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TECPETROL SOCIEDAD ANONIMA 

 
To the Shareholders: 
 
 
In compliance with the bylaws and related legislation, the members of the Board of Directors of the Company 

submit for the consideration of the Annual General Meeting of Shareholders the Annual Report, the Financial 

Statements for the 39th fiscal year that commenced on January 1, 2018 and ended on December 31, 2018. 

Such Financial Statements comprise the Income Statement, Statement of Comprehensive Income, Statement 

of Financial Position, Statement of Changes in Equity, Cash Flow Statement and related notes. Moreover, the 

independent auditor's report and the report issued by the Shareholders' Committee for Corporate Control, 

together with all additional information required pursuant to Section 12, Chapter 3, Title 4 of the regulations of 

the National Securities Commission for Argentina (hereinafter referred to as “CNV”) are also submitted for 

consideration. 

 
 

ANNUAL REPORT 

 

1 – DESCRIPTION OF THE BUSINESS 

 

I. COMPANY INFORMATION 

 

Tecpetrol S.A. (hereinafter referred to as the “Company” or “Tecpetrol”) carries out oil and gas exploration and 

exploitation activities in Argentina. 

 

The Company has a strong presence in Vaca Muerta area (province of Neuquén), through unconventional 

exploitation concessions in the areas Fortín de Piedra and Punta Senillosa, and the exploration permission in 

Loma Ancha area. As a result of the merger with Americas Petrogas Argentina S.A. (hereinafter referred to as 

“APASA”), in the year under consideration, the Company incorporated joint operations in the unconventional 

hydrocarbon exploration and exploitation areas of Los Toldos and Loma Ranqueles. 

 

In addition, the Company operates in conventional hydrocarbon areas in Los Bastos and Agua Salada 

(Neuquina basin), El Tordillo (Golfo San Jorge basin) and Aguaragüe (Noroeste basin), and has a non-

operator role in the area of Ramos in Noroeste basin.  

 

In August 2018, the Company obtained an exploration and potential exploitation permission over the area of 

Gran Bajo Oriental, which comprises 2,500 km
2 

and is located in the province of Santa Cruz (Golfo San Jorge 

basin). Said permission is valid for an exploratory period of three years and may be extended. The 

incorporation of the above-mentioned field as an asset of Tecpetrol is in line with one of the pillars of its growth 

strategy, since it entails development and exploration opportunities in synergy with current operations of the 

Company. 
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At December 31, 2018, oil and gas proven reserves according to the Company's shareholding, reached 

51.4 million m
3
 of oil equivalent. 

 

Hydrocarbon production during this year in the areas operated by Tecpetrol reached, on average, 2,434 

m
3
/day of oil and 10,971 thousand m

3
/day of gas; 1,497 m

3
/d and 8,958 thousand m

3
/d of such production, 

respectively, correspond to the Company. These figures represent a 20% increase in oil production and a 

160% increase in gas production, in comparison with last year. The increase is explained mainly by the 

development of Fortín de Piedra area.    

 

II. COMMENTS ON THE BUSINESS MANAGEMENT 

 

i. EXPLORATION AND PRODUCTION  

 

Tecpetrol ranks sixth among production companies in terms of its own acreage in the Vaca Muerta wet gas 

window, and fifth in terms of total acreage. Tecpetrol S.A. has obtained an unconventional exploitation 

concession for the area of Fortín de Piedra located in the formation of Vaca Muerta (province of Neuquén), a 

world-class reservoir of high productivity in multi-fractured horizontal wells. 

 

During 2017, given the new framework set by the agreement with oil unions, the announcement by the 

Government of the gas pricing incentive program, and the availability of qualified teams and workforce, the 

Company was encouraged to launch investment plans of major importance for the years 2017, 2018 and 2019 

related to the first phase of the development in Fortín de Piedra area. Gas development from Vaca Muerta 

generates activity across the goods and services value chain associated with hydrocarbon production, and 

provides energy under competitive conditions, favoring the economic and industrial development of Argentina 

and contributing to energy self-sufficiency. 

 

At December 31, 2018, investments in Fortín de Piedra exceeded USD 1,700 million. Gas production rose 

from 1.2 million m
3
/d (amount recorded at the beginning of the year) to more than 15 million m

3
/d (amount 

recorded as of the date of this Annual Report), turning it into in the main gas production field in the country as 

a result of an extraordinary teamwork of the different technical teams of Tecpetrol and more than 1,000 

companies, most of which are Argentine small and medium enterprises. Fortín de Piedra contributed 

enormously to the increase in the gas production volume in Argentina during the year. 

 

The main events occurred during the year are disclosed below: 

 

• In Fortín de Piedra area, 51 wells were drilled (23 wells in a depth close to 5,000 meters, with 

horizontal branches of 2,000 meters, and 28 wells in a depth close to 5,500 meters, with branches of 

2,500 meters). Six drilling rigs were used during most part of the year. In October, the Company set a 

record of 8 fractures in a well/day as a result of the continuous training of employees and contractors. 
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• In February 2018, the expansion of the gas dehydration plant in Fortín de Piedra was inaugurated, 

allowing for the processing of 6.5 million m
3
/day ready for transport and subsequent treatment for 

sale. 

 

• In May 2018, the construction of a gas pipeline, with an extension of 58 km and capacity for 18 million 

m
3
/d, was completed, allowing the injection of Fortín de Piedra production into the main system of 

Transportadora de Gas del Norte S.A. and Transportadora de Gas del Sur S.A. 

 

• In August 2018, the Central Production Facility (CPF) was inaugurated in Fortín de Piedra. Said CPF 

is intended for the treatment of up to 9.4 million m
3
/d. Besides, progress was made regarding the 

construction and startup of the system of transfer of fracture water, batteries and ducts. 

 

• Progress was made regarding Loma Campana - Lago Pellegrini oil pipe, which will enable the 

transport of liquid production from Fortín de Piedra and other fields in Vaca Muerta to the facilities of 

Oleoductos del Valle S.A., and will be operating as from the first semester of this year. The 88-

kilometer pipeline is being built together with YPF S.A. and will cost more than USD 80 million. The 

Office of the Secretary of Energy granted to YPF S.A. and Tecpetrol, through Resolution 

No. 18/2019, the concession for the transportation for the above-mentioned pipeline. 

 

• In Loma Ancha area, an exploratory well of 1,500 meters with horizontal branch was concluded and 

started operations; also, in Punta Senillosa area, a tight gas well was concluded. In both cases, 

outcomes were satisfactory. In Loma Ranqueles, a horizontal branch exploratory well of 1,500 meters 

was drilled on top of vertical well LR.x-2, pending completion.  

 

• In Agua Salada area (province of Río Negro) and pursuant to the commitments assumed in the 

extension of the concession, two extension wells were drilled in Jagüel del Moro and Loma Azul, 

one exploratory well was drilled in Puesto Pino and six repairs were completed in Aguada de los 

Indios Sur. 

 

• In Aguaragüe (province of Salta), two development wells were drilled. In both cases, production 

surpassed expectations. Additionally, one exploratory well was drilled, but it turned out unsuccessful. 

  

• Well drilling activities were resumed in El Tordillo and La Tapera-Puesto Quiroga areas (province of 

Chubut), after well readjustments carried out during the previous years as a result of the crisis in the 

international oil market. A drilling rig is being used and nine new wells satisfactorily started production 

as from February. 

 

• In Los Toldos I Norte area (province of Neuquén), one 1,500-meter horizontal branch exploratory well 

was completed and started operations producing positive outcomes. In Los Toldos I Sur area, one 

3,000-meter horizontal branch exploratory well was completed and started operations producing 

positive outcomes. At present, progress is being made regarding the drilling of two pads of 

three horizontal wells each, and in the construction of facilities for gas treatment and transportation. 
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ii. STAFF AND COMMUNITY RELATIONS 

 

Training and development of human resources 

 

It is the Company’s priority to consolidate its growth by developing qualified and committed human resources 

with broad expertise in the different businesses in which the Company operates. Human resources training is a 

key element in Tecpetrol's culture. The Company has several training programs for contributors through which 

it promotes a continuous update and the incorporation of the best practices of the industry. 

 

The mass development of unconventional gas in Fortín de Piedra, located in Vaca Muerta, helped Tecpetrol 

start the execution and implementation of its plans involving big technical, logistic and financial challenges. 

During this year, the Company continued consolidating its teams with commitment, technical soundness and 

management capacity: values fostered by the Company since the very beginning. 

 

Besides, during the year, key training activities were conducted, such as the Tecpetrol University Induction 

Camp (TUIC) Program and the Leadership Program. Additionally, the technical lectures cycle continued, 

aiming at sharing industry-related topics with the staff. 

 

Health, Safety and Environment 

 

Tecpetrol S.A's primary goal is to conduct its business protecting the physical integrity of its employees and 

third parties while achieving, in compliance with all applicable laws, an appropriate conservation of the 

environment and implementing the best practices to benefit the communities, the employees and the 

Company.  

 

The Health, Safety, and Environment Policy of the Company (hereinafter referred to as “HSE”) is based on 

leadership and commitment and it comprises prevention programs, accident and incident investigation, risk 

management, improvement plans and safety and environmental care initiatives, preventive observations, and 

inspections of operating activities, among many others.  

 

The purpose of the HSE management system is to provide a minimum compulsory conduct framework for the 

management of every operating area in the Company, from the exploration stage to the decommissioning and 

restoration of assets throughout the whole value chain and the life cycle of each business. It is designed to 

help operations set and achieve performance and benefit goals for stakeholders through the management of 

risks and impacts associated to said activities; and introduce appropriate operational monitoring. 

 

The results of indicators are monitored through an HSE dashboard, in which the Company can observe the 

evolution of accident rates, as well as the progress of the different proactive and prevention tools (preventive 

observations like STOP, field inspections, closing of investigations and compliance with the annual training 

program, among others.)  
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The standardization of rules and procedures continued during 2018. Several processes were implemented, 

such as, the Emergency Response Management Standard (in line with the international methodology of the 

Incident Command System), the Change Management Standard and the Procedure for the Use and Selection 

of Personal Protection Equipment. Moreover, the process for the procurement of drilling rigs was amended in 

order to increase previous health, safety and environment controls during the selection of vendors. 

 

In Fortín de Piedra area, and together with the main contractors, the Company carried out the planning, 

implementation and monitoring of applicable safety tools, for the purposes of reducing accident risks during the 

development of the project. In addition, the following actions should be highlighted: preventive measures for 

simultaneous operations carried out in the fields were implemented, process risk analyses were conducted, 

safety reviews were performed before the commencement of operations in the facilities, and safety workshops 

were organized for first-line and second-line leadership positions. 

 

The activities of the Company are subject to a great variety of laws and regulations related to the potential 

impact its operations might have on the environment, the elimination or remediation of contaminated soil and 

water with hazardous or toxic waste, specifications regarding gas emissions and waste disposal of industrial 

liquids and the effect of the environment on health and safety. The Company developed and will continue to 

develop activities to abide by all applicable regulations. 

 

Community relations 

 

Tecpetrol actively collaborates with the communities close to the areas in which it operates, contributing to the 

sustainable development of the population and its institutions in the areas of education, health, sports, culture 

and social advancement. In this spirit, the Company carries out and supports community relation programs in 

low-income rural and urban areas, communities and schools near its fields, engaging both its staff and the 

local population in the development of such programs, and building up networks with public and private 

authorities and other entities. During the year under consideration, the social management plan involved 

several programs tending to encourage reading, literacy, the promotion of values and the integration of 

children and teenagers. The Company donated materials and equipment within the framework of the Technical 

Gene Program for technical schools, granted scholarships under the Merit-based Scholarship Program, 

developed a program for the cultural development of indigenous communities, as well as a program that 

complements school curriculum and includes sciences and film and photography festivals. 
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III. OIL AND GAS MARKETS 

 

Oil 

 

During year 2018, 59% of crude oil production was sold to local market refineries, and the remaining 41% was 

exported to China and the Unites States of America.  

 

During this year, oil prices in the domestic market were freely agreed upon among producers and refiners. 

Such prices were set up to a 15% below “Brent” crude oil price between April and October, because of the 

difficulty maintaining the USD value of fuels and the restrictions upon oil exports when there is demand from 

the domestic market. However, after the drop in crude oil international prices that took place as from October, 

domestic market prices were in line with international prices. 

 

In September 2018, by means of Decree No. 793/2018, the President of Argentina imposed a tax on crude oil 

exports of 10.71% of the export price or $4 for each USD exported, whichever is lower. Such tax of exports 

affects both revenues from exports and sales in the domestic market, since the latter are negotiated based on 

export parity. 

 

On the other hand, during year 2018 the Company collected USD 0.9 million in relation to certain 

reimbursements requested pursuant to Law No. 23.018 for exports carried out from the port of Caleta Córdova 

in the province of Chubut during years 2015 and 2016; part of such reimbursements have not yet been 

collected. 

 

Gas 

 

In terms of the natural gas market, 42% of revenues in 2018 came from sales to industrial users, 37% from 

sales to electric power generators, 12% from sales to distribution service licensees, and 9% from sales to the 

compressed natural gas (CNG) station segment, regardless of the compensations received under Resolution 

No. 46-E/2017. 

 

The main events related to the regulatory framework and general situation in the gas market are disclosed 

below: 

 

Incentive Programs 

 

• In March 2017, the Ministry of Energy and Mining published Resolution No. 46-E/2017 through which 

it created a Program of Incentives to Investments in Natural Gas Production Developments from 

Unconventional Reservoirs, in order to promote investments in the production of hydrocarbons from 

unconventional reservoirs in Neuquina basin. In November 2017, the Ministry of Energy and Mining 

amended the Program by means of Resolution No. 419/2017. Subsequently, said Ministry approved  
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the adhesion of Tecpetrol S.A. to the aforementioned Program as from January 1, 2018, 

guaranteeing a price range of USD 7.5 - USD 6 from 2018 up to 2021.  

 

Later on, the Office of the Secretary of Energy introduced a change of criteria regarding the 

assessment of the compensations provided for in Resolutions No. 46-E/2017 and 419/2017, 

restricting the amount of those payments to the production projections submitted by the Company 

upon request of adherence to the Program. This change of criteria would represents (if applied for the 

whole year) a lower income for a total amount of $5,655 million.  

 

On February 7, 2019, the Company filed an appeal against the resolutions issued by the Office of the 

Secretary of Energy, since it considers that the change of criteria adopted is contrary to the terms of 

the promotion regime created under Resolution MINEM 46-E/2017 and it flagrantly violates 

Section 17 of the National Constitution by affecting acquired rights of the Company previously 

acknowledged by the State.  

 

• In January 2013, Resolution 1/13 of the Strategic Planning and Coordination Commission of the 

National Plan for Hydrocarbon Investments was published, creating the “Program to Promote the 

Surplus Injection of Natural Gas.” In November 2013, Resolution 60/13 of the same Commission 

extended the “Program for Companies with a Reduced Injection.” In March 2014, the adhesion of 

Tecpetrol S.A. to said program was approved. Although the Company received compensations for the 

first quarter of 2014, it did not receive compensations for subsequent quarters given that the average 

price of sales was higher than the price established. This situation was reversed towards the end of 

2017; therefore, the corresponding steps have been taken to collect said payments. On February 19 

the Office of the Secretary of Energy issued Resolution No 54/2019 partially abrogating Resolution 

No. 97/2018 issued by the Ministry of Energy and Mining, and providing for a new mechanism for the  

collection of all pending payments under the program. 

 

Distributors 

 

• At the end of November 2017, an agreement (promoted by the then Ministry of Energy and Mining) 

was entered into among natural gas production companies, Energía Argentina S.A. (hereinafter 

referred to as “ENARSA”), and licensees distributing natural gas by pipeline networks (hereinafter 

referred to as “Distributors”). The aim of said agreement is to begin the process of standardizing the 

gas sector and rebuilding the system of prices and tariffs. This agreement, which is valid as from 

January 2018 until December 2019, established the basic guidelines that guarantee an adequate 

supply of natural gas to Distributors, thus ensuring the supply to end consumers. Based on the 

above, the Company entered into other agreements in USD and valid throughout 2018. As a result of 

the devaluation that took place in May 2018, Distributors made payments taking into account the 

exchange rate set by ENARGAS under the applicable fee charts which was lower than the one set in 

the agreements. In line with the macroeconomic context, ENARGAS did not approve the pass-

through of the gas prices under the agreements to the fee charts from Distributors, as set forth under 

applicable legislation; therefore, as from October, prices were renegotiated downwards. 
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• Through Decree No. 1053/18 issued by the President of Argentina in November 2018, it was 

determined that the National State would exceptionally assume payment of the fluctuations in the 

exchange rate related to the gas prices paid by Distributors and the price included in all applicable fee 

charts between April 1, 2018 and March 31, 2019. Said decree also contemplates that payment is to 

be made in 30 consecutive and monthly instalments, payable as from October 2019. Operating 

aspects are still pending. 

 

• Resolution No. 32/2019 issued by the Office of the Secretary of Energy, approved mechanisms for 

tender offers to supply natural gas to full-service users of public utilities providers of natural gas 

distribution by pipeline networks. Said mechanisms will be administered by Mercado Electrónico de 

Gas MEG S.A. and will supply the demand estimated for the period covering April 1, 2019 and 

March 31, 2020. Tecpetrol was awarded the contract to supply natural gas from Neuquina basin. 

 

Electricity generation 

 

• By means of Resolution No. 70/2018, the Office of the Secretary of Energy of the Ministry of Finance, 

authorized generating agents (Generators) operating in the Wholesale Electricity Market to get the 

necessary fuel to generate electric power, instead of provisioning through CAMMESA. Under this 

scheme, some Generators started purchasing natural gas as from November 2018. This mechanism, 

together with the oversupply of natural gas during the summer season, encouraged Generators to 

purchase fuel at prices that were significantly lower than those obtained by CAMMESA. 

 

 

2 – STRUCTURE AND ORGANISATION OF THE COMPANY AND ITS ECONOMIC GROUP 

 

The Company is controlled by Tecpetrol Internacional S.L.U., which holds a 95.99% interest and is based in 

Spain. Tecpetrol Internacional S.L.U. also has subsidiaries that develop, invest in and run businesses related 

to oil and gas production, transportation, and distribution in Argentina, Bolivia, Ecuador, Mexico, Peru, 

Colombia and Venezuela. 

 

The table below discloses equity interest in companies of Tecpetrol S.A.: 

 

Subsidiaries and other equity 

investments 
Main line of business Country % 2018 % 2017 

Dapetrol S.A. (1)  
Exploration, exploitation and sale 

of hydrocarbons. 
Argentina - 97.50 

Oleoducto Loma Campana - 

Lago Pellegrini S.A. (2) 

Construction and exploitation of 

an oil pipe in Argentina. 
Argentina 15.00 - 

Terminales Marítimas 

Patagónicas S.A. 

Transport concessions of 

terminals Caleta Córdova and 

Caleta Olivia  

Argentina 4.20 4.20 
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Subsidiaries and other equity 

investments 
Main line of business Country % 2018 % 2017 

Oleoducto del Valle S.A. 

Transport concession from oil 

pipes to Allen and from Allen oil 

pipes to Puerto Rosales 

Argentina 2.10 2.10 

Tecpetrol del Perú S.A.C. 
Exploration, exploitation and sale 

of hydrocarbons. 
Peru 2.00 2.00 

Tecpetrol Bloque 56 S.A.C. 
Exploration, exploitation and sale 

of hydrocarbons. 
Peru 2.00 2.00 

Tecpetrol de México S.A. de 

C.V. (3)  

Provision of services to the 

hydrocarbon industry 
Mexico - 1.77 

Burgos Oil Services S.A. de C.V. 

(3) 

Provision of services to the 

hydrocarbon industry 
Mexico 0.948 0.937 

Norpower S.A de C.V. 
Provision of services to the 

hydrocarbon industry 
Mexico 0.60 0.60 

Tecpetrol Colombia S.A.S.  
Exploration, exploitation and sale 

of hydrocarbons. 
Colombia 0.1574 0.1574 

Tecpetrol de Venezuela S.A. 
Provision of services to the 

hydrocarbon industry 
Venezuela 0.03 0.03 

Pardaliservices S.A. 

Provision of hydrocarbon 

exploration, evaluation and 

development services 

Ecuador 0.0000054 0.0000054 

Tecpeservices S.A. 

Provision of design, engineering 

and construction services relating 

to works in oilfields or any other 

oil infrastructure. 

Ecuador 0.0063 0.0063 

Tecpecuador S.A. 
Provision of services to the 

hydrocarbon industry 
Ecuador 0.0000002 0.0000002 

 

(1) On February 27, 2018, the Shareholders of Dapetrol S.A. at an Extraordinary Meeting approved the early dissolution of such 

company, since on December 28, 2017, the company transferred ownership of its main asset, Oil Mine “José Segundo”. The 

dissolution, winding-up and cancellation of the registration of Dapetrol S.A. were recorded with the Companies Controlling 

Office (Inspección General de Justicia, IGJ) on December 26, 2018. 

(2) On January 24, 2018, Tecpetrol S.A. and YPF S.A. created the company "Oleoducto Loma Campana - Lago Pellegrini S.A.". 

Tecpetrol S.A. owns 15% of the capital of such company, and YPF S.A., the remaining 85%. However, they exercise joint 

control over the company, since they appoint the same number of Directors and all decisions about relevant matters must be 

adopted unanimously, pursuant to the Shareholders' Agreement. The objective of the company is the construction and 

exploitation of an oil pipeline in Argentina. 

(3) In November 2018, the merger between Tecpetrol de México S.A. de C.V. and Burgos Oil Services S.A. de C.V (as the 

surviving company) became effective. 

  



 

10 

 

 

Merger with Americas Petrogas Argentina S.A. 

 

On March 9, 2018, the Directors of the Company approved a Merger Preliminary Commitment between 

Americas Petrogas Argentina S.A. (hereinafter referred to as "APASA") and Tecpetrol S.A. (both companies 

are directly controlled by Tecpetrol Internacional S.L.U.), whereby Tecpetrol S.A., as the continuing company, 

would acquire APASA, which will dissolve (but will not wind up), concentrating both entities in a single 

operating unit for the purposes of optimizing all administrative, functional, financial and operating structures, for 

the benefit of the continuing company and the economic group as a whole. On April 26, 2018, the 

Shareholders of both Companies at a General and Extraordinary Meeting approved by unanimous vote the 

merger of APASA (as the company to be absorbed by Tecpetrol S.A.) and ratified the terms of the Merger 

Preliminary Commitment, effective as from January 1, 2018. From such date onwards, Tecpetrol S.A. has 

unrestricted access to all business and financial information of APASA and participates in the decision-making 

process related to the business. Having served all notices as required by section 83, subsection 3 of 

Companies Law No. 19.550 (hereinafter referred to as "LGS") and without opposition from creditors within the 

statutory period, on June 1, 2018, Tecpetrol S.A. and APASA executed the final Merger Agreement through 

notarially-recorded instrument. 

 

On July 20, 2018, the Board of Directors of the National Securities Commission for Argentina (hereinafter 

referred to as the "CNV") issued Resolution RESFC-2018-19615-APN-DIR#CNV, by means of which the 

merger with APASA was approved, together with the amendment of the by-laws of the Company due to the 

share capital increase; and all documents were referred to the IGJ. On August 14, 2018, the IGJ registered the 

merger, the by-laws amendment and the capital increase with the Companies Registration Office. 

 

As a result of such merger with APASA, Tecpetrol S.A. mainly incorporates joint operations in unconventional 

hydrocarbon exploration and exploitation areas in the province of Neuquén (Los Toldos and Loma Ranqueles). 

 

Transactions and balances with related parties 

 

Transactions and balances with related parties are disclosed in Note 33 to these Financial Statements. 

 

3 - INFORMATION ON THE FINANCIAL SITUATION 

 

This section must be read together with the Summary of Information at December 31, 2018. 

 

Year 2018 yielded profits for $3,792.1 million compared with the loss of $786.9 million recorded in 2017. 

 

Net sales for the year ended 31 December, 2018 reached $29,029.6 million, representing a 486% increase in 

comparison with 2017. It should be noted that Fortín de Piedra gas production contributed significantly to said 

increase. Gross margin also increased, mainly as a consequence of the development of Fortín de Piedra area, 

as well as the adjustments in operations and improvements in productivity and efficiency in El Tordillo area. 
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In December 2017, the Company issued negotiable obligations with a par value of USD 500 million accruing 

interest at a 4.875% fixed rate and maturing in December 2022. Funds obtained from the issuance of such 

negotiable obligations were used to invest in property, plant and equipment in Fortín de Piedra area. As of 

April 20, 2018, the Company administered all funds in accordance with the above-mentioned use. 

 

During the year, the Company received funds from borrowings of banks and related companies in order to 

develop Fortín de Piedra area. These borrowings were obtained at market interest rates, considering 

comparable solvency, soundness, fund generation and risk characteristics.  

 

Investments in property, plant and equipment (net of unpaid acquisitions at year-end) amounted to 

$30,630.5 million, corresponding mainly to the development of Fortín de Piedra area. 

 

4 - ADDITIONAL INFORMATION 

 

In accordance with article 10 of the by-laws, the Management of the Company is vested in a Board of Directors 

comprised of a minimum of three and a maximum of five Regular Directors. At December 31, 2018 the Board 

consisted of five Regular Directors and three Alternate Directors appointed by the Shareholders at an Annual 

General Meeting held on April 26, 2018. 

 

Decisions and policies, both strategic and administrative, are submitted to the Board of Directors for approval, 

including all decisions and policies related to investments and disinvestment in both industrial and financial 

assets. Operating decisions are adopted by the General Manager and his or her team of first-line executives 

who are responsible for different business areas. 

 

Moreover, for the purposes of the management of the Company, executives periodically monitor the internal 

control system in force, considering the effects the changes in the systems and processes might cause. 

 

In 2018, the members of the Board of Directors of the Company approved the Business Conduct Policy and an 

update of the Code of Conduct, aiming at the consolidation of a corporate conduct based on transparency, 

integrity, ethical behavior and compliance with the laws. The Company encourages the use of the 

Transparency Line to report situations violating the Code of Conduct. 
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Tecpetrol S.A has a Business Conduct Compliance Manager, who reports to the President of the Company. 

He is responsible for identifying and reducing risks of corruption, encouraging ethical and transparent behavior 

and designing standards in line with national and international anti-corruption and anti-bribery laws. 

 

Together with the Code of Conduct and the Transparency Policy, the Business Conduct Policy sets forth 

guidelines regarding relations among employees and between employees and clients, suppliers, public entities 

and other third parties in relation to business processes, in order to guarantee compliance with applicable 

legislation. 

 

The bylaws of the Company provide for a Shareholders' Committee for Corporate Control formed by a 

minimum of three regular members upon whom the responsibilities as set forth under LSG are imposed. 

 

The remuneration of all Directors and members of the Shareholders' Committee for Corporate Control is 

determined considering their responsibilities, time of service, competence, professional reputation and the 

value of their services in the market. 

 

The remuneration of the managers consists of a fixed component and a variable component based upon 

performance; such remuneration is in line with market values.  

 

The Company offers ongoing benefit programs such as “unfunded defined benefits” and “other long-term 

benefits” that, under certain established conditions, are granted after retirement and during an employee’s 

working life, and are recorded according to current accounting standards. Additionally, Tecpetrol International 

S.A. (indirect parent company of Tecpetrol S.A.) adopted an employee retention and long-term incentive 

program for certain executives of some subsidiaries. According to this program, certain first-line executives will 

be granted a number of equity units valued at carrying value per share of Tecpetrol International S.A. 

(excluding non-controlling interests). The Company does not offer stock option plans as part of the 

remuneration of Directors or Managers. 

 

The Company does not have a specific dividend policy. The distribution of dividends depends upon, among 

other things, the profits or losses of the Company, the investment requirements, the possibilities and costs of 

investment projects financing, the settlement of obligations, statutory and contractual restrictions in force, 

future perspectives and any other factor which the members of the Board of Directors deem relevant. The 

Directors submit the Financial Statements of the Company for the previous year (together with the related 

report issued by the Controlling Committee) for consideration and approval of the Shareholders at an Annual 

General Meeting. Within a 120-day period following the closing of the year, an Annual General Meeting of 

Shareholders shall be held in order to approve the financial statements and decide on the use of the profit 

(loss) for the year. 
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5 - PROSPECTS 

 

The Company has acquired knowledge and skills which give it a competitive advantage to position itself as a 

leader in the regional development of unconventional resources in long-term projects which are significant for 

the country’s economy, since they have an impact upon job creation, the development of value chains, tax 

saving, import replacement, the improvement of the trade balance and the reduction in gas prices for 

consumers and industries. 

 

Because of the change of criteria regarding the compensation payments set forth in Resolution MINEM 46-

E/2017, the Company is reassessing the development plan of Fortín de Piedra area for the purposes of 

readjusting cash flows to a new scenario, until the necessary conditions for resuming investments are given. 

 

In El Tordillo area, wells will continue to be drilled in blocks C/H since they produced satisfactory outcomes in 

2017. Besides, the Company will search similar prospects in other field zones and will continue analyzing the 

efficiency of the operation to optimize operation costs. 

 

In Aguaragüe, two new wells are expected to be drilled in Campo Durán during 2019, in order to increase 

production and try to identify new reserves. Additionally, activities agreed upon with the authorities of the 

province of Salta under the framework of the transfer of work units from Río Colorado area, will be carried out. 

Such activities consist of the drilling of a development well in the formation of Tupambi or San Telmo, and the 

execution of a workover in order to verify the unconventional gas potential from the geological formation Los 

Monos. 

 

Regarding sale prices, it is expected that for 2019 oil prices for the domestic market will be negotiated 

considering export and import parity prices for medanito crude and export parity prices in the case of escalante 

crude. Regarding natural gas, a reduction in prices is expected due to the oversupply during the summer 

season and a reduction in gas demand due to the use of renewables and the fact that nuclear power plants 

have resumed their activities. 

 

The human resources strategy of the Company for the next year is to continue training teams in order to 

satisfy the needs of every business so as to comply with the objectives defined.  
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6 - DISTRIBUTION OF RESULTS  

 

Pursuant to the Income Statement for the year, there were net profits for $3,790,753 thousand attributable to 

the Shareholders of the Company. The members of the Board of Directors suggest the Shareholders at a 

Meeting that $74,800 thousand should be used to rebuild the legal reserve that was absorbed in previous 

years; $145,111 thousand to set up the legal reserve for this year and the remaining sum shall be kept as 

Retained earnings. 

 

A provision was made in the Financial Statements for the year ended on December 31, 2018, for 

$4,575 thousand in respect of the estimated fees of the members of the Board of Directors and the members 

of the Shareholders' Committee for Corporate Control. Said fees must be approved, together with this Annual 

Report and the Financial Statements, by the Shareholders at a Meeting. 

 

The members of the Board of Directors thank all the staff for their dedication and efforts throughout the year.  

 

City of Buenos Aires, February 27, 2019. 
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TECPETROL SOCIEDAD ANÓNIMA 

SUMMARY OF INFORMATION 

In accordance with the regulations issued by the National Securities Commission for Argentina (Comisión Nacional 

de Valores, CNV), the Board of Directors of the Company has approved this summary of information for the twelve-

month period which commenced on January 1, 2018 and ended on December 31, 2018. 

1. Activity of the Company 

 

Operating profits or losses of the Company are principally affected by production levels; sales prices; market 

demand for oil, gas and derivative products; fluctuations in operating costs; economic conditions in Argentina and 

government regulations. 

 

Analysis of the fourth quarter of 2018 

During the fourth quarter of 2018, net sales totaled $10,861.2 million, representing an increase in relation to the 

same period of the previous year. Such increase was mainly caused by a significant rise in gas production 

accompanied by an increase in sales prices and by the effect of the exchange rate fluctuation of the Argentine peso 

("ARS") with respect to the US dollar ("USD"). 

During the fourth quarter of 2018, gas production rose up to 1,345 million m
3
, representing an increase of 421% in 

relation to the fourth quarter of 2017, which was of 258 million m
3
. This increase in production levels is explained by 

the development of Fortín de Piedra area in Neuquina basin. In both periods, gas production was entirely sold to 

the domestic market. 

Volumes of crude oil production reached 181 thousand m
3
; (40% from escalante crude oil and 60% from medanito 

crude oil), representing a 45% increase with respect to the fourth quarter of 2017. In the fourth quarter of 2018, 

34% of crude oil production was destined for exports, part of which was made after year-end; whereas in the fourth 

quarter of 2017, production was entirely destined for the domestic market. 

As regards gas net sales, they increased by $7,284.0 million in relation to the fourth quarter of 2017, because of the 

production increase in Fortín de Piedra area. 

Revenues from escalante crude oil sales increased by $464.2 million, due to an increase in average sales prices 

and the exchange rate fluctuation of the ARS with respect to the USD, partially offset by a drop in production in 

Golfo San Jorge basin. 

Revenues from medanito crude oil sales increased by $1,446.2 million compared to the fourth quarter of 2017, 

mainly as a result of an increase in the production of the year, accompanied by an increase in sales prices and the 

effect of the exchange rate fluctuation of the ARS against the USD. 
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Operating costs totaled $9,499.8 million in the fourth quarter of 2018, representing an increase of 581% compared 

to the amount recorded in the fourth quarter of 2017, that is, $1,395.7 million. Said increase is mainly explained by: 

i) an increase in depreciation of property, plant and equipment due to the development of Fortín de Piedra area and 

the commencement of operations of treatment plants in said area; ii) an increase in maintenance operations and 

wells service costs; iii) royalties expenses related to an increase in production; and iv) the effect of the exchange 

rate fluctuation of the ARS against the USD.  

Selling and administrative expenses during the fourth quarter of 2018 amounted to $1,254.3 million, representing a 

469% increase in comparison with an amount of $220.5 million recorded in the fourth quarter of 2017. Such 

increase is mainly explained by higher storage and loading expenses, an increase in the allowance for doubtful 

accounts, and an increase in taxation due to the larger volume in operations, together with the effect of the 

exchange rate fluctuation of the ARS against the USD.  

Net financial profits (losses) showed a loss of $280.8 million in the fourth quarter of 2018, compared to the loss of 

$141.0 million recorded in the fourth quarter of 2017. Such variation is mainly explained by the net loss generated 

by exchange differences (profit) due to the exchange rate fluctuation of the ARS against the USD, slightly offset by 

interest arising from borrowings. 

During the fourth quarter of 2018, there were no profits or losses from discontinued operations, while in the fourth 

quarter of 2017, profits or losses from discontinued operations yielded a profit of $84.2 million generated by the 

operations of Dapetrol S.A. 

 

The net profit (loss) for the fourth quarter of 2018 was a profit of $1,602.2 million, while in the fourth quarter of 2017 

the Company recorded a net profit of $133.2 million. 

 

Analysis of year 2018 

In 2018, net sales totaled $29,029.6 million, representing an increase in relation to 2017. Such increase was mainly 

caused by a significant rise in gas production, accompanied by an increase in sales prices and by the effect of the 

exchange rate fluctuation of the ARS with respect to the USD. 

In 2018, gas production rose up to 3,381 million m
3
, representing an increase of 286% in relation to 2017, which 

was of 877 million m
3
. This increase in production levels is explained by the development of Fortín de Piedra area 

in Neuquina basin. In both years, gas production was entirely sold to the domestic market. 

Volumes of crude oil production reached 560 thousand m
3
; (48% from escalante crude oil and 52% from medanito 

crude oil), representing a 35% increase with respect to 2017. During the year ended on December 31, 2018, 41% 

of crude oil production was destined for exports, part of which was made after year-end; whereas in 2017, 14% of 

the production was destined for the foreign market. 
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As regards gas net sales, they increased by $19,665.4 million in relation to 2017, because of the production 

increase in Fortín de Piedra area. 

Revenues from escalante crude oil sales increased by $1,417.5 million, due to an increase in average sales prices 

and the exchange rate fluctuation of the ARS with respect to the USD, partially offset by a drop in production in 

Golfo San Jorge basin. 

Revenues from medanito crude oil sales increased by $2,701.3 million compared to 2017, mainly as a result of an 

increase in production, accompanied by an increase in sales prices and the effect of the exchange rate fluctuation 

of the ARS against the USD. 

Operating costs totaled $20,499.9 million in 2018, representing an increase of 348% compared to the amount 

recorded in 2017, that is, $4,575.8 million. Said increase is mainly explained by: i) an increase in depreciation of 

property, plant and equipment due to the development of Fortín de Piedra area and the commencement of 

operations of treatment plants in said area; ii) greater labor costs, mainly because of a payroll increase; iii) royalties 

expenses related to an increase in production; iv) an increase in maintenance operations and wells service costs; 

and v) the effect of the exchange rate fluctuation of the ARS against the USD.  

Selling and administrative expenses during 2018 amounted to $2,878.4 million, representing a 200% increase in 

comparison with an amount of $960.2 million recorded in 2017. Such increase is mainly explained by higher 

storage and loading expenses, an increase in the allowance for doubtful accounts, and an increase in taxation due 

to the larger volume in operations, together with the effect of the exchange rate fluctuation of the ARS against the 

USD.  

Net financial profits (losses) resulted in a loss of $3,837.0 million in 2018, compared to a loss of $331.3 million in 

2017. Such variation is explained by interest costs of a larger amount of borrowings and the net loss generated by 

exchange differences due to the exchange rate fluctuation of the ARS against the USD. 

In 2018, discontinued operations yielded a profit of $53.4 million generated by the operations of Dapetrol S.A.; 

whereas in 2017, discontinued operations produced a loss of $108.4 million, mainly from the operations of 

Tecpetrol de Bolivia S.A. and Dapetrol S.A. 

 

The net profit (loss) for the year 2018 was a profit of $3,792.1 million, while in 2017, the Company recorded a net 

loss of $786.9 million. 
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Liquidity and cash flows 

 
Net cash generated by operating activities in 2018 was $3,506.3 million. 

In 2018, the Company received funds from borrowings of banks and related companies. These borrowings were 

obtained at market interest rates, considering comparable solvency, soundness, fund generation and risk 

characteristics. 

Moreover, in December 2017, the Company issued negotiable obligations with a par value of USD 500 million 

accruing interest at a 4.875% fixed rate and maturing on December 12, 2022. Funds obtained from the issuance of 

such negotiable obligations were used to invest in fixed assets in Fortín de Piedra area in Vaca Muerta formation, 

located in the province of Neuquén. As of April 20, 2018, the Company administered all funds in accordance with 

the above-mentioned use. On May 4, 2018, the members of the Board of Directors of the Company approved such 

use of the funds and complied with the requirements set forth in Section 25, Chapter V, Title II of CNV Regulations. 

The Parent Company, Tecpetrol Internacional S.L.U., unconditionally and irrevocably guarantees the negotiable 

obligations of the Company. 

In March 2018, the Company received a USD 200 million loan from a pool of banks comprising Banco de Crédito 

del Perú S.A., BBVA Banco Continental, Citibank N.A. and J.P. Morgan Chase Bank N.A. This loan had been 

agreed upon on September 18, 2017 together with Tecpetrol del Perú S.A.C. and Tecpetrol Bloque 56 S.A.C. The 

agreed quarterly interest rate is LIBO rate plus 150 bps per year; repayment of the loan shall be performed in 

thirteen (13) consecutive and quarterly installments as from September 2019. The remaining terms and conditions 

are the ones regularly used for similar financing processes. 

In July 2018, the Company received a loan for USD 200 million from its Parent Company, Tecpetrol Internacional 

S.L.U. The agreed quarterly interest rate is LIBOR 3M + 2.5% per year; repayment of the loan shall be performed in 

eight (8) equal and quarterly installments as from September 2019. The last installment is payable in June 2021. 

The remaining terms and conditions are the ones regularly used for similar financing processes.  

On October 30, 2018, the Company arranged a credit line with its Parent Company, Tecpetrol Internacional S.L.U., 

for a maximum amount of USD 200 million. Principal will be paid in two equal installments payable on 

December 31, 2019 and December 31, 2020. Agreed interest rate is LIBOR 12M + 4.69% per year. Interest is 

payable on December 31 of each year. The first payment will be made on December 31, 2018. The remaining 

terms and conditions are the ones regularly used for similar financing processes. As of the date of issuance of 

these financial statements, the Company received USD 149 million from the above-mentioned loan; USD 85 million 

of said amount had been received as of December 31, 2018. 

At December 31, 2018, the Company's borrowings totaled $54,525.2 million and equity totaled $15,732.6 million. 

Investments in Property, plant and equipment during 2018 (net of unpaid acquisitions at year-end) amounted to 

$30,630.5 million, corresponding mainly to the development of Fortín de Piedra area. 
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2. Structure of Financial Position (comparative at December 31, 2017 and December 31, 2016 – amounts 

stated in thousands of pesos) 

At December 31,  

2018 2017 2016 

Non-current assets 67,583,445   16,193,566   10,436,099 

Current assets 16,142,735   11,010,955   1,932,941 

Total Assets 83,726,180   27,204,521   12,369,040 

          

Equity attributable to Owners of the Company 15,732,619   4,731,741   1,068,119 

Non-controlling interest -    2,117   (15,729) 

Total Equity 15,732,619   4,733,858   1,052,390 

          

Non-current liabilities 52,501,555   17,284,349   6,511,388 

Current liabilities 15,492,006   5,186,314   4,805,262 

Total Liabilities 67,993,561   22,470,663   11,316,650 

          

Total Equity and Liabilities 83,726,180   27,204,521   12,369,040 

 

 

3. Structure of Income and Comprehensive Income (comparative with the years ended on December 31, 2017 

and December 31, 2016 – amounts stated in thousands of pesos) 

 Year ended on December 31,   

2018 2017 2016 

Operating profit (loss) 5,499,778   (517,073)   (87,876) 

Net financial profit (loss) (3,837,033)   (331,329)   (224,273) 
Profit (loss) from investments in entities accounted for using the 
equity method (2,034)   15,310   (3) 

Profit (loss) before taxes 1,660,711   (833,092)   (312,152) 

Income tax 2,077,970   154,599   48,031 

Profit (loss) from continuing operations 3,738,681   (678,493)   (264,121) 

Profit (loss) from discontinued operations 53,407   (108,447)   (303,698) 

Profit (loss) for the year 3,792,088   (786,940)   (567,819) 

Statement of Comprehensive Income  

(Profit) loss for the year 3,792,088   (786,940)   (567,819) 

Other comprehensive income from continuing operations 6,384,087   651,426   385,720 

Other comprehensive income from discontinued operations (11,727)   126,059   (114,331) 

Comprehensive income for the year 10,164,448   (9,455)   (296,430) 
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4. Cash Flow Structure (comparative with the years ended on December 31, 2017 and December 31, 2016 – 

amounts stated in thousands of pesos) 

Year ended on December 31,  

2018 2017 2016 

Cash generated by / (used in) operating activities 3,506,271   (394,732)   634,738 

Cash used in investing activities (30,555,774)   (7,214,302)   (1,923,960) 

Cash generated by financing activities 16,413,663   14,922,909   1,674,126 

Total cash (used) / generated during the year (10,635,840)   7,313,875   384,904 

 

5. Statistical Data (comparative with the years ended on December 31, 2017 and December 31, 2016 – amounts 

stated in thousands of m
3
) 

Year ended on December 31,  

2018 
 

2017 
 

2016 

 Production volume (*) 

Total production in equivalent units 3,941   1,292 1,114 

          

Oil production 560   415   515 

Gas production 3,381   877   599 

          

Domestic market 3,710   1,232   869 

Exports 231   60   245 

 

(*) Caloric equivalence (1,000 m
3
 gas = 1 m

3
 oil) 

 

6. Indicators (comparative at December 31, 2017 and December 31, 2016) 

At December 31,  

2018 2017 2016 

Liquidity 1.04 2.12 0.40 

Solvency 0.23 0.21 0.09 

Locked up capital 0.81 0.60 0.84 

Profitability 0.37 (0.27) (0.47) 

 

Liquidity: Current assets/Current liabilities  

Solvency: Total Equity/Total liabilities  

Locked up capital: Non-current assets/Total assets 

Profitability: Net profit (loss) for the year (other comprehensive income not included)/Average total Equity 
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7. Perspectives 

The Company has acquired knowledge and skills which give it a competitive advantage to position itself as a leader 

in the regional development of unconventional resources in long-term projects which are significant for the country’s 

economy and have an impact upon job creation, the development of value chains, tax saving, import replacement, 

improvement of the trade balance and the reduction in gas prices for consumers and industries. 

Because of the change of criteria regarding the compensation payments set forth in Resolution MINEM 46-E/2017, 

the Company is reassessing the development plan of Fortín de Piedra area for the purposes of readjusting cash 

flows to the new scenario, until the necessary conditions for resuming investments are given. 

In El Tordillo area, wells will continue to be drilled in blocks C/H since they produced satisfactory outcomes in 2017. 

Besides, the Company will search similar prospects in other field zones and will continue analyzing the efficiency of 

the operation to optimize operating costs. 

In Aguaragüe, two new wells are expected to be drilled in Campo Durán during 2019, in order to increase 

production and identify new reserves. Additionally, activities agreed upon with the authorities of the province of 

Salta under the framework of the transfer of work units from Río Colorado area, will be carried out. Such activities 

consist of the drilling of a development well in the formation of Tupambi or San Telmo, and the execution of a 

workover in order to verify the unconventional gas potential from the geological formation Los Monos. 

Regarding sales prices, it is expected that for 2019 oil prices for the domestic market will be negotiated considering 

export and import parity prices for medanito crude oil and export parity prices in the case of escalante crude oil. 

Regarding natural gas, a reduction in prices is expected due to the oversupply during the summer season and a 

reduction in gas demand due to the use of renewables and the fact that nuclear power plants have resumed their 

activities. 

The human resources strategy of the Company for the next year is to continue training teams in order to satisfy the 

needs of every business so as to comply with the objectives defined.  

 

8. Additional information 

Early dissolution of Dapetrol S.A. (subsidiary company) 

After the sale of Oil Mine "José Segundo", main asset of Dapetrol S.A., which took place on December 28, 2017, 

the early dissolution of said company was approved by the Shareholders of Dapetrol S.A. at an Extraordinary 

Meeting on February 27, 2018. Consequently, Dapetrol S.A. has commenced winding up procedures. On 

October 8, 2018, the Shareholders at an Extraordinary Meeting approved the Special final liquidation financial 

statements at August 31, 2018; the winding up of the company and the plan for the distribution of balances and 

reimbursement of capital previously prepared by the Liquidator Board. Besides, they ordered the presentation of the 

relevant request in order to cancel the registration of the Company with the Companies Controlling Office 

(Inspección General de Justicia, IGJ) pursuant to Section 112 of Companies Law No. 19.550 (hereinafter referred 

to as "LGS"). 
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Merger with Americas Petrogas Argentina S.A. 

On March 9, 2018, the Directors of the Company approved a Merger Preliminary Commitment between Americas 

Petrogas Argentina S.A. (hereinafter referred to as "APASA") and Tecpetrol S.A. (both companies are directly 

controlled by Tecpetrol Internacional S.L.U.), whereby Tecpetrol S.A., as the continuing company, would acquire 

APASA, which will dissolve (but will not wind up), concentrating both entities in a single operating unit for the 

purposes of optimizing all administrative, functional, financial and operating structures, for the benefit of the 

continuing company and the economic group as a whole. On April 26, 2018, the Shareholders of both Companies 

at a General and Extraordinary Meeting approved by unanimous vote the merger of APASA (as the company to be 

absorbed by Tecpetrol S.A.) and ratified the terms of the Merger Preliminary Commitment, effective as from 

January 1, 2018. From such date onwards, Tecpetrol S.A. has unrestricted access to all business and financial 

information of APASA and participates in the decision-making process related to the business. Having served all 

notices as required by section 83, subsection 3 of LGS and without opposition from creditors within the statutory 

period, on June 1, 2018, Tecpetrol S.A. and APASA executed the final Merger Agreement through notarially-

recorded instrument. 

On July 20, 2018, the Board of Directors of the CNV issued Resolution RESFC-2018-19615-APN-DIR#CNV, by 

means of which the merger with APASA was approved, together with the amendment of the by-laws of the 

Company due to the share capital increase; and all documents were referred to the IGJ. On August 14, 2018, the 

IGJ registered the merger, the by-laws amendment and the capital increase with the Companies Registration 

Office. 

As a result of such merger with APASA, Tecpetrol S.A. mainly incorporates joint operations in unconventional 

hydrocarbon exploration and exploitation areas in the province of Neuquén (Los Toldos and Loma Ranqueles). 

 

City of Buenos Aires, February 27, 2019. 
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