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Argentine Planning Minister
Julio de Vido told investors in
New York last week that the
government has renegotiated
contracts with 32 electric power distribu-
tion and transmission companies. The
new contracts will reportedly allow the
companies to begin raising tariffs for the
first time since the government imposed a
freeze at the height of the country's eco-
nomic collapse in early 2002. Does this
spell an end to uncertainty in Argentina's
troubled power sector? Will we start see-
ing investment pouring into the sector
from abroad? Or are investors still jittery
about Argentina's business climate?

Guest Comment: Gustavo Casir:

"Wishfully thinking, the answers

to the first two of these ques-

tions must be 'yes." The ques-
tions that a wishful thinker may not be so
sure on how to answer are how, when, and
to what extent the tariffs should be
increased. I am confident that the plan-
ning minister is aware that the tariffs must
be adequate not only for the utility com-
panies to recover their balance sheets (and,
in some cases, efficiently restructure their
dollar-denominated financial indebted-
ness) but to permit the growth of the
entire Argentine industrial sector. Many
Argentine companies are working at full
or almost full capacity (with the logical
impact on prices/inflation) and are not
able to expand their capacity simply

China to Invest $83 Million

Looking for Peruvian Oil.........ccccocveerinricrininiennn. 2
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Bond Issue, Stolen Power in Venezuela............ 2
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Against Argentine Government ...........coccoeeeeees 3

because they do not know if they will have
power supply enough to run the addition-
al capacity or, at best, how much that sup-
ply will cost. Industry reports indicate that
capital investments of about $6 billion a
year are needed for the next three years to
permit the utility sector supplying services
matching projected growth. For this level
of investment, a combination of both tar-
iff increases and an adequate business cli-
mate are required. The government sent
signs that, at least to some extent, the first
will be achieved in the short term, but for
the second the signs appear contradicto-

n

ry.
Q&A continued on page 3
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Pemex expects daily crude oil produc-
tion to rise in 2006, despite a projected
decline in output at offshore field
Cantarell, Pemex's largest oil field.

Photo: Pemex.
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ENERGY SECTOR BRIEFS

Venezuela, Uruguay Sign
Energy Agreements

Venezuelan President Hugo Chavez
on Thursday signed three energy-
related agreements with his
Uruguayan counterpart, Tabare
Vasquez, in Montevideo. The agree-
ments included commitments to
expand investment at Uruguay's La
Teja refinery and for Venezuelan
state-owned oil company PDVSA to
buy ethanol from Uruguay.

Source: ABN.

Peru to Issue $832 Million in Debt
to Repay Japeco Pipeline Loan

The Peruvian government on
Monday sold $500 million on the
international bond market as part of
an effort to raise money to pay a
$830 million debt to the Japan Peru
Oil Corporation (Japeco). Last
week, the government sold $238
million in a local issue to go toward
the Japeco debt. The remaining $92
million needed will be raised in a
future international debt sale. Peru
owes the money for a 691-mile oil
pipeline Japeco built for state-
owned energy company PetroPeru
in the 1970s.

Source: El Comercio, Reuters.

Venezuela: 25 Percent of
Generated Power Stolen

Twenty-five percent of all electricity
generated in Venezuela is stolen
through illegal connections, local
daily El Universal reported this
week, citing the country's power
association and analysts. Power
thefts will cost the country about
$636 million this year, said Victor
Poleo, an analyst and former head of
the electricity department at the
energy and oil ministry. Another 3
percent of all power generated is lost
in the country's crumbling electrici-
ty distribution system.

Source: Bloomberg News.
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Oil & Gas News

Output from Pemex's Biggest
Oil Field to Decline in 2006

State-owned  Petroleos  Mexicanos
(Pemex) said crude production at its
largest offshore oil field, which accounts
for 60 percent of its oil production, will
decline in 2006, local daily El Universal
reported on Friday. The Cantarell oil field
is forecast to produce 1.9 million barrels of
oil per day in 2006, a 6 percent decline
from the 2.03 million bpd pumped so far
in 2005. Pemex forecasts Cantarell will
produce 1.68 million barrels per day in
2007 and 1.43 million barrels daily in
2008. Overall, however, Pemex output will
surpass 3.4 million bpd, up from output of
3.33 million bpd through October this
year. The decline in Cantarell's production
will be made up with investments in other
oil fields, including Ku-Maloob-Zaap,
Crudo Ligero Marino, and Complejo
Bermudez, El Universal reported. Cantarell
was discovered in 1976 and began produc-
tion in 1979. The proven reserves left in
Cantarell were 6.98 billion barrels as of
January. In 1997, Pemex designed a proj-
ect to inject nitrogen into wells in
Cantarell that helped double production
to 2.03 million bpd this year from 1.08
million bpd in 1996, according to El
Universal.
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Source: Pemex

PDVSA's US Affiliate CITGO
Denies Texas Refineries for Sale

CITGO, the US affiliate of Venezuela's
state-owned oil company PDVSA, issued a
statement Friday denying that it was plan-
ning to sell two Texas refineries. CITGO
said the statement was in response to
media reports that it planned to sell its
156,000 barrel-per-day refinery in Corpus
Christi, and its 41 percent interest in the
270,000 bpd Lyondell-CITGO refinery in
Houston. CITGO President and CEO Felix
Rodriguez had said earlier in the week that
the company had no plans to sell the
refineries or other US assets, according to
the statement. "As a normal corporate
practice, the performance of all assets is
evaluated continually and strategic deci-
sions are made accordingly," Rodriguez
was quoted as saying. PDVSA President
Rafael Ramirez, who is also Venezuela's
energy and petroleum minister, also said
last week that no CITGO assets were under
review for a possible sale. CITGO and
PDVSA have an effective refining capacity
of more than 1.1 million barrels per day.
Venezuelan President Hugo Chavez has
said in the past that the CITGO refineries
have been a bad arrangement for his coun-
try because the refineries buy Venezuelan
oil at a discount and pay taxes in the US.

China to Invest $83 Million
Looking for Peruvian Oil

Peru on Wednesday signed an $83 million
contract to allow China's largest energy
producer, China National Petroleum
Corp., to explore for oil and gas near the
Andean nation's richest natural gas field,
Reuters reported. Peruvian President
Alejandro Toledo said he hoped addition-
al Chinese energy investments in Peru are
in store. "If this 40-year contract is a suc-
cess, investments in Peru's southeastern
jungle could reach $1 billion," Toledo said.
The Peruvian government says the conces-
sion is for Block 111 in the southeastern
Madre de Dios Region for a 3.7 million-
acre (1.5 million hectare) site. CNPC
sources told China Daily that the company
would conduct explorations through
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Sapet Development Peru, a subsidiary
that has been pumping out oil in northern
Peru since 1994. "It is not a big deal for
CNPG; it is a common business develop-
ment for us in that particular region," the
CNPC director told China Daily. Brazil's
Petrobras, Spain's Repsol-YPF, and a host
of international companies are also look-
ing at investments in Peru. Energy compa-
nies are hoping that Peru will become
another Bolivia, which last decade was
found to have the second-biggest natural
gas reserves in South America after
Venezuela. Elsewhere in Latin America,
CNPC also has investments in Ecuador
and Venezuela. In related news,
Venezuela's tax agency, Seniat, on
Thursday notified CNPC that the compa-
ny owes more than $101 million in unpaid
income taxes, Seniat said in a statement on
its Web site. The review covered 2001
through 2004, and found "discrepancies in
the determination of declared income
tax," according to the statement. CNPC,
which is invested in Venezuela's
Intercampo field, must pay the debt with-
in 15 days or face additional fines that
could run double the original amount
owed. Other foreign investors in
Venezuela, such as Royal Dutch Shell and
Harvest Natural Resources, were previ-
ously notified by Seniat of back tax claims,
but they are protesting all or part of the
demand.

Power Sector News

AES Drops Arbitration Cases
Against Argentine Government

US power company AES Corp. has with-
drawn $600 million in complaints filed
with a World Bank arbitration body over
frozen utility rates in Argentina, local
press reported last Wednesday. Argentine
Planning Minister Julio De Vido
announced the decision by AES' local
power distributors, EDEN and EDES, as
well by five AES power plants in
Argentina, during a speech Tuesday to
investors at the Council of the Americas in
New York City. Argentine daily Clarin
reported that AES' president for Latin
America, Andres Gluski, confirmed the
company's decision. Earlier this year, the

Copyright © 2005, Inter-American Dialogue
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Board Member Profile

The Energy Advisor is pleased to profile a different member of its Board of Advisors in
each issue. Subscribers can pose questions to the Board by contacting Robert Simpson at
rsimpson@thedialogue.org.

Roger Stark, Partner at Kirkpatrick & Lockhart Nicholson
Graham LLP.

Roger Stark has over 19 years of legal experience focusing on a
wide variety of domestic and international energy and infra-
structure transactions. Stark's experience includes complex
project and structured financings, mergers and acquisitions, pri-
vatizations, and all manner of commercial agreements relating
to energy and infrastructure. Having worked in over 16 Latin
American countries and numerous other locations worldwide,
he has structured, documented, and/or closed over $1 billion in
complex infrastructure financings, including the first limited
recourse electric sector financings in Kenya and Panama (repre-
senting the borrower and lender, respectively).
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Roger Stark

Stark's practice also extends to regulatory matters, including advising a major multi-
national oil corporation on strategies for its entry into the electric power business, and
advising several clients on the rules and requirements of various US and international
energy regulatory structures. In addition, he has participated in a variety of contested
regulatory and litigation/international arbitration matters concerning energy projects.
He participated in a World Bank mission to advise the government of Argentina in
connection with the proposed restructuring of its public service concessions after the
peso crash of 2001.

Prior to joining Kirkpatrick & Lockhart Nicholson Graham, Stark was head of the
Global Energy Practice and co-chair of the Latin America Practice at Coudert Brothers
LLP. He is a member of the Board of Directors of the Chilean-American Chamber of

Commerce. He received a J.D. from the Vanderbilt Law School in 1984.

Featured Q&A
Continued from page 1

Guest Comment: Ana Ares:

"Fitch sees continued high lev-

els of risk and uncertainty for

Argentina's power sector over
the near term, despite the recent agree-
ments between the government and the
electric power distribution and transmis-
sion companies. Given the return of high-
er levels of economic growth and tight
energy availability, the energy situation in
Argentina remains critical. Fitch esti-
mates that to sustain the growth in elec-
tricity consumption (more than 6 percent
demand growth through the nine months
ended September 2005), new investments

in electric generation and transmission
capacity are immediately required. While
the tariff adjustments are a movement in
the right direction and should marginally
improve the sector's cash flow, the agree-
ments fall far short in terms of duration
of the increase and the amount of the
increase necessary to spur investment.
The tariff increases contemplated in the
agreements only apply to a transitional,
short-term price increase, and in most
cases the transitional tariff increase is still
subject to the Argentine government's
approval. The tariff increases also do not
restore or fully compensate the electric
utility companies by improving the eco-
nomic situation to the original levels

Q&A continued on page 6
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Arlington, VA-based AES withdrew anoth-
er complaint filed with the World Bank's
International Center for Settlement of
Investment Disputes (ICSID) by its
Edelap power distributor, after reaching a
new contract agreement with the
Argentine government that included rate
hikes. It was the first accord with an elec-
tricity firm to be approved by the
Argentine Congress. Argentina froze utili-
ty rates in 2002 to protect consumers from
surging inflation after the country's cur-
rency devaluation. The freeze has forced
some firms to default on their dollar debts
and halt investment plans. AES, whose
sales reached $9.5 billion in 2004, operates
in 27 countries, generating 44,000
megawatts of electricity through 124
power facilities. It delivers electricity
through 15 distribution companies.

Economic News

EU Seeks to Shift Focus of WTO
Talks Away from Agriculture

With the European Union facing the
brunt of criticism for stalled global trade
talks going into this week's World Trade
Organization ministerial conference in
Hong Kong, the EU's top trade negotiator
on Monday sought to shift attention away
from the bloc's steadfast refusal to make
concessions on agriculture trade, Reuters
reported. "Concentrating on agriculture ...
to the exclusion of other areas will defeat
the ambition which, I believe, is so impor-
tant to maintain the outcome of the
round," EU Trade Commissioner Peter
Mandelson was quoted as telling
reporters. Mandelson said instead the cur-
rent Doha Round of talks should focus on
helping the world's poorest nations
through trade. A spokesman for
Mandelson said EU countries had agreed
to raise their spending on trade-related
aid to 1 billion euros ($US 1.19 billion) a
year from about 400 million. That follows
an announcement by Japan that it would
provide $10 billion in trade-related aid to
least-developed countries. The EU has
called on all industrial nations to offer
unrestricted access to products from the
world's poorest countries. The United
States, which has been critical of the EU's

Copyright © 2005, Inter-American Dialogue

Capitol Hill Watch

position on agriculture, supports the EU

A look at US congressional activity on energy issues

Democrats Unveil Plan for US Energy Independence by 2020

Democrats on Monday unveiled a proposal to reduce US dependence on for-
eign oil and natural gas by using more renewable energy, mass transit, and
domestic fuels such as ethanol and biodiesel. The proposal by Senators
Hillary Clinton of New York and Harry Reid of Nevada, and Pennsylvania
Gov. Ed Rendell, entitled "Energy Independence 2020," seeks to end US
dependence on foreign oil and gas in 15 years. As a model for the plan,
Rendell cited Brazil, which has slashed its dependence on crude by making
fuel from sugar cane and by producing cars that run on gasoline or ethanol.
"If Brazil can do it, so can we," said Rendell. However, some energy analysts
say the US will be dependent on imports for decades because alternatives only
provide a percentage point or two of the country's energy. The Democrats'
proposal comes at a time of recent record prices for oil and natural gas, an
issue they have seized upon in their attacks on President George W. Bush.

Source: Reuters.
Senator Calls on Bush to Work Through WTO to Break Up OPEC

Senator Frank Lautenberg (D-NJ) on Monday urged President Bush to work
through the World Trade Organization to break up the Organization of
Petroleum Exporting Countries (OPEC). "OPEC is holding Americans
hostage with illegal export quotas that drive up the price of oil," Lautenberg
said. "Instead of holding hands with the Saudis and other OPEC nations, it's
time for President Bush to hold them accountable." With world oil prices only
recently coming down from record highs, OPEC ministers said at a meeting
in Kuwait Monday that they would trim production to official limits and
could cut further if prices slip. Such price-fixing and export quotas are illegal
under WTO rules, according to Lautenberg. Seven of OPEC's 11 members,
including Venezuela, belong to the WTO. Saudi Arabia, the world's biggest oil
producer and a cartel founding member, joined the WTO on Sunday. Critics
of Venezuela , the world's fifth-largest supplier of oil, say it has become one of
the fiercest proponents for strict OPEC quotas and high prices under the gov-
ernment of President Hugo Chavez.

Source: Reuters, Office of Sen. Frank Lautenberg.

ther concessions without reciprocal offers

proposal but says it would exempt some
poor countries with competitive products,
such as textiles and clothing, according to
Reuters. US Trade Representative Rob
Portman said Monday that "progress on
the development package is no substitute
for progress on the market access open-
ings." The EU is under fire for not making
deeper cuts in agriculture tariffs beyond
the average 39 percent reduction it has
offered. The EU says it will not make fur-

from developing countries to open their
markets to industrial goods.

Brazil to Pay Back All of
$15.5 Bn IMF Debt by Year End

Brazil's finance ministry said Tuesday it
would pay back all of its $15.5 billion debt
to the International Monetary Fund by
year end. In a statement posted on its Web
site, the ministry said the payment, made
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possible by the country's "strong external
accounts and macroeconomic fundamen-
tals," would retire all liabilities owed to the
IMF ahead of schedule. Brazil, which is
expected to post record trade and current
account surpluses this year, was scheduled
to repay $7.03 billion in principal to the
IMF in 2006 and $8.43 billion in 2007, the
ministry said. In a statement, Central
Bank President Henrique Meirelles called
the full payment of Brazil's debt with the
IMF "a historic moment for the country."
At times, Brazil was the IMF's biggest bor-
rower. The paying off of Brazil's debt to
the Fund comes three years after the mul-
tilateral lender made a $30 billion rescue
package available to the South American
nation to stave off an economic collapse. It
was the biggest bailout in the IMF's histo-

ry.

Political News

Peruvian Presidential Frontrunner
Flores Promises Change

Peruvian politics needs a "radical and
responsible” break from the past, Lourdes
Flores Nano, the top contender for next
year's presidential election, said Tuesday.
"I represent the good change," Flores told
an audience at the Inter-American
Dialogue in Washington. Flores, whose
platform includes a combination of sub-
stantive social reform, order, and integra-
tion of the benefits of a market economy,
promised to strengthen political parties
and build productive alliances within
Congress. However, the candidate from
the conservative National Unity coalition
credited unpopular President Alejandro
Toledo with solid macroeconomic success,
and said as president she would maintain
sound economic policy and work for
improved social policy. According to a poll
published earlier this month by the
University of Lima, Flores has 25.6 percent
support among Peruvian voters ahead of
the April 6 election, making her the fron-
trunner to succeed Toledo. In the poll, for-
mer President Alan Garcia of the
American Revolutionary People's Alliance
(APRA) is second with 16.2 percent, fol-
lowed by Ollanta Humala of the Peruvian
Nationalist Party (PNP) with 14.3 percent,

Copyright © 2005, Inter-American Dialogue

and former head of state Valentin
Paniagua of Popular Action (AP) with 8.3
percent. However, another recent survey
by polling firm Apoyo shows Humala, a
former lieutenant colonel and outspoken
critic of the US, in second place just three
percentage points behind Flores. Flores
said the recently signed US-Peru free trade
accord is not so popular in her country.
Many politicians are concerned about the
backlash from the agricultural and other
sectors, which say the agreement will
cause major job losses, according to
Flores. "For some sectors, it represents a
hope," she said. No candidate is likely to
obtain the 50 percent plus one of valid
votes necessary to avoid a second round
run-off next April.

Poll: Latin Americans See
Corruption Getting Worse

A majority of people in 13 out of 15 Latin
American countries included in a survey
published Friday by Transparency
International think corruption has gotten
worse in their country over the past three
years. In the region, Colombia and
Argentina were the only two nations
where a majority of people believe cor-
ruption has either stayed the same or
decreased, according to the poll of 55,000
people in 69 countries, conducted
between May and October of this year by
Gallup International. Sixty-five percent
of Colombians believe corruption has
stayed the same or fallen during the past
three years, while 57 percent of Argentines
think so. A majority of respondents in
nine out the 15 Latin American countries
believe corruption will increase over the
next three years. Nicaraguans were the
most pessimistic, with 70 percent of those
surveyed saying corruption would get
worse, followed by Venezuela (62 percent)
and Ecuador (61 percent). Uruguayans
were the most positive, with 57 percent
predicting the levels of corruption will
decline during the next three years, with
Colombia (38 percent) and the
Dominican Republic (34 percent) the sec-
ond and third most optimistic countries.
The other Latin American countries
included in the poll were Bolivia, Chile,
Costa Rica, Guatemala, Mexico, Panama,
Paraguay, and Peru.
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POLITICAL & ECONOMIC BRIEFS

Minister: Brazil Has no Plans
to Adopt Curbs on Emissions

Brazil has no plans to adopt manda-
tory curbs on emissions of heat-
trapping gases, Environment
Minister Marina Silva said Thursday.
Silva said Brazil is already doing its
share to lower global warming by
reducing the pace of deforestation of
the country's vast Amazon rainfor-
est. Industrialized countries carry
the greatest responsibility for cutting
emissions, she said.

Source: Reuters.

Mexico Lowers 2005 Growth
Forecast to 3 Percent

The Mexican government cut its
economic growth forecast for 2005
to 3 percent from 3.5 percent amid
manufacturing weakness brought on
in part by a lagging US automobile
sector, Finance Minister Francisco
Gil said Monday. Banco de Mexico,
Mexico's central bank, predicts gross
domestic product will rise by
between 2.75 percent and 3.25 per-
cent this year.

Source: El Universal.

Venezuelan Labor Leader Given
Nearly 16 Years in Prison

Venezuelan labor leader Carlos
Ortega on Tuesday was sentenced to
15 years and 11 months in prison on
charges of civil rebellion and insti-
gation for helping organize a crip-
pling national strike three years ago.
Ortega and other opponents of
Venezuelan President Hugo Chavez
organized the two-month strike,
which devastated the country's oil-
driven economy, in protest against
Chavez, but the work stoppage failed
to topple the fiery leader. Critics say
Ortega is being politically persecut-
ed.

Source: Reuters.
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found in their concession agreements.
Power sector capital expenditures are
long-term investments by nature with
long-term asset lives. These investment
decisions are based on long-run
risk/reward expectations, and not just
short-term price points. Present market
conditions still do not provide the incen-
tives to dramatically increase investment
in the sector. The current Argentine gov-
ernment has strongly interfered in the
sector to secure the energy supply
through isolated measures that do not
consider all aspects of the sector as a
whole. These measures include quasi-
compulsory investments in the energy
industry by the private sector, which
have had no material impact on the
energy supply. Fitch anticipates
increased private sector investment in
the energy sector will ultimately materi-
alize only after the government adopts a
long-term energy policy that adequately
compensates investors."

Guest Comment: Daniel
Artana: "The Argentine gov-
ernment signed transitory

agreements with some (not all)
energy companies. There is a path to
gradually deregulating the upstream
market for natural gas and electricity,
and a few distribution and transmis-
sion/transport companies agreed to an
increase in their tariffs for non-residen-
tial users from 23 percent to 29 percent
until a permanent agreement is reached
in 2006. Some problems that still raise
questions are the following. First, an
acceleration of inflation has made the
permanent solution a 'moving target.'
Second, modern regulation is of a price
cap type (tariffs are indexed to a general
index of prices minus an efficiency fac-
tor) There is no indexation that seems
politically acceptable to the Argentine
government. Therefore, 'permanent'
agreements at best can resemble rate of
return regulations, with discussions
every year. Since in 2007 President
Kirchner will surely run for re-election,
the only tariff hikes available for the next
couple of years will need to be agreed
during 2006, a year in which the govern-

Copyright © 2005, Inter-American Dialogue

ment is deeply worried about high infla-
tion. Third, as prices today are roughly
speaking about 50 percent of costs, it is
unlikely that investors will rush to enter
into energy markets in Argentina, unless
the government faces part of the costs
through budget subsidies."

Guest Comment: Ricardo
Seeber: "It seems hard to say
that the decision adopted by
the Argentine government will
mean the end of a troubled era. On the
contrary, experts predict that the lack of
investments during the past years will
have as a consequence a shortage of elec-
tricity supply during the summer time.
The lack of investments in the sector is
due basically to the impossibility of the
utility companies to raise tariffs and to
adequate them to the level that makes an
economic equation reasonable. As long
as uncertainty in the medium and long
term still exists, any foreign investor will
be reluctant to invest in a country that
has not erased those doubts. It is not
only a matter of tariffs. It is a matter of
the economic reforms that Argentina has
to take but is not taking. It is a question
of seducing the foreign investors, and
taking into account what one can read in
the press this administration is the least
seductive we have had in years. There is
foreign investment in real estate, some
sectors like mining, and speculative
investments. Solid, long-term invest-
ments are looking to other parts of the
world."

Gustavo Casir is a Partner at Quattrini,
Laprida and Asociados in Argentina.

Ana Ares is a Director at Fitch Ratings.

Daniel Artana is Chief Economist at the
Foundation for Latin American Economic
Research in Argentina.

Ricardo Seeber is a Senior Partner on
the Corporate Team at Estudio Beccar
Varela in Argentina.
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