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Featured Q&A with the Energy Board of Advisors

After more than three years of

negotiations, Venezuela and

Trinidad & Tobago announced

last week they had reached an
accord on the allocation of offshore natu-
ral gas reserves along their maritime bor-
der, agreeing that nearly three-fourths of
the 10-trillion cubic feet of natural gas in
the Loran field belongs to Venezuela.
What is the significance of the agreement
for both countries? How feasible is
exploitation of the Loran field? What are
the potential markets for the gas?

Guest Comment: Anthony

Wilson: "From a Trinidad and

Tobago perspective, the agree-

ment on the allocation of natu-
ral gas reserves in the Loran field, located
in the narrow strait between Trinidad and
Venezuela, is extremely significant. It
comes at a time when the natural gas
reserves of the twin-island nation are in
decline as a result of an ambitious pro-
gram of industrialization and the recent
failure by foreign companies operating in
Trinidad's waters to discover the 'next' big
new natural gas province. Given the fact
that Trinidad already has four producing
liquefied natural gas (LNG) facilities, it
would be to the mutual benefit of both
countries to liquefy the natural gas from
the Loran field at the LNG complex in the
southern Trinidad town of Point Fortin.
Because Venezuela and T&T have decided
to divide the Loran reserves in a 75-25

Industry Briefs: Japan Firms in Deal with

PDVSA; Cuban Wind Farms; Methanex............. 2
Army Helicopter Crashes While

Patrolling Peru's Camisea Fields..........cccccoeuune.. 3
AES Signs Definitive Deal for Sale

of Stake in EDC to Venezuelan Govt. .................. 3

split, the simplest, quickest and most effi-
cient means of monetizing the natural gas
would be a 75-25 joint venture between
Venezuela and T&T companies. These
companies could build a fifth liquefaction
facility at the LNG complex at Point
Fortin, which would then be able to find
markets in the Caribbean basin, including
Jamaica, which is looking for a cheap
source of energy to expand its alumina
industry. Such a joint venture would
require further serious commercial nego-
tiations between the two countries and
their representative companies."

Q&A continued on page 6

PHOTO OF THE WEEK

Venezuelan President Hugo Chavez
on Monday decreed the takeover of
four heavy oil projects run by foreign
companies. See story on page 2.

Photo: ABN.
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ENERGY SECTOR BRIEFS

Mitsui,Marubeni Sign $3.5 Billion
Deal for PDVSA 0il Shipments

Japanese trading giants Mitsui and
Marubeni last Thursday signed a
$3.5 billion contract to import
crude oil and petroleum products
from Venezuela for 15 years,
Bloomberg News reported, citing a
statement from the Japan Bank for
International Cooperation (JBIC).
Under the deal, the two Japanese
companies will purchase crude and
refined oil products from national
oil company PDVSA averaging
20,000 to 30,000 barrels of crude oil
equivalent a day. JBIC will provide
$1.89 billion in loans to the compa-
nies for the Venezuelan oil.

Cuban Wind Farm Seen Providing
Relief from Outages, Qil Costs

The Cuban government has built an
experimental wind farm as part of a
program to provide relief from fre-
quent electricity outages and to
reduce Cuba's dependence on oil.
Officials estimate the $3.4 million
farm, which has six 180-foot wind-
mills, could produce up to 1,800
megawatts of electricity, saving Cuba
about $136,000 in oil costs on the
international market, the Associated
Press reported, citing state media.

Methanex Says Gas Supply from
Argentina Down 10 Percent

Canada's Methanex, the world's
biggest producer of methanol, said
Wednesday the supply of Argentine
natural gas to plants it owns in Chile
was back to normal, Reuters report-
ed. Supplies had fallen 10 percent to
9 million cubic meters of gas per
day by Tuesday due to labor unrest
in Argentina. However, Methanex
said Wednesday the labor conflict
had been resolved. Chile depends on
neighboring Argentina for all of its
natural gas needs and for about a
third of its energy needs.
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Oil & Gas News

Chavez Decrees Takeover of
Heavy Oil Projects in Venezuela

Venezuelan President Hugo Chavez on
Monday decreed the takeover of four
heavy oil projects run by foreign oil com-
panies, the Associated Press reported.
Chavez, who in February was granted
decree powers by lawmakers, said he
ordered that state-owned oil company
Petroleos de Venezuela (PDVSA) take at
least a 60 percent stake in the projects.
"The privatization of oil in Venezuela has
come to an end," Chavez was quoted as
saying during his weekday radio show.
"This marks the true nationalization of oil
in  Venezuela." Chavez announced
February 1 that the heavy oil projects
would be under majority state control by
May 1 and said that if the six foreign oil

taxes of $245 million for 2002, plus inter-
est and penalties, and municipal sales tax
and interest of $170 million for 2000
through 2005. ConocoPhillips, which
owns a 50.1 percent stake in the
Petrozuata project and a 40 percent inter-
est in the Hamaca heavy oil project, said it
believes that it does not owe the taxes and
that both findings are not supported in
law, according to Reuters.

Pemex Posts 6.9 Billion-Peso Fourth-
Quarter Loss Amid Output Decline

State-owned o0il monopoly Petroleos
Mexicanos (Pemex) on Tuesday reported
a 6.9 billion-peso ($US 635 million)
fourth-quarter loss, as sales fell amid a
decline in production, Bloomberg News
reported. The result for the October-
December period compared to a loss of 76
billion pesos for the same three months of
2005. In the most recent fourth quarter,

““The privatization of oil in Venezuela has come to an end. »

firms involved in the projects——the US'
Chevron, ConocoPhillips, and
ExxonMobil; Britain's BP; Norway's
Statoil; and France's Total—do not agree,
they can leave. However, he has said the
companies would be welcomed to stay as
minority partners. Once the new law is
published in the government's official
gazette, the companies will have four
months to negotiate with PDVSA and
decide whether to take part in the projects
as minority partners, Chavez said. He did
not specify how the government would
pay for its increased stake in the projects,
in which the companies have invested
some $17 billion. In related news,
ConocoPhillips said Friday the Venezuelan
government claims that one of the heavy
oil projects in which the company partici-
pates owes about $415 million in back
taxes, Reuters reported. In its annual
report to the US Securities and Exchange
Commission, ConocoPhillips said its
Petrozuata joint venture received audit
reports from Venezuelan tax authorities
that would result in additional income

- Hugo Chavez

sales were down 11 percent to 236 billion
pesos, as average daily output fell 6 percent
to 3.1 million barrels and the price of oil
also posted a decline. Pemex's crude
exports, 80 percent of which is purchased
by the United States, declined 12 percent
to 1.66 million barrels per day. Officials at
Pemex, which hands over half of its sales
revenue to the government, say greater
investment in exploration—a minimum
of about $14 billion per year—is needed to
boost production and sustain the compa-
ny's earnings as output at older fields
declines. Under an energy bill currently
being considered by Mexico's Congress,
Pemex may see a reduction in the amount
it has to hand over to the government,
which relies on the oil monopoly for about
one-third of its budget. Analysts say
Mexico needs to open up its energy sector
to allow private-sector participation and
halt a decline in production levels. In
February, Secretary of Energy Georgina
Kessel said the Mexican government is
pursuing technology partnerships with
foreign companies to help with oil explo-
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ration and production. However, analysts
told the Energy Advisor in February that
such partnerships would have a limited
impact on production without more fun-
damental changes to the legal framework
for investing in Mexico's hydrocarbons
sector. [Editor's note: see related Q&A in
the February 8, 2007 issue of the Energy
Adpvisor]. The country's Constitution bans
private investment in oil and gas explo-
ration or production.

Army Helicopter Crashes While
Patrolling Peru's Camisea Fields

Three people were killed and four injured
when an army helicopter patrolling Peru's
Camisea natural-gas project crashed,
Bloomberg News reported on Wednesday,
citing Transportadora de Gas del Peru
(TGP), a consortium led by Argentina's
Techint that operates the project's
pipeline. Two army officers and a pipeline
worker died in the accident, TGP said. It
was the second helicopter crash in the
Ayacucho region, which lies 240 miles
southeast of Lima, in two years. Two
pipeline workers died in a helicopter crash
in the region during a storm in 2005. The
cause of the the most recent crash has not
been determined, TGP said. The army has
patrolled the Camisea gas fields since
rebels attacked workers' camps in 2002
and 2003, according to Bloomberg News.
Camisea, which holds about 13 trillion
cubic feet of gas and is Peru's biggest gas
field, started operating in 2004. The gov-
ernment expects to receive $800 million
per year from the export of gas following
the completion of natural gas liquefaction
plants along Peru's Pacific coast.

Power Sector News

AES Signs Definitive Deal for Sale
of Stake in EDC to Venezuelan Govt.

US power company AES Corp. said
Tuesday it reached a definitive agreement
to to sell its 82.14 percent stake in
Venezuela's largest private electric utility,
Electricidad de Caracas (EDC), to the
Venezuelan government for $739 million.
In a press release, AES said it expects to
receive its share of a dividend totaling as
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much as $98.6 million and as a result of
the sale expects to record a pre-tax, non-
cash charge of $550-650 million in the
first quarter of this year. The announce-
ment came just a couple of weeks after the
Arlington,VA-based AES signed a memo-
randum of understanding with the gov-
ernment to sell the stake in response to
President Hugo Chavez's demand that
EDC be nationalized as part of a renewed
push to establish greater state control over
the country's economy in keeping with his
vision of "21st century socialism." Most
analysts agree AES got a relatively fair
price for its stake. The MOU stipulated
that minority shareholders would be
offered equal or better economic terms
than AES. EDC provides power and light
to about one million customers in the
Caracas area, according to Reuters. It also
owns and operates five power plants with
a total generation capacity of 2,616
megawatts, and which account for about
14 percent of the electricity consumed in
Venezuela. Analysts told the Energy
Advisor last month that EDC, which has
been a private company for more than 100
years, has historically been well managed
and has operated well, and expressed
doubt the government would be able to
prevent a decline in the level of service
[Editor's note: see related Q&A in the
January 24, 2007 issue of the Energy
Advisor].

Mexico's CFE to Attempt Auction
for Hydroelectric Project Again

Mexico's Federal Electricity Commission
said Tuesday it will try again this year to
auction a contract to build a 750
megawatt hydroelectric dam. In a press
release, the CFE said it would open bid
proposals to build the La Yesca dam, to be
located on the Santiago River along the
border between the west coast states of
Nayarit and Jalisco, on July 31. The CFE
said changes to the terms of the auction
from those of last year were aimed at
attracting greater participation by
Mexican companies. It said it would give
details of the modifications in the weeks
ahead, before it invites formal bids. Last
year, bids submitted by companies such as
Mexico's ICA, China's Sinohydro Corp.,
and Italy's Impreglio exceeded the ceiling

price set by the government or failed to
meet technical requirements, according to
Reuters. The CFE said the dam, the cost of
which according to Reuters is expected to
be more than $800 million and be com-
pleted by 2011, would be the highest of its
kind in the world at 220 meters (722 feet).
Its construction will generate 10,000
direct and indirect jobs, the CFE said.

Other Energy News

Lugar, Insulza Call for More US-
Brazil Cooperation on Biofuels

In an op-ed published Sunday in The
Miami Herald, Indiana Republican
Senator Richard Lugar and Organization
of American States Secretary General Jose
Miguel Insulza urged the US and Brazil to
launch a program to invest in biofuels
research and development. They pointed
to US President George W. Bush's upcom-
ing trip to Sao Paulo, where he and
Brazilian President Luiz Inacio Lula da
Silva are expected to sign a bilateral biofu-
els agreement aimed at improving private-
sector cooperation and promoting the
global use of sugar-based ethanol. But
Lugar and Insulza argued that the presi-
dents must go further. Lugar will soon
introduce legislation in the US Senate to
start a new program, according to the
Herald op-ed. "Presidents Bush and da
Silva should expand and energize the ini-
tiative by launching a joint program of
investment, training, and research to build
biofuels production capabilities through-
out the region and the world," the op-ed
stated. Lugar and Insulza touted the suc-
cess of Brazil's 30-year ethanol production
program, noting that the South American
country has now replaced some 40 percent
of gasoline consumption with ethanol.
Additionally, "more than 70 percent of the
new vehicles sold there are flexible-fuel
models, which can burn a mixture of up
to 85 percent ethanol and gasoline," Lugar
and Insulza wrote.

Brazil's CVRD Agrees to Purchase
Australian Coal Co. for $661 Million

Brazilian mining giant CVRD said
Monday it had agreed to buy 100 percent
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of Australian coal company AMCI HA for
835 million Australian dollars ($US 661
million). In a press release, CVRD said its
acquisition of the Brisbane-based AMCI
HA would give it control, through AMCI
HA's stakes in various coal mining com-
panies, over a nominal production capac-
ity of 8.0 million tons of coal per year and
reserves of 103 million tons. "The acquisi-
tion of AMCI HA creates a strong growth
platform to develop CVRD's coal business
and contributes to diversify our product
portfolio, providing simultaneously geo-
graphic diversification into an invest-
ment-grade and one of the richest natural
resources countries in the world,
Australia," CVRD said. CVRD, the world's
biggest supplier of iron ore, is seeking to
reduce its dependence on iron ore and
expand beyond Brazil, Bloomberg News
reported, citing Jose Lancaster, the head of
non-ferrous metals at CVRD. By offering
steelmakers both coal and iron ore, the
mining giant hopes to sign more long-
term supply contracts and improve its
profit outlook for coming years, Lancaster
said. CVRD expects to triple coal output
by 2011, he said. In the press release,
CVRD said it already has minority stakes
in two Chinese coal companies—
Shandong Yankuang International
Coking Co. and Henan Longyu Energy
Resources Ltd.—and is concluding a fea-
sibility study to develop a large coal
deposit in Mozambique and a pre-feasibil-
ity study of a deposit in Australia.

Economic News

Latin American Markets
Tumble Amid Global Sell-Off

Latin American markets tumbled Tuesday
amid a wider global sell-off sparked by a
plunge in stocks in China and worries
over US economic growth. Stocks, bonds,
and currencies plunged in countries
throughout the region. In Brazil, the
Bovespa index lost 6.63 percent, its biggest
one-day drop since the September 11,
2001 terrorist attacks in the United States,
while Mexico's IPC index fell 5.8 percent,
the worst decline in nearly seven years,
according to Reuters. Stock markets in
Argentina, Chile, Colombia, and Peru also
recorded steep declines. Stocks partially

Copyright © 2007, Inter-American Dialogue

Special Report

Bolivia's Foreign Minister Lobbying US Lawmakers on Trade
By Elisabeth Burgess

WASHINGTON, DC—With the six-month extension of Bolivia's trade preferences in
the US set to expire in June, Bolivian Foreign Minister David Choquehuanca stepped
up lobbying efforts on Capitol Hill this week, and found many lawmakers receptive.

"We need the North American government and the North American people to sup-
port the ATPDEA extension process," Choquehuanca said Tuesday at a meeting host-
ed by the Inter-American Dialogue, referring to the Andean Trade Promotion and
Drug Eradication Act by its common acronym.

| Some US lawmakers favor an "indefinite extension" of ATPDEA, said
the diplomat, who is also a prominent indigenous leader in Bolivian
President Evo Morales' Movement Toward Socialism party.

Choquehuanca did not reveal which members of Congress had
offered their support, but did say that meetings with staff in House
speaker Nancy Pelosi's office had been positive. "We agreed on some,
on many subjects," he affirmed.

Choquehuanca
ABI file photo.

After speaking at the Inter-American Dialogue, Choquehuanca met with Bolivia's
ambassador to the US, Gustavo Guzman, and Thomas Shannon, the top official for
Latin America at the US State Department.

The State Department is expected to release its annual International Narcotics
Control Strategy Report (INCSR) tomorrow, and its findings on coca production and
narcotrafficking will guide congressional debate over an ATPDEA extension, Mark
Schneider, senior vice president at the International Crisis Group and an expert on
Latin America, told the Advisor.

"The current state of US-Bolivian relations can be compared to two ice skaters who
don't know each other very well doing their routine on very thin ice," Schneider said.
The Bush administration is concerned that Bolivia doesn't have the ability to fight
drug trafficking, he explained.

"How vigorously Bolivia acts to prevent unmanageable increases in coca cultivation
or how effectively it establishes independent monitoring mechanisms to ensure that
excess coca cultivation doesn't fall into cocaine production will be key," Schneider
explained.

In his remarks at the Inter-American Dialogue on Tuesday, Choquehuanca said he
told State Department officials that Bolivia has a plan for drug eradication. But he
also suggested that, as a poor country, Bolivia has many limitations. "We don't want
to fool anyone," he said. "We have many limitations."

He also said that Bolivia does not want a free trade agreement with the US, but later
commented that his country has made a general, preliminary proposal to the US for
a "trade agreement." He clarified that Bolivia will not seek a free trade agreement with
the US such as those sought by Colombia and Peru, but will seek a general trade
agreement that "not only benefits a few but that benefits everyone."
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recovered throughout the region on
Wednesday, but not enough to offset the
previous day's steep losses. The massive
sell-off in Latin America, other emerging
markets, and in developed countries on
Tuesday was triggered by an 8.8 percent
drop in China's Shanghai Composite
Index, the Index's biggest fall in a decade.
Analysts attributed the Chinese sell-off to
panic, as well as profit-taking, amid an
overvaluation of stocks. In recent months,
investors in Chinese stocks had driven up
the prices they paid for stocks to the
equivalent of 28 times the companies'
annual earnings per share, which is rela-
tively expensive compared to other mar-
kets, according to Reuters. In Latin
America, investors buy and sell Mexican
stocks at an average of 14 times earnings,
while Brazilian companies tend to trade at
10 times earnings. Investors around the
world were also reportedly made nervous
Tuesday by US data showing a bigger-
than-expected decline in manufactured
durable goods orders in January and bear-
ish comments in Hong Kong by former
US Federal Reserve Chairman Alan
Greenspan, who said a recession in the US
was "possible" later this year. The US' Dow
Jones industrial average on Tuesday lost
416 points, or 3.3 percent, the worst fall
since September 11, 2001. Despite the
steep declines, many analysts see Tuesday's
plunge in global markets as part of a
healthy correction rather than a sustained
trend. "It probably has further to run but
does not yet look like a change in the
underlying supportive liquidity environ-
ment," HSBC said in a research note on
Wednesday, noting that the key for emerg-

Brazil's Bovespa Index
year-to-date performance through Tuesday
48,000
46,000
44,000
42,000
40,000
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2/13/07
2/27/07

Source: Yahoo! Finance
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ing markets going forward will be eco-
nomic conditions in the US.

Brazilian Economy Grew 2.9 Percent
in 2006, Slowest Rate in S. America

The Brazilian government's national sta-
tistics agency said Wednesday the coun-
try's economy expanded 2.9 percent in
2006, the slowest rate of growth in South
America last year, Bloomberg News
reported. Brazil's gross domestic product
growth in 2006 was up from 2.3 percent
the year before, and brought the average
annual rate of growth during President
Luiz Inacio Lula da Silva's first four-year
term to 2.6 percent, the lowest in the
Hemisphere except for Haiti and El
Salvador, Bloomberg News reported, cit-
ing a Brazilian planning ministry esti-
mate. Analysts surveyed by the Advisor in
December predicted that Brazil's GDP
would expand 3.4 in 2007. Brazil's disap-
pointing economic performance to date
prompted Lula shortly after starting a sec-
ond term in January to announce his
"Growth Acceleration Program," or PAC,
aimed at boosting economic growth to 5
percent per year by 2008, mostly through
public and private investment in infra-
structure. Analysts told the Advisor, how-
ever, that more, deeper measures are
required, such as spending reductions, tax
cuts, and labor and social security reforms
[Editor's note: see related Q&A in the
January 23, 2007 issue of the daily Latin
America Advisor.]

Patino: Lawmakers Give Ecuador
More Reason to Restructure Debt

The government of Ecuadorean President
Rafael Correa has greater reason to move
ahead with a restructuring of the coun-
try's foreign debt after the Andean
nation's Congress voted this week to
reduce debt service assignments in the
government's budget plan, Economy
Minister Ricardo Patino said Wednesday,
according to Reuters. "Congress has put at
my disposal the option of a debt restruc-
turing to reduce debt payments, and we
will certainly consider it," Patino was
quoted as telling reporters in Quito. "This
is one more reason to talk about debt
restructuring." On Tuesday, lawmakers

February 28, 2007

POLITICAL & ECONOMIC BRIEFS

FDI in Mexico Likely to Fall This
Year—Economy Ministry Official

Foreign direct investment in Mexico
will likely fall this year to $18.3 bil-
lion from $18.9 billion in 2006, due
to slower growth in the US and
domestically, Deputy Economy
Minister Carlos Arce said
Wednesday, according to Bloomberg
News. EDI this year will again be led
by auto manufacturing and tourism,
Arce said. Investment in factories
that produce low-technology goods
for export will likely drop, he said.

Protesters March Against
DR-CAFTA in Costa Rica

Tens of thousands of demonstrators
marched through the Costa Rican
capital of San Jose on Monday to
protest a proposed free trade agree-
ment with the United States, the
Associated Press reported. Union
members, farmers, and political
activists taking part in the march
said Costa Rica's participation in a
free trade agreement with the US,
four other Central American coun-
tries, and the Dominican
Republic—known as DR-CAFTA—
would hurt local companies and
domestic farmers. Costa Rica is the
only one of the Latin American sig-
natories to CAFTA not to have rati-
fied the free trade deal.

IDB Lending Argentina
$1.2 Billion for Road Works

The Inter-American Development
(IDB) bank announced Wednesday
it will loan $1.2 billion to Argentina
to improve roads in the northern
part of the country. In a press
release, the IDB said the 25-year
variable-interest rate loan will
finance road works for about 870
kilometers of the South American
country's national network and 600
kilometers of provincial networks.

Page 5 of 6



Inter-American Dialogue’s Latin America Energy Advisor

Featured Q&A
Continued from page 1

Guest Comment: Anthony
Bryan: "The agreement is sig-
nificant. Looking ahead at
market dynamics, Venezuela is
seeking to expand its natural gas opera-
tions after relying mostly on its oil
industry, and it makes sense for
Venezuela's gas from the Plataforma
Deltana area to be monetized in Trinidad
and Tobago (T&T). Venezuela is a
decade behind T&T in the monetization
of its natural gas. During a 2003 official

€€ Venezuela is a decade

behind T&T in the monetization

of its natural gas.”’

- Anthony Bryan

visit to Trinidad, Venezuelan President
Hugo Chavez said he hoped gas from the
Plataforma Deltana would be processed
in T&T for export markets, since
Venezuela does not yet have an LNG
plant. T&T also needs natural gas from
the Loran fields to meet its own rapidly

increasing domestic demand for new
industries, as well as its commitment to
supply LNG to Jamaica for an aluminum
project starting in 2009. In the mean-
time, energy companies have earmarked
about $400 million for natural gas explo-
ration in T&T over the next two years,
and the government is looking at the
possibility of building Train X, which
would involve new upstream players.
Venezuela has displaced T&T as the pri-
mary supplier of energy to the Caricom
countries because of the PetroCaribe
agreement, but the accord for the unifi-
cation of cross-border reserves (yet to be
ratified by both countries) indicates the
willingness of the governments of T&T
and Venezuela to work together to get
the best out of their respective oil and
gas industries. The rest is politics!"

Anthony Wilson is Business Editor at the
Trinidad Guardian.

Anthony Bryan is a Senior Associate in
the Americas Program at the Center for
Strategic & International Studies.

approved the diversion of $283.4 million
earmarked for debt payments in the gov-
ernment's $9.8 billion budget plan for
this year. Correa, who took office in
January, has pledged to restructure the
country's $10 billion debt in order to
devote more government resources to
social programs, and has said that some
of the debt was contracted illegally by
past governments, sparking concerns
among investors. Patino said Wednesday
that a commission to audit the country's
public debt would be named soon to
determine what debt was illegitimate.
Despite the threats of a restructuring, the
government made a $135 million inter-
est payment due February 15. In addi-
tion, Correa said last month that restruc-
turing the debt would take a backseat to
his push for an assembly to rewrite the
country's Constitution.
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Q&A Index

A review of the Featured Q&As in the
Energy Advisor for the month of February.
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