydrocarbons or state control and governance of this
commodity, will allow better partnerships with the private sector
with the ultimate goal of maximizing the income that the state re-
ceives from oil production. It is important to bestow legal certainty
on the terms of Pemex’s contracting process so that the private sec-
tor has more incentives to invest and offer services related to the
four areas of the company’s operations: exploration, production, re-
fining and petrochemicals.

Through these reforms, Pemex would operate with more trans-
parency and a bigger budget. It would have better management in
order to determine the best investment program to ensure the mod-
ernization and maintenance of petroleum infrastructure in Mexico.

The balance of power between Pemex, the Ministry of Energy
(SENER), the Ministry of Finance (SHCP), and the National
Hydrocarbons Commission (CNH) is of key importance for any
energy reform. What do you think should be the nature of the re-
lationship between these bodies?

My proposed energy reform focuses on giving Pemex more au-
tonomy over its management and the flexibility to take decisions
particularly in the areas of budgeting, contracting and determining
future investment programs. However, the state will still maintain
in every moment the overall direction of energy policy. I consider it
important to increase the independence of the CNH with the ob-
jective that it can regulate, judge and supervise the exploration and
production of hydrocarbons with greater efficiency. It is absolutely
fundamental to define the responsibilities and attributes of the sec-
tor’s authorities as clearly differentiated from those of Pemex.

How do you plan to open the oil and gas sector to private in-
vestment without depriving Mexicans of their control over the
country’s resources as enshrined in the Constitution?

The energy reform that I have proposed will conserve not only
the governance of the state over Pemex, but also the ownership of
the Mexican nation over hydrocarbons as established by article 27
of the constitution. The objective is to increase private investment
into the petroleum sector in a sustainable manner, above all in the
exploration and production of deep water sites. The unique charac-
teristics of these sites coupled with the current regulatory frame-
work do not allow their development, whether that is by Pemex or
anyone else. To that end, we will examine the successful mecha-
nisms that have been adopted in other countries, such as Brazil and
Colombia.

One point must be made clear; this debate must be centered on
the modernization of Pemex and multiplying its execution capacity
not in considering the ownership rights of Mexicans over hydrocar-
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bons. This question does not enter into the discussion.

What is your long-term vision for Mexico as an oil and gas
producer?

My commitment is to convert Mexico into a major energy
power. | have stated the case for an integral reform that will allow
us to make the most of the capital, knowledge and technology that
third party companies have in order to exploit the full potential of
the resources of Mexico. The target is that Pemex returns to its po-
sition as the principal driving force of national development; inte-
grating productive chains and generating multiplying effects on the
economy.

The reform will represent a step forwards in the progressive tran-
sition towards a low carbon economy. Qil revenues, increased by in-
vestment and freed from current restrictions, will be used to finance
part of the development of renewable energy sources such as solar,
wind and geothermal. Mexico has great potential for the use of
these energy sources. Currently, one-third of federal government
revenues come from the activities of the petroleum sector. These
revenues have been used to finance government spending including
the financing of social and investment programs.

In the medium term we must be capable of operating a system in
which the resources obtained from oil revenues are primarily des-
tined towards infrastructure projects and the creation of capital. In
this way economic activity will be incentivized, leading to the cre-
ation of jobs and regional development. =
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Reversing The Declining Trend

Exploiting oil from new sites will require surmounting technical challenges.

close to 3.4 million bbl/d, the news surrounding national pro-
duction rates has been bleak. Between 2004 and 2008, produc-
tion rapidly declined and, although in recent years it has stabilized
at 2.5 million bbl/d, this is not a level that can be sustained for
many years without the discovery and development of new sites.
The supply of oil is certainly there (proven reserves stand at 13 bil-
lion barrels), the problem is accessing it. Exploiting oil from new
sites will, in many cases, require surmounting technical challenges
that Pemex is currently not equipped to face; in deepwater areas
there is enormous potential but a serious lack of capabilities to ex-
ploit it. The company must not only come up with a strategy to deal
with this dilemma, but also to balance improving the production ef-
ficiency of mature fields with investing in new exploration activi-
ties.
Mexico still has great geological potential; the recent excite-
ment surrounding possible shale-gas reserves exemplifies this. In
order to achieve a prolonged increase in production levels the na-

Since Mexico reached a peak of oil production in 2004 at a rate

Stroke and Pipeline Location. Courtesy of Corrosion y Proteccion
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tional petroleum industry must rapidly adapt the way it operates.

Maximizing efficiency of mature fields

The declining trend in production that Mexico has suffered in
recent years came about as a consequence of two things: the decline
in production of the Cantarell field and a lack of investment in ex-
ploration activities. From its discovery in the 1970s, Cantarell has
been the golden goose of the Mexican oil industry. In the 1990s
Pemex adopted a strategy of focusing investment on maximizing
production at Cantarell and ceased new exploration activities. This
left it ill prepared for the decline of the field that began in 2003, in-
stigating a sharp decline in the national oil production rate.

Pemex has since been able to stabilize production but has relied
on increasing the efficiency of other mature fields to do so. Ku-Mal-
oob-Zaap is the most productive field today with a rate of 850,000
bbl/d; it, like Cantarell, is located in the offshore Campeche region.
Although production at the site continues to increase, it too has a
limited shelf life. This has led to fears that when it and other ma-

M-101



ture fields begin to decline, there will be a
drastic impact on the oil industry in Mex-
ico.

“Production in Mexico has stabilized but
there is a reasonable chance it could fall
again, because output has been based on a
number of fields that are aging,” argues
David Shields, a leading industry analyst
and editor of the Energ™a a Debatmaga-
zine, based in Mexico. “If some of them
were to decline as sharply as Cantarell did,
we would be in trouble.”

Although Pemex began investing in ex-
ploration activities again in the 2000s, it has
so far encountered limited success in discov-
ering new sites, leading to the continued re-
liance on mature fields. Shields is concerned
about the weakness of Pemex’s portfolio of
producing fields and the lack of exploration
success, but he does see reasons for opti-
mism: “They have other fields in shallow
water, and big opportunities for enhanced
recovery projects using better technology in
existing fields.”

As demonstrated by the first two rounds
of incentivized contracts, the focus on in-
creasing the efficiency of mature field sites
has created new openings for services com-
panies that can offer technology and exper-
tise that Pemex would not otherwise have
access to. To gain maximum value from
these contracts the NOC is looking for inte-
grated service providers. The Schlum-
berger/Petrofac collaboration is a top-end
example of this inclination.

Comesa is a drilling and oilfield services
company that in recent years has followed a
strategy of restructuring and improving effi-
ciencies to consolidate its position in the
market. From this platform the managing
director, Addn Oviedo, is now targeting a
diversification of its service offering.
“Comesa is looking for more partnerships as
we look to develop our capabilities and
competencies so that we can offer an inte-
grated oilfield services solution to Pemex.
Many of the large service providers such as
Schlumberger and Haliburton sub-contract
for their Pemex projects. The opportunity I
spot is to incorporate these small service
providers into Comesa, so that Comesa can
offer these solutions direct, streamlined, and
at a fair cost.

The final goal is to win a contract to be-
come a field operator. “We hope to begin
offering a wider range of services to Pemex
with the ultimate target of demonstrating
that we will be capable of operating a small
mature field site.”

Comesa is jointly owned by Pemex and
Schlumberger and, although these two enti-
ties are not involved in the day-to-day run-
ning of the company, they represent a
strong knowledge base through their exper-
tise and many years of experience operating
in the petroleum industry.

M-102

Adan Oviedo, managing director, Comesa

The availability of service contracts for
operating mature fields has not only created
interest for companies long established in
the market, entrepreneurs have also noticed
the opportunities. Juan Pablo Ballestas Ju-
liao, founder and current chief executive
officer of Blastinaval, has created a number
of enterprises that provide services to the
oil and gas sector. Although he started
working in Colombia, he relocated to Mex-
ico in 2001 after spotting the potential of
the country’s petroleum industry. Blasti-
naval began life in the Mexican market
with a contract to provide anticorrosive
maintenance to Pemex’s naval vessels. Op-
erations have since diversified and the com-
pany participated in the second round of
incentivized contracts. Although his com-
pany was not a winning bidder, Ballestas Ju-
liao had a positive impression of the
process: “I thought that it was a success for
Pemex. I believe the organization gained a
lot from the process and so did the coun-
try.”

He suggests that although more reforms
may be needed in the future, we should not
rush into making them: “I think that there
is still a lot of room for making changes, but
that at the moment they (the Mexican gov-
ernment) are going about reforming the in-
dustry gradually which is the correct way to
proceed.”

Blastinaval is targeting winning a con-
tract in the future and Ballestas Juliao is op-
timistic about prospects in Mexico. “For
service providers new doors of opportunity
are opening; the dynamic these companies
offer will teach Pemex a new way of doing
things.”

Deepwater prospects and
new exploration

One of the primary criticisms leveled at
Pemex is the lack of a strategic investment
program for exploration. The freezing of ex-
ploration activities in the 1990s betrayed a
short-term approach that exacerbated the
impact of Cantarell’s decline on Mexico’s
overall production rate. Carlos Morales Gil
has over 30 years’ experience of the inner
workings of Pemex and has long been a
critic of halting investment in exploration.
Under his stewardship of Pemex’s explo-
ration and production division, this ap-
proach has changed and he suggests that we
have already seen fruits of this labor. “From
2011 we have been able to replace 100% of
our oil reserves through new exploration
activities.”

Morales states that Mexico’s proven oil
reserves are already increasing due to the
greater number of ongoing exploration pro-
jects. Pemex recognizes the huge potential
that exists in deep water (defined in Mexico
as deeper than meters) areas, but conquer-
ing this technically challenging terrain is no
easy task. Properly exploring an area that
encompasses around 500,000 kilometers re-
quires resources that Pemex does not cur-
rently have access to. Once a deepwater site
has been successfully identified, exploiting
the oil from it will require the use of tech-
nology and expertise of the type that Pemex
does not currently possess.

“Currently the reserves we are talking
about in deep water are prospective, so we
must also confirm their existence,” explains
Morales. “Once we start discovering oil the
primary challenge becomes a technological
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one. To develop deep water sites at a rapid
rate we will need to increase our technolog-
ical capabilities through greater investment
into equipment and the training of our peo-
ple.”

Morales is optimistic that Pemex will be
able to overcome these obstacles and begin
production from deepwater sites in the near
future. Yet David Shields is critical of the
recent investments Pemex has made in ex-
ploration: “It has spent a lot of money on
two non-conventional projects: Chiconte-
pec and deep-water exploration, which
have had very limited results, in spite of
what Pemex officially says.”

Shields highlights the fact that the NOC
has drilled 18 deep-water wells but discov-
ered no oil. He adds that Pemex does not
have the monetary reserves of other major
oil companies, leaving it ill suited to deep
water drilling. The successful development
of Mexico’s deepwater sector may well de-
pend on leveraging the capabilities of for-
eign oil majors who have global experience
in this area. With the advent of incen-
tivized contracts this could be possible and
Morales predicts that a future round will
focus solely on deepwater activities.

Chicontepec

As Shields mentions, Pemex has directed
a substantial portion of its exploration in-
vestment towards the exploration of the
Chicontepec basin. This is an onshore area
located in the states of Veracruz, Hidalgo
and Puebla. The first oil fields were found
in the area 86 years ago, but it is only in re-
cent years that it has become an investment
priority for Pemex. The basin holds proven
reserves of 650 billion barrels of oil; how-

ever converting this potential into a reality
has so far proven difficult and production
from the site currently stands at 70,000
bbl/d.

At Chicontepec, as with deepwater sites,
a lack of technology and expertise has so far
hindered the development of oil exploita-
tion. The basin contains challenging geo-
logical characteristics that impede drilling
operations. With the background of the de-
cline of oil production nationally, Pemex
has invested significant resources into Mex-
ico’s largest certified hydrocarbon reserve
but has yet to see true return on this invest-
ment. Consequently critics have questioned
whether it represents an appropriate use of
the limited funds Pemex has at its disposal.

A recent study conducted by the Na-
tional Commission of Hydrocarbons con-
cludes that Chicontepec occupies a large
proportion of Pemex’s exploration budget
but offers little profitability and is high risk.
“When Chicontepec is described as receiv-
ing high levels of investment this is a rela-
tive statement,” counters Morales. “Pemex
invests 20 billion pesos ($1.5 billion) per
year into Chicontepec out of an annual ex-
ploration investment total of 35 billion
pesos ($2.6 billion). Our yearly production
budget stands at 215 billion pesos ($16.1
billion) and we invest 10% of that money
into Chicontepec.”

His argument is that the reserves the site
holds are such that investment into devel-
oping the capabilities needed to raise pro-
duction will pay off in the long term. The
potential of Chicontepec is undoubted; 3P
reserves from the basin account for 40% of
Mexico’s total potential. In order to exploit
these resources Pemex and its partners must

Grupo TMM's fast supply ship operation (2009), carrying materials, equipment and personnel from
offshore platforms in the Bay of Campeche.
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Aside from offshore oil reserves,
there i1s considerable enthusiasm
surrounding the possible shale-gas
reserves that Mexico holds.

crack the code of its unique characteristics. The immediate need for
boosting oil production suggests that an injection of technology and
capital from the private sector could be necessary.

Undoubted geological potential

As the case of the Chicontepec basin demonstrates, Mexico
maintains huge potential for hydrocarbon exploitation. The nation
occupies 15th position in global rankings of proven oil reserves with
13 billion barrels and potential reserves would dwarf this figure. In
2010, the then Secretary of Energy, Georgina Kessel, estimated that
the Gulf of Mexico alone could contain 50 billion barrels of oil.

Excitement still surrounds the offshore sector in Mexico and
while deepwater exploration remains an unconquered frontier,
moves are already being made to construct new rigs in shallow
water areas. The growth of offshore activities in Mexico is likely to
be supported by a future round of incentivized contracts focused
purely on offshore. At the Offshore Technology Conference in
Houston this year, Sergio Guaso Montoya, vice president for busi-
ness development at Pemex, announced plans to publicly tender
offshore blocks before year-end 2012. Two offshore blocks were ten-
dered in the recently concluded second round of incentivized con-
tracts; however, no bids were received for these blocks. Any future
round that focuses solely on offshore will have to increase the in-
centives for any bidders to encourage participation.

Involving expertise from outside of Mexico is not the only way
of building capabilities in offshore projects. In July 2012, the board
of Pemex announced plans to participate in overseas exploration
projects and to buy some U.S. refining assets. This is part of a wider
business strategy to increase the international presence of the com-
pany. If these plans are successful, Pemex would gain direct experi-

Production Forecast: Where will Pemex
achieve increases in oil production?

Pemex has set the target of raising oil production to 3 million barrels
per day by 2017. Below Carlos Morales, director of Exploration
and Production at the NOC, details the areas in which increases in
production are being targeted to achieve that goal.

CM: In order to achieve that target there are certain areas
that we project will increase in production and others that will
continue with their current rates. We expect that production
will remain stable in the south onshore region at 500-600,000
bbl/d, in the Ku-Maloob-Zaap field at 850,000 bbl/d and in the
light oil offshore region at 600,000 bbl/d. We are counting on
increasing the production of the Cantarell field slightly to
around 500,000 bbl/d and bringing Chicontepec up to 200,000
bbl/d, which we believe is a very reasonable target.

There are two new projects, Ayatsin and Ximin, that will
go online and account for 250,000 bbl/d. The final part of the
equation comes from mature fields; with the advent of incen-
tivized contracts we expect to bring production to 400,000

bbl/d.
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ence of working in deep-water exploration and production projects
alongside oil majors. This would provide undoubted benefits, not
only building the NOC’s own capabilities, but also providing it with
a better understanding of the conditions that would encourage oil
majors to participate in similar projects in Mexican waters.

Aside from offshore oil reserves, there is considerable enthusiasm
surrounding the possible shale-gas reserves that Mexico holds. The
U.S. Energy Information Authority has estimated Mexican shale-
gas reserves at 683 trillion cubic feet. Pemex offers a more conserva-
tive estimate of 150- to 490 trillion cubic feet, but, as Ad4an Oviedo
of Comesa explains, this would still represent reserves of global im-
portance. “Even following the conservative estimation of 150 tril-
lion cubic feet, that is still six times what Mexico has in natural gas
reserves, which is a huge amount of gas.”

Although the technology for extracting shale gas has yet to
mature, Morales believes that the capabilities developed in the
U.S. can be applied to Mexico and can make its exploitation vi-
able for Pemex. As he details, the company is already putting a se-
rious focus on shale gas: “Pemex has just begun exploring shale-gas
areas in the north of Mexico; we are trying to assess the width of
the bands of wet gas, dry gas and oil in these sites. This year we
will drill 17 new wells looking for shale oil in Veracruz and an
area south of the Burgos field.”

As with the offshore sector, a round of contracts specifically tar-
geting shale exploitation is seen as the logical next step.

Avoiding the pitfalls of the past

The test will be to see whether Mexico can avoid repeating the
mistakes of natural gas exploitation in the country. Despite enjoy-
ing plentiful reserves of natural gas and a comparative global price
advantage, a lack of investment in gas infrastructure has left Mexico
unable to exploit its own resources. Natural gas production falls
under the remit of Pemex, but with its current budgetary constraints
it is difficult to make a financial case for investment in gas infras-
tructure, as no financial benefit will be seen for many years.

Jose Luis Uriegas, managing director of Grupo IDESA, a petro-
chemicals company with over 50 years’ experience, argues that
Pemex is never going to seriously invest in natural gas production if
it has to choose between that or further investment in crude oil ex-
ploitation. The profit margins are far greater in the production of
oil, so, according to Uriegas, the answer could be greater private
sector involvement. “In my opinion, if we had more room in the
private sector to produce more gas and ethane we would have a
good chance to significantly boost production.”

Although production of natural gas is still exclusive to Pemex,
construction of pipelines is open to private companies and investors.
With some large-scale projects announced, there are reasons to be-
lieve that the future of natural gas production in Mexico could be
brighter. However, if the nation is to maximize the possibilities that
shale-gas reserves present, then following a different model from that
applied to natural gas will be important. To achieve this reform may
be demanded, as Adan Oviedo says: “There is not enough investment
to move towards monetizing this potential (of shale-gas production).
Mexico needs to change the rules of the market to make these big op-
portunities available to the country.”

Media portrayals of the oil industry in Mexico focus on the de-
clining rate of production and limits imposed on Pemex by its ties
to the government. Despite this, the nation enjoys a wealth of un-
tapped oil reserves. If Pemex is to meet the production targets it has
set, there is a strong case for further reforms that will permit greater
private sector involvement in all areas of production and explo-
ration. Similarly, it is difficult to see how Pemex will monetize the
potential of natural and shale-gas reserves without outside invest-
ment. The opportunities remain great for the future of one of the
world’s historic oil producers but action must be taken now or its
decline will become terminal. []
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MEXICO'S OIL & GAS INDUSTRY

Special Regional

Focus:

The Gulf of Mexico

The importance of the Gulf of Mexico has increased with Pemex’s announcement that it is expanding to

deepwater exploration.

square kilometers, is undoubtedly one of the most important

regions for the oil and gas industry in Mexico. Of this terri-
tory, two of the most productive regions are located in the North-
western Marine Region and the Southwestern Marine Region, and
production has increased by an annual rate of as much as 38.9% in
some areas, such as Aceite Terciario del Golfo.

The importance of the Gulf of Mexico has increased over the
last years with Pemex’s announcements to start expanding into
deepwater exploration. According to Pemex, the potential for such
projects in the Gulf of Mexico is enormous: 55% of the 54 billion
barrels of prospective (potential) resources of crude oil are located
within this area.

World-class prospects in the Mexican gulf are nonetheless still
uncertain; the particular geological and technical challenges in-
volved, such as the deep underwater drilling and impaired visibility
due to thick salt deposits on the sea bed, mean that to make the
most of the Gulf’s potential, more time, and crucially more invest-

T he Gulf of Mexico, covering an area of approximately 575

ment, is needed in order to recover the ground lost since Mexico’s
oil production started a steady decline in 2004.

Ongoing geological surveys will take at least three to four years,
and Pemex will need to make rapid advances in its technological
capacity in order to cope with the demands of operating in the
Gulf. Pemex would do well from looking at how well exploited the
American Gulf is; large multi-nationals with world-class equipment
and systems at their fingertips would be able to make the most of
the Mexican Gulf’s potential within a much shorter time-frame
than Pemex.

No risky investment by Pemex would be needed, nor rapid or ex-
tensive modernization; letting the Shells and Chevrons of the in-
dustry to tackle the obstacles whilst reaping the benefits would
seem an ideal way forward for a country so dependent on its natural
resources for its economic well-being.

If Pemex is able to reverse the decline with the reserves in the
Gulf, it is estimated that Mexico’s oil demands will be met for the
next 30 years.
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Tabasco: The Energy State
The State of Tabasco is located in the
southernmost part of the Gulf of Mexico, bor-

oy~

dering the states of Campeche, Chiapas and A
Veracruz, as well as the country of !'_':'g
Guatemala. Because of its importance to the ’ Y
oil and gas industry and the electric power ‘_[,

generation, Tabasco has been dubbed “The
Energy State.” The state contributes 20% of
domestic oil production and 42% of gas pro-
duction. Today, Villahermosa, the capital city
of Tabasco, is the axis of the Mexican oil and
gas industry, for its proximity to Tabasco’s on-
shore and offshore fields, the presence of sev-
eral of Pemex’s administrative and
operational offices, as well as the easy access
to Dos Bocas, one of the country’s most im-
portant sea terminals.

Pemex placed the administrative offices of Exploration and Pro-
duction (PEP), Gas and Petrochemicals as well as the Administra-
tion of the South Region in Villahermosa. Jaime Patifio Ruiz,
President of the Asociacién Mexicana de Gedlogos Petroleros
(AMGP), explains: “The decision to place some of Pemex’s key of-
fices in Villahermosa, Tabasco, reflects a desire that decision-mak-
ing on operational issues is decentralized and close to production
areas.”

He also highlights the importance of Tabasco in creating the
perfect oil blend for export: “There is also a significant production
of light oil that we use to mix Pemex’s ready mixture of offshore
heavy oil and the very light onshore oil, which helps us to produce a
better final product with higher commercial value.”---

Fluvio Ruiz, independent board director,
Pemex

L&
® THE BEST TOOLS

ﬁ high guality industrial tools,
q- products and materials to the oil,
N petrochemical and shipping
industries.

BRUD

Tradimn in [ywwwt Feavine

Ferromax specialises in supplying

Ferromax S.A. de C.V.

Av. Carlos Pellicer Camara _’I['Lu.'ﬁ‘i? e

Col. Iro. De Mayo Villahermosa Tabasca, Mexico

Tel: 52019933 12 26 66; 312 79 75; I'42 0016
Fax:52019931 225 .
E-mail: hpriego@ferromax.com.mx

Web: www.ferromax.com.mx
f— &’

M-106

Tabasco’s location is strategic also when it
comes to oil and gas exports as Villahermosa
is very close to the seaports that handle 95%
of Mexico’s crude oil. The most important of
these is Puerto Dos Bocas, which is just 80
kilometres away from Villahermosa and is in
charge of more than 50% of the crude oil ex-
ports in Mexico. The port was constructed by
Pemex between 1979 and 1982 and because
of its location and accessibility, Puerto Dos
Bocas has been the heart of Tabasco’s econ-
omy. It has become a major trading hub. An
example is , which distributes foreign brands
equipment in Mexico. Operations manager
Hugo Priego Reyna says: “We needed to offer
products that cannot be found in Mexico and
so we look for products from companies out-
side of Mexico. Whether our clients ask us or
not, we look for new products constantly.”

Jose Mercedes Garcia Priego, from Corporativo INASA, a Mexi-
can company specialized in offering environmental services to the
petroleum industry, believes that there are many benefits related to
being located at Puerto Dos Bocas. “We have a five-year plan re-
garding the development of a regional center close to Dos Bocas
where we could receive water, contaminated material, etc. We want
to have all the possible permits and machinery in order to offer a
better service. We also want to have portable platforms which we
can use to solve problems in different locations.”

Onshore and offshore fields

Production from Tabasco comes from both onshore fields, classi-
fied by Pemex within the Region Sur or southern region, as well as
offshore fields, administered under Pemex Southwestern Marine Re-
gion. The southern region encompasses eight states; Guerrero, Oax-
aca, Veracruz, Tabasco, Campeche, Chiapas, Yucatin, and
Quintana Roo; and consists of five integral business units: Bellota
Jujo, Cinco Presidentes, Macuspana, Muspac, and Samaria-Luna.
The State of Tabasco includes parts of Bellota Jujo and Samaria-
Luna, some of the most important fields of the Southern region.

The most important onshore fields include the Samaria-Luna,
which produces over 200,000 bbl/d. Mature fields also include those
recently awarded to Petrofac: Santuario, Magallanes, and Carrizo.
The region also hosts Delta del Grijalva, whose 10 separate oilfields,
of which Caparroso, Sen, and Luna are the most important, produce
Olmeca light crude oil, the highest-value crude oil Pemex exports to
international markets. Miguel Angel Mendez Garcia, temporarily
replacing José Luis Fong Aguilar as Pemex sub-director for Region
Sur, explains that the most important project in Region Sur is the
Delta del Grijalva, “which provides for around 130,000 barrels per
day out of the total 500,000 produced by Region Sur.”

The offshore fields in the State of Tabasco are classified within
the Southwestern offshore region, an area in the continental shelf
and slope waters of the Gulf of Mexico covering over 500,000
square kilometers. The region includes the fields of Abkatin-Pol-
Chuc and Holok-Temoa (both of which exceed 500 meters, and en-
compass the Lakach, Lalail, and Noxal fields) and Litoral de
Tabasco. The Litoral de Tabasco fields include May, Yum, Sinan,
Citan, Yaxche, Tsimin, Xanab and Tecoalli.

One of the key companies working in the region is Petrofac,
which has been awarded the contracts for developing the mature
Santuario, Panuco and Magallanes fields. Harry Bockmeulen, coun-
try manager of Petrofac in Mexico shares the strategy of the com-
pany for the development of the Santuario and Megallanes fields.
“Our aim in Santuario is to double production by the end of the first
year; in Magallanes we hope to be about 50% above what we first
had, and we will eventually more than double it. Maintaining exist-
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ing levels was the challenge in the first
three months until our rigs arrived; we now
have four drilling rigs and two workover
rigs. The facilities themselves are getting
our attention; they are old, so we have to
make investments. Our first three wells
have been vertical, but we will be drilling
one or two horizontally. Although this is
not high-tech, it will be new to the blocks.

“We will also investigate whether fracing
can increase productivity. Part of the Magal-
lanes field tends to get waxing up of produc-
tion, but we will need to greatly increase our
knowledge of the chemistry to eliminate
these bottlenecks. Overall, our challenge
will be to do simple things well. We already
use nitrogen to gas lift wells at Santuario and
Magallanes. There is an art to getting the
pressure right, enabling optimized produc-
tion. We are open to all new ideas, but by
this time next year we have to deliver the
field development plan for the next 23 years
to Pemex,” says Bockmeulen.

As Pemex emphasizes the importance of
developing and reactivating many other
mature fields in the future, another com-
pany has chosen its basis in Villahermosa;
the Ecuadorian Sertecpet, which provides
technology for the development of mature
fields. The general manager of the company
in Mexico, Bolivar Araujo, comments: “Our
company is able to provide technological

Bolivar Araujo, general manager, Sertecpet

solutions for reservoir stimulation especially
in mature fields. Our pump ‘Jet Claw’ is
used in hydraulic-lift and has great advan-
tages saving over other conventional artifi-
cial lift systems, such as electrical
submersible pump, mechanical or progres-
sive cavity; we can obtain different produc-
tions and draw a graph to determine the
reservoir pressure, the background fluid and
the productivity index, obtaining informa-
tion in real time.”

Natural gas production

Tabasco’s role is crucial in the produc-
tion of natural gas as 90% of the country’s
reserves lie within a 200-kilometer radius of
Tabasco. Until relatively recently, Mexico
had not given high priority to the develop-
ment and use of its natural gas reserves as a
major constraint remains the lack of invest-
ment in pipeline infrastructure for trans-
porting gas over long distances. However, as
the production of natural gas becomes more
important to the country and as natural gas
demand is climbing rapidly, due to greater
reliance on gas-fired power generation and
privatization of natural gas distribution sys-
tems in the nation’s largest cities, many
companies start to offer services and prod-
ucts focused on this resource.

One of them is Nuvoil, a local company
with 25 years of experience in gas manage-
ment and operation, currently working with
Pemex on the “Tres Hermanos” project and
developing solutions for air injection to in-
crease pressure. According to the general
manager of Nuvoil, Mariano Herndndez
Palmeros: “Our gas pipeline network has
not kept pace with the demand for gas in
the country. Mexico’s economy must open
up to investments in the gas transportation
infrastructure in order to have an efficient
distribution network- just as it is everywhere
else. The most productive gas fields are lo-
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cated in the south of Tabasco and com-
bined should produce approximately 1.2 bil-
lion cubic feet. However, the need to
produce more oil as fuel necessary for
Pemex, the consumption of gas does not in-
crease on national level.”

A wealth of knowledge

Villahermosa’s strategic location has at-
tracted a wealth of both Mexican and inter-
national companies, many of which
congregate within the Torre Empresarial in
Villahermosa.

Something that connects all of them is
the opinion that Tabasco is where the op-
portunity lies. As Arturo Cadena Hernén-
dez, general manager of Cahdez, S.A. de
C, a Mexican company representing inter-
national surface and subsurface valves
manufacturers in Mexico, says: “Tabasco
has traditionally been quite important in
the industry. Currently the region is grow-
ing in hydrocarbon production and there
are still areas that have not been ex-
ploited. In our opinion Tabasco is the area
that has greater oil potential in Mexico.
The company sees positive growth not
only in the region but also in the country
as a whole and hopes to see in the near fu-
ture “adequate technological conditions
that allow us to do our own manufacturing
in Mexico.”

Cahdez represents some of the leading valves manufacturers for surface and subsurface facilities.

Campeche: home to Mexico's
most productive fields

The discovery of oil fields off the coast
turned Campeche into an extremely impor-
tant area for the rest of Mexico—over half
of Mexico’s oil and over one-fourth of the
country’s natural gas are produced by the
wells off the coast of Campeche. The state
is located on the continental shelf of the
southern part of the Gulf of Mexico and is
part of the Sureste basin, which includes
the Saline-Comalcalco basin, the
Campeche-Sigsbee salt basin and the Villa-

hermosa uplift. This has been by far the
most important Mexican hydrocarbon
basin, containing two of the most produc-
tive fields: Cantarell and the neighboring
heavy-crude field Ku-Maloob Zaap.

Félix Cobos Rojas, general manager of
IPS Mexico, a company focused on provid-
ing integrated technological solutions in
the south of Mexico, comments on the ad-
vantages and disadvantages that the State
of Campeche has and how local companies
deal with them: “The South Region is now
the second largest in the country in terms of
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production. Campeche’s infrastructure is favorable for the oil in-
dustry. An advantage that we have is our knowledge of the geogra-
phy and topography of the area; we learned to live with the
environment. This is what helps us overcome challenges such as
the inherent nature of the state, floods and lack of terrestrial com-
munications.”

Although some significant improvement in the state’s economy
came in the late 1950s when the fishing and timbering industries
developed, Campeche’s main economic change came with the dis-
covery of its offshore oil reserves in a shallow water region called
Sonda de Campeche. When the Cantarell field was discovered it
made the state the top oil producer in Mexico, accounting for 70%
of total petroleum production in the country. Ever since then, the
oil industry has had an increasing impact on Campeche with more
than 45% of the state’s economy being related to the offshore oil
fields located within its territory.

Cantarell

By far the most famous Mexican oil field is the enormous mature
field Cantarell, once one of the largest oil fields in the world, it has
faced dramatically declining production over the past several years.
First discovered in 1971 by a fisherman called Rudesindo Cantarell,
by 1979 the field had been operating for four years and the first set
of offshore platforms was completed.

As the current administrator of the Cantarell field for Pemex,
Miguel Angel Lozada Aguilar explains, the development of
Cantarell has been characterized by three stages. “For 14 years,
from 1982 to 1996, production was in the range of one million bar-
rels. In 1987, because wells ceased to flow naturally, we introduced
an artificial production system called ‘gas lift’ to boost pressure.
The second stage took place between 1997 and 2005 and aimed to
maximize the economic viability of exploiting the field, doubling
the wells productivity. We have drilled 250 additional wells and
constructed a pressure maintenance plant at the field. The last
stage occurred between 2006 and 2012 with the start of production
decline, characterized by a strong decrease from 1.8 million bbl/d to
600,000 bbl/d. It is worth mentioning that this decline was foreseen
and expected. In 2012, we have been close to 500,000 bbl/d, cur-
rently collecting 460,000 bbl/d.”

In short, the 558,000 bbl/d produced in 2010 represent a 19%
decline compared to the levels from 2009 and a 74% decline from
the peak production level of 2.14 million bbl/d in 2004.

Pemex maintains that the decline in production did not come as
a surprise. In fact, the company has taken various actions to re-
cover a significant volume of oil. Some of the factors that con-
tributed to maintain production rate at 1 million bbl/d include
building new platforms and drilling new wells, as well as increasing
pipeline and gas treatment capacity to handle greater volumes. One
of the most important factors in the company’s attempt to maintain
production levels was the introduction of nitrogen injection in
1994, when Cantarell lost 40% of its original pressure. This con-
sisted of a $6-billion injection system that was required to maintain
the field’s reservoir pressure.

Despite all these efforts, the field’s decline is inevitable, and the
relative importance of Cantarell to Mexico’s oil sector has de-
creased too: Cantarell contributed 22% of Mexico’s crude oil pro-
duction in 2010 compared with 63% in 2004. Since the
effectiveness of nitrogen injection diminishes as the concentration
of oil in the formation decreases, the excess of nitrogen from the
Cantarell field can be invested in the neighboring offshore field,
which is currently Mexico’s most productive oil field: Ku-Maloob-
Zaap.

Ku-Maloob-Zaap
Ku-Maloob-Zaap (KMZ) covers an area of 149 square kilometers
off the coast of Tabasco and Campeche, 105 kilometers northeast
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of Ciudad del Carmen, Campeche, lying in 100 meters of water.
The field comprises five fields: Ku, Maloob, Zaap, Bacab and Lum.
As Mexico’s most productive oil field, KMZ produces 850,000 bar-
rels of crude oil per day. A key strategy to increase production has
been to provide an enhanced recovery drive injecting natural gas
and nitrogen into the wells.

The first of the three largest and most productive fields of KMZ,
Ku, was discovered in 1979. Together with Maloob and Zaap, the
fields produce from the Kimmeridgian, Lower Paleocene-Upper
Crataceous and Middle Eocene reservoirs, with total reserves being
estimated at 4.9 billion barrels.

KMZ contains 18% of Mexico’s non-Cantarell proven reserves
and is expected to offset much of Cantarell’s decline in production.
What makes the field challenging, however, is the nature of KMZ’s
oil, which is often twice as heavy as Cantarell’s.

The current administrator of the field, Félix Alvarado Arellano,
comments on how Pemex dealt with this: “The exploitation of
KMZ started with the Ku field, which is very similar to Cantarell.
The problem, however, came with the Maloob field, where the first
heavy oil came from. Thanks to the gradual increase in production,
the workers at the field, the people working on the design and the
engineering, we could plan and implement changes in a timely
manner. However, the problem still persists and two of our main
projects are aimed to facilitate handling. Right now we count on
the supply of the light oil from the Southwest Marine Region in
order to mix our blend and we also continue to sell a commercial
mixture through FPSO.”

In fact, the FPSO that was installed in KMZ in 2007 has given a
boost to the field’s production and has become the first-ever ship-
shape production floater in the Gulf of Mexico. The owner-operator
is the Oslo-based company Bergesen Worldwide. The general man-
ager for Mexico, Johnny Torp, comments on the advantages of the
FPSO: “The main advantages are time and capacity. We can build
an FPSO in 18 months while the construction of a platform takes
much longer. In addition, even in bad meteorological conditions,
FPSOs can keep the production going while platforms often have to
be abandoned in extreme weather. Our FPSO, Yuum Ka K Naab,
has produced around 220 million barrels of oil for Pemex, and has
offloaded 720 million so far and its daily separating capacity is
200,000 barrels. The success of our FPSO is tremendous and the
fact that Pemex uses it as a show piece, in many situations, we take
as an indication that they agree with us. We operate well and have
great uptime.”

According to Pemex’s estimations, the output from KMZ should
peak at 933,000 bbl/d in 2016 due to the start-up of the adjacent
Ayatsil and Pit satellite fields.

Currently, the Cantarell and KMZ fields together, which are part
of the Northeast Marine Region, bring 52% of the total national
production. José Serrano, sub-director of the Northeast Marine Re-
gion, shares the future strategy for the development of the area:
“Our objective is to maintain Ku-Maloob-Zaap between 850,000
and 860,000 barrels and foster a revival of the Cantarell fields,
Akal, Sihil, Ixtoc, Ek-Balam, among others in order to reach 1.4
million bbl/d. The idea is that with the implementation of en-
hanced recovery processes in the Chac Akal field, with the reacti-
vation of surrounding fields and also with a very strict management
strategy as in the areas of Ku-Maloob-Zaap, we should keep this
platform for the next six years,” he says with regard to Pemex’s fu-
ture strategy for the development of the region.

In search of new technologies

New technologies are crucial not only to the future of Cantarell
and KMZ but, according to Aguilar, also to the development of the
Mexican oil and gas industry as a whole: “The Instituto Mexicano
de Petréleo’s function is to provide Pemex with new technologies to
help us make an optimal use of our sites.”
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Jaime Gallegos Rosado, chief executive
officer of Share Oil & Services

Innovation and the ability to offer new
technologies has certainly been the focus of
many companies. For service providers such
as Share QOil & Services, innovation gives
the company an edge in a competitive mar-
ket. Since there is an increasing need to op-
timize and increase the efficiency of the
current activities in the industry, the com-
pany has been investing in research and de-
velopment to come up with various
solutions to support its clients and maximize
productivity.

Jaime Rosado, chief executive officer of
Share Oil & Services, shares the company’s
new innovations: “We have 18 new tech-

nologies and a research center that handles
four different business lines. We have devel-
oped a system network that can determine
what happens if a well is closed, which one
should close, which should open and can
make decisions about possible actions. This
system reports daily production and can rec-
ommend to the person in charge what to do
in order to increase production; if for exam-
ple, there is a well with decreasing produc-
tion.

“In addition, this network can be used to
provide risk analysis or cost-benefit analysis
and suggestions for improvement. What
makes our technology important is that it
can preserve the knowledge generated and
ensure it stays within the company. Our
technology can make intelligent decisions
allowing the company to have a lower de-
pendence on its employees.”

This focus on innovation spreads
throughout all aspects of the service chain.
DTK Group (Drilltec), for example, use a
very untraditional approach that aims to
save considerable costs to the client
through digital rock analysis. John D.
Lawrence, chief executive officer of DTK
Mexico, explains how the technology
works: “This is a brand new technology, de-
veloped over the last 15 years or so at Stan-
ford University, the Australian National

University and the research center of Sta-
toil in Norway. DTK has done two large
pilot studies on offshore fields, which we are
now analyzing with Pemex specialists. In
contrast to conventional methods of taking
measurements on rock cylinders, digital
rock analysis makes microscopic images of
the internal structure of minute samples,
which are then converted into mathemati-
cal models and scaled up to normal size for
measurements to be made.

“Today, the reliability of this method is
just as good as using the rock itself, without
requiring the costly process of obtaining
substantial samples. Companies do not tend
to take these samples very frequently, but
our well-site teams can continuously collect
minute rock fragments without causing dis-
ruption.”

With Pemex’s strategy to reactivate and
develop mature fields, cutting-edge tech-
nologies do not just offer a competitive
edge, but are crucial to allow the extraction
of oil at all. John Bilsland, director general
of Regent Steam de Mexico, a Canadian
company, leader in sand control solutions
and enhanced oil recovery (EOR) solutions
that entered the Mexican market in 2009,
explains why this change in Pemex’s strat-
egy is crucial for the oil and gas industry in
the country: “In many places in Mexico,
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The problems associated with securing
stream flow are mainly due to:

® Pressure drop in wells and pipelines

¢ Marine or land soil characteristics

e Temperature patterns of the seabed and environment Process simulations in stationary mode
® Terrain characteristics of the seabed or soil The process simulations through simulators like...
* Flow changes in pipelines allow us to determine the physio-chemical properties
of any streams involved in recollection, separation,
pumping, compression, treatment and transport of
hydrocarbons.

» Changes in fluid properties (RGA - residual gas
analyzer, water cuts, static pressure, etc.)

o Compatibility of the chemicals introduced into the
product stream Provided we have process simulation models that are
representative of our system, we can predict,
anticipate or eliminate problems linked with
A proper analysis of the problems requires: production handling,
Once the characterization and the process simulation
have been carried out, the development of hydraulic
* Modelling the flow of hydrocarbons from the basin to analysis, the selecting and sizing of optimal
the processing facilities production lines and equipment such as separators,
pumps, compressors and valves becomes possible.

® Understanding of the behavior of the produced fluids

® S5izing of production separators, slug-catchers and
rectifiers, etc.
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» Hydraulic analysis of mixing, oil and gas process
systems

Selecting and sizing of pumps, compressors and
valves

Technical assistance in the
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operation of production facilities 7 o hence penavior
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Characterization of hydrocarbon mix

The characterization allows ws to obtain a

representative composition of the hydrocarbon flows 5
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Their main aims are to:

Adjust the properties of the analyzed fluid to the real
properties as reported by the PVT (pressure volume
temperature) analysis. Reduce the number of heavy —= S
pseudo-components to a practical minimum. F’ - E-f ‘ Driving force
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John Bilsland, managing director, Regent
Energy Group

Pemex has exhausted much of the supply of
deeper and older oil, and is now looking at
the younger alternatives higher up, which
are in sand. It is said that one sixth of the
oil in the world has been produced to date;
that was the easy stuff, and now we have to
go after the more challenging resources,
which is where our technology really starts
to shine.”

Implementing new technologies, how-
ever, is not always easy. This is especially
true when working with national oil com-
panies like Pemex that have traditionally
used more conventional methods in their
operations. Pablo Perez, general manager
for Petrolink in Mexico, shares his view
with this regard: “Big organizations are
often reluctant to accept new technologies
and this has also been the case in Mexico.
It has taken Petrolink four years to break
into the Mexican market. It is a time-con-
suming process but once the companies see
the value that new technology offer in
terms of time saving and cost and process
optimization they become very responsive
towards our services.”

Petrolink is a British company, pioneer
in data management solutions for the oil
and gas industry. The company has been in
Mexico since 2004 and is currently devel-
oping a platform “which enables all kind of
data sharing; from operation reports to day-
to-day administrative documents,” explains
Perez.

As Campeche contains the geologically
complex Cantarell and KMZ fields, there is
a market of both intense competition and
significant technical challenges for all com-
panies involved. According to Rosado of
Share Oil & Services, however, “every in-
novative company that offers technology
solutions to optimize production and busi-
ness costs will always have opportunities for
success.” =
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MEXICO'S OIL & GAS INDUSTRY

A Safer And Environmentally
Sustainable Future

Pemex’s and the public’s attitudes toward safety are changing, and there is a new focus on the environment.

he 2010 Deepwater Horizomil
I spill focused the world’s attention
on the Gulf of Mexico for all the
wrong reasons. Eleven people died in the
explosion and many others were injured.
The ecological impact continues to be felt
two years later, with deaths occurring
among local marine mammals at twice the
normal rate. The oil continued to leak for
three months and some seepage is poten-
tially still occurring today.
Although this disaster happened in U.S.
territorial waters, the reverberations of the
incident were felt keenly in neighboring
Mexico. Qil and gas has the potential to be
dangerous, and to ensure the safety of the
wider environment and of the people work-
ing at the sites, there is a sub-set of thinkers
and workers servicing Pemex whose sole
purpose it is to make oil and gas safer and

more sustainable.
Changing attitudes towards safety
Pemex historically has been accused of
cutting corners and under investment, with
an inevitable impact on safety and sustain-
ability. “As a state-owned company, Pemex
has always enjoyed a high degree of flexibil-
ity and a low degree of control, which re-
sulted in its failure to establish the correct
procedures to avoid risks and damages, both
onshore and offshore. Still, in a way Pemex
is far more protected than any private com-
pany, because on top of the typical insur-
ance programs, being a national company it
can count on the coverage provided by the
state. If something like the 2010 BP spill
happened to Pemex, the company might be
able to recover more easily than any private
company,” said Mauricio Llamas, senior
partner, Environment Law Mexico, a law
firm with expertise in advising on environ-

Mauricio Llamas, founding partner,
Environment Law Mexico
mental matters.

The issue at the heart of the problem is
an incapacitating bureaucracy. “Since 2001,
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the regulations and bureaucracy of Pemex
have evolved into a monster that is restrict-
ing the government’s ability to make active
decisions for the benefit of the economy.
Worryingly, lack of sufficient investment
means that the budget assigned to Pemex
projects is less than is required for the pro-
ject to be safe and world-class. The fact of
the matter is that Pemex cannot continue
with its current investment program; it is
simply not a sustainable model for Mexico’s
long term economic health,” warned Jesus
Reyes Heroles of Structura.

However, this is perhaps a somewhat un-
fair assessment of Pemex; many areas of its
operations are indeed world class. “We have
found that Pemex has very capable people
with very high levels of knowledge about
what they are doing. Its technicians are
world class. Pemex is working hard to im-
prove what it is doing. Relatively recently it
has begun to change in terms of increasing
efficiency in operations, and there was a
change of mentality in the people of Pemex;
they are eager to improve and get on with
their work,” said Carlos Hoyos, sales man-
ager at Solutions for the Control of Re-
sources, a company that specializes in
technology to reduce the environmental im-
pact of industrial activities.

Pemex’s recent investments in safety
speak volumes; Kidde México, a leading
supplier of safety and detection systems,
has recently signed the largest ever blan-
ket order for detection systems with
Pemex. Horacio Féjer Cardona, director of
Kidde México, passionately believes in the
vital role of safety detection systems,
“Pemex has set up safety policy very well
and have just released a new version of
Annex S, the document that details safety
procedures for the industry. We were in-
volved in the drafting of the document
along with other industry players. One of
the absolutes at Kidde is to enforce strict
environmental and health and safety best

A

Horacio Fajer Cardona, director, Kidde México
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An increasing
emphasis is being
placed on operating in
an environmentally
friendly manner
throughout the industry.

practices; we have zero tolerance for some-
one who does not adhere to those stan-
dards. We try to share our best practices
within Pemex, who use us as a benchmark
for others,” said Cardona.

The process of gaining wide acceptance
for improved safety standards has at times
been symbiotic. “The way Pemex perceives
Bureau Veritas depends on the people and
the area we are dealing with. We are working
with these people to change their mind and
to disprove the opinion that we are merely
bureaucrats; the certifications we offer are
much more than that. Our mission is not to
sell a framed certificate to be hung on a wall;
we sell a concept and an asset, the reduction
of risk,” explained Rafael Parrilha, country
manager at Bureau Veritas, a company,
founded in France in 1828, that today offers
safety certification and advice on reducing
risk to companies throughout the world.

Reducing the environmental impact

If anything demonstrates the passion of
the public for environmental concerns, it is
the hijacking of Shell’s recent online PR
campaign. The public was invited to design
and post Shell adverts on the company’s
website, but this quickly became a space for
the expression of sentiment against the oil
and gas industry and the environmental im-
pact it is perceived to have. Public pressure
aside, the need to develop sustainable busi-
ness models has increasingly become a ne-
cessity; the global population hit 7 billion
in October and will continue to increase
apace along with demand for food, water
and other natural resources. The reality is
that businesses must do more with less.
Mexico’s short-term future cannot come at
the cost of Mexico’s long-term future. Just
how green are Pemex and the Mexican oil
and gas industry?

“Mexico has developed its environmen-
tal legislation over the past 25 to 30 years,
and it has happened very slowly. Many en-
vironmental practices were established in
the country as a result of international com-
panies who had to comply with global regu-
lations, and thus were ahead of local
legislation and enforcement. For instance,
we worked on site abandonment processes,
which was an issue not covered by Mexican

legislation until 10 years ago. Working with
international clients, we created the pro-
cesses and practices that have now been in-
tegrated into law. Today, Mexico has a
comprehensive legislation, although it still
retains a situation very different from that,
for instance, of Chile, when it comes to en-
ergy and oil,” says Llamas of Environmental
Law. “Furthermore, when contracting a pri-
vate company, Pemex now passes on its
obligations, so that contractors have to
comply as well.”

One such contractor is Corporativo
INASA, which was established in 2009
with the main objective of providing envi-
ronmental management services to Pemex.
“The most important factor for our develop-
ment has been the demand for our services,
which is constantly rising due to increasing
government regulations. Our main area of
operation is water treatment. The technol-
ogy we use allows us to install our platforms
and at the same time ensures that, while in-
stalling and operating, we are not actually
contaminating the water ourselves. It is im-
portant for us to achieve our business goals,
but doing it in a clean way is our main prior-
ity,” said Jose Mercedes Garcia Priego.

An increasing emphasis is being placed
on operating in an environmentally friendly
manner throughout the industry. “Respect-
ing environmental norms is intrinsic to our
culture, our values, and our business model.
We currently have three researchers study-
ing environmental technologies, so that we
will be able to provide products that, in
turn, would allow clients to sensibly reduce
their greenhouse gas emissions,” explains
Octavio Figueroa, projects manager at Bom-
bas Internacionales Mexicanas (BIMSA), a
proudly Mexican company that supply
pumps to the oil and gas industry.

He emphasizes that an important part of
the research and development that the com-
pany does is targeted at increasing sustain-
ability. “We are always ready to work on the
most recent technologies, which are also the
more sustainable ones. Without such a focus
on research, we would not be able to offer
products of high quality and sustainability.”

Figueroa was critical of past government
policy changes that have limited the capacity
of Pemex to invest in research: “Over three
decades ago, Mexico adopted an energy pol-
icy that resulted in a dramatic downsizing of
the research and development function of
both Pemex and the Comision Federal de
Electricidad (National Commission of Elec-
tricity); those policies sacrificed Mexico’s
most valuable resource: its human capital.”

Attitudes seem to have changed in re-
cent years and a renewed focus on research
and development across the oil and gas sec-
tor will hopefully lead to a future for the in-
dustry in Mexico that is not only
economically viable but also environmen-
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Foreign Companies

And Investment

Questions remain regarding the potential risks and restrictions imposed on foreign companies.

involvement of private companies in the exploration and

production of oil in Mexico through the introduction of in-
centivized contracts. Much emphasis was placed on involving the
expertise and technology of international companies. President
elect Enrique Pefia Nieto has spoken about the need for opening
the energy sector further to welcome foreign companies and in-
vestors. For many considering entering the Mexican market, ques-
tions remain regarding the potential risks and the restrictions that
will be imposed on their activities.

Law firms have seen a surge in business in the energy sector in
recent years and they are well equipped to explain the risks of oper-
ating in Mexico and the intricacies of the country’s regulatory
frameworks. As with many Latin American countries, Mexico suf-
fers from an image problem regarding the transparency of its busi-
ness culture.

The problem for foreign entrants can be a failure to understand
local business norms rather than anything more sinister. “Trans-
parency is about what you know about a country and a business,”

T he Energy Reform of 2008 created provision for the greater

argues Hunt Buckley, partner at Haynes and Boone law firm. “If you
present a Mexican businesses man with a morass of U.S. business
law he will think that there is no greater opacity. The lack of trans-
parency is perhaps more a consequence of lack of local understand-
ing; you do not hear Mexicans talking about lack of transparency, it
is always foreigners.”

The difficulty is not so much the regulatory framework itself, but
a lack of information about the regulatory framework. Héctor Jests
Dagdug Rangel, from the Villahermosa-based law firm Dagdug &
Rangel, shares his view: “We need to provide foreigners with infor-
mation; we provide services to assist foreigners when setting up new
business here; we help them to channel and make an informed deci-
sion on which is the best way to come and invest in Mexico. The
bureaucratic procedures have been simplified now; the new law
helped for the opening, which has been the desired effect.”

Pemex was praised for the clarity of its new incentivized contrac-
tual process and the general trend in Mexico seems to be towards
greater transparency in business practice. The 2012 World Bank
rankings for “ease of doing business” place Mexico at 53 out of 183
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managing director,
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economies measured.

These rankings are based on the analysis of quantitative data to
compare business regulation environments. Mexico occupies a re-
spectable position, one which is enhanced, when it is considered
that Brazil, India and China are ranked 126, 132 and 91 respec-
tively. However there is still room for improvement as demonstrated
by Transparency International’s Corruption Perception Index which
awards Mexico a score of 3.0 on a scale of O (highly corrupt) to 10
(very clean).

The other major concern in Mexico is security. The nation has
been plagued with drugs-related violence in recent years. President
Felipe Calderon’s war against drugs cartels has been positively re-
ceived by the majority of Mexicans, but has coincided with a surge
in violent deaths in a nation.

FTI Consulting is an international consultancy with global ex-
pertise in providing security intelligence. “We provide our clients
with real-time information and preventative tools so that they are
both aware of any potential threats and able to act on this informa-
tion to prevent there being any impact on their operations,” ex-
plains Aldebardn Melgarejo, managing director of the firm’s Mexico
office.

Melgarejo believes that there will be a shift towards greater for-
eign investment from emerging market countries, such as China and
Brazil, where investors are more risk tolerant. That is not to say that
traditional global investment centers should avert their gaze from
Mexico; although investors must be aware that there is a risk, the
potential gains outweigh the cost of mitigating this risk.

Entering the market

The necessities of increasing production from mature fields and
operating in demanding environments have created an opening in
the market for companies that offer advanced technological capabil-
ities. Working with local partners can be a solution for foreign com-
panies looking to penetrate the market. K-Tronix is a Mexican
company that provides Pemex with power generation systems. It en-
joys collaboration with a Swiss company, New Wave. The products
K-Tronix sells are manufactured in Switzerland, meeting with inter-
national standards, but built to the specifications of the Mexican
market. “Foreign companies sometimes have directors in Mexico
but they often do not have the power to make quick decisions,” as-
serts Salvador Aguilar, managing director of the technology com-
pany. “There are corporate politics that restrict them. The
advantage of being a Mexican company is that we meet with all
Mexican laws and are more agile.”

Aguilar is constantly on the look-out for new technologies that
could improve his company’s capabilities, “I demand to my team of
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engineers that we are both present at many
technology expositions and are attending
others. It is of the utmost importance to
find new sources of power, electrical compo-
nents, manufacturers of transformers and
relevant laboratories. Technology and the
rules of the game are developing rapidly and
we have to be quick to adapt by adopting
new innovations that will improve our
product offering.”

He sees combining a local understanding
of the specifications that are needed in the
Mexican market with an international stan-
dard of cutting-edge technology as a model
for success.

Another solution for foreign product
manufacturers can be to acquire a local dis-
tributor and gain an instant local sales net-
work. Rotork is an international
manufacturer of actuators and flow control
systems with headquarters in the UK; in
2011 it bought its local distribution office in
Mexico, Rotork Servo Controles. “We are
seen in the industry as Mexican, rather than
as British or American,” states Ander Cor-
tazar, managing director of the company’s
operations in Mexico. “This perception was
certainly helped by the fact that we were
present here first through a local distributor;
more recently, the industry has appreciated
our strategic decision to commit to Mexico.”

Building a reputation in Mexico through
establishing a relationship with a local dis-
tributor can be the foundation for a more
prominent entrance into the market at a
later stage. Cortazar affirms that Rotork are
in Mexico for the great prospects in the
country’s oil and gas industry. “We want to
follow the trend of growth set by the com-
pany globally, and this is the ultimate rea-
son why we are investing into Mexico: we
see the country’s potential. Rotork will keep
working with Pemex, but also look at other
clients, always maintaining quality as our
biggest advantage.”

Local companies remain important

The Mexican oil and gas market is open-
ing to foreign companies and this greater in-
ternational involvement is trumpeted by
many as the solution to the problems the
industry currently faces. Yet it is important
not to forget that local companies have

Héctor Cuellar Sanchez, president, Valvulas
Worcester de Mexico

been the foundation of the industry
throughout its history. The introduction of
high-end technology from global companies
will not be worth much without the back-
ing of the Mexican companies that have
worked in the industry for decades.

Gabriel Moreno is the managing director
of Flow Control, a company based in Mex-
ico City that has been supplying equipment
to the oil and gas industry since its creation
in 2000. Moreno would welcome greater
levels of private investment into the sector
as long as it is carefully monitored. “I do not
think that we can be closed to investment,
but I do believe that we must ensure the
quality of each investment.”

He sees collaborations between compa-
nies that are established in the market and
private investment as a sustainable way for-
ward that would support growth. Flow Con-
trol has a partnership with Cameron, the
American equipment supplier and Moreno
recognizes the benefit of specific experience
and expertise that foreign companies can
bring to the market. “Cameron has a spe-
cialized deep water division that is develop-
ing projects in the Gulf of Mexico with
Petrobras and some American companies.
Our strategy will be to work with companies
like them that have specialized expertise so

The introduction of high-end technology from
global companies will not be worth much without the
backing of the Mexican companies that have worked in

the industry for decades.
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unit composed of a
separator with a fluid
and gas gauge,
high-power motar, and
high-flow reciprocating
pump. The power
supplied by this unit
operates the downhole
Jet Claw Pump. This
system is being used
successfully in many
countries in the world.
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Grupo TMM'’s harbor tugs provide towing service in Manzanillo, Colima.

that when it is required in Mexico we can also participate.”

Moreno emphasizes that, for any company looking to provide
products to Pemex, meeting with its particular technical specifica-
tions is a key criterion. This a view that is supported by Héctor
Cuelldr, president of Vélvulas Worcester de Mexico, a valve manu-
facturer with 50 years’ experience in the Mexican market and a
long established relationship with Pemex. “The products we manu-
facture for Pemex are tailor-made to its exact specifications. This is
something that applies to all of its contractors; in order to win a
contract with Pemex, you must comply with its technical require-
ments.”

In the past Pemex has been accused of choosing the supplier
with the most economic offer and not rewarding companies for the
quality of their products. Cuellar has seen this attitude change:
“Pemex now chooses its partners using the discretion that its expe-
rience affords; companies that offer a cheap quote but supply low
quality goods will not last long.” He believes this attitude has cre-
ated a stronger market, “The market evolves in this way and be-
comes more competitive as the weaker providers are forced out.”

Cuelldr believes that reducing restrictions on investment in the
oil and gas sector may be necessary to reverse the recent declines in
production. However he also recognizes that anyone who proposes
such changes will have to overcome the weight of historical opposi-
tion, “The history of oil production in Mexico is tied to the widely-
held belief that unless our natural resources were protected and
kept in Mexican hands it would only be foreign companies that
would benefit from their extraction.”

There are strong arguments in favor of a greater opening of the
Mexican petroleum industry to foreign companies and investment.
To achieve a sustainable increase in oil production will demand
greater resources and capabilities than Pemex can currently offer.
Pemex must also function in a more commercial manner to in-
crease efficiencies across the board. Greater involvement from the
private sector could have a significant positive impact on both
these issues, but that is not exclusive to foreign private companies.
Mexican companies will also play a critical role whether as partners
or leaders in their own right.

Any opening of the market must be supported by Mexicans for it
to succeed. The challenge for Enrique Pefia Nieto and his new gov-
ernment will be re-awakening the national oil colossus, Pemex in a
manner that does not disturb the pride that Mexicans have in
maintaining the sovereignty of their national resources. =
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