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Why is the Situation at State-Run Petroecuador Not Improving?

Fernando Zurita resigned last
month as  president of
Ecuadorean national oil compa-
ny, Petroecuador, after just six
months in the post, and a day after the
company slashed its output target for this
year from 180,000 barrels per day (bpd) to
172,000 bpd. Why is the situation at the
notoriously inefficient Petroecuador not
improving? How will the company benefit
from government plans for an increased
state role in the country's oil sector?

Guest Comment: Jose Valera:

"The situation at Petroecuador is

not improving due to legacy and

new problems. The main legacy
problem is a historical lack of available eco-
nomic resources to invest in exploration,
infrastructure, and enhanced recovery.
This is due to the fact that Petroecuador's
revenues are treated as general purpose
funds by the government and the compa-
ny's budget is approved by politicians. The
government just recently decided to reme-
dy this situation and appropriated a sum of
around $2 billion for Petroecuador to
spend in 2008 on a series of much-needed
projects. It remains to be seen how this
money will be spent and what the results
will be. The new problem is that the presi-
dent of the country decided that the
Ecuadorean navy should run Petroecuador.
The reason seems to be that only the navy
can provide efficient and honest adminis-
tration. Fernando Zurita was a rear admiral
who has been replaced with another rear
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admiral. It is said that hundreds of navy
personnel are now in control of all the
company's businesses. The career person-
nel at Petroecuador are disgruntled and
skeptical, to say the least. The revision in
the target production numbers is being
attributed to steeper production declines
from existing fields than originally antici-
pated, delays in the arrival of contracted
drilling rigs, and almost no production
from a few horizontal wells that had been
drilled recently. All in all, a mix of faulty
assumptions, bad administration, and
excessive optimism ..."

Continued on page 4

Senator Dodd: Congress to
Review Drug Bill Language

US lawmakers will review the language
of a counterdrug aid package that
Mexico says violates its sovereignty, US
Sen. Christopher Dodd said Sunday. See
story on page 3.

Photo: Mexican Congress.
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Argentine Farmers to End Strike,
Resume Grain Exports Today

Leaders of Argentina's biggest farm
groups promised to resume grain
exports today, ending their latest
protest against taxes on such exports
imposed by the government of
President Cristina Fernandez, AFP
reported. Fernandez has refused to
roll back the taxes, announced in
March. Farmers have rejected her
offer to cap the sliding-scale tax.

Embraer Confirms Sale
of Jet to US' Blackwater

Brazilian aerospace company
Embraer confirmed Friday it had
sold a fighter plane to a subsidiary
of US-based private security firm
Blackwater earlier this year, Reuters
reported. Blackwater, which has
been under a cloud of controversy
for alleged killings of civilians in
contract work the company carried
out for the US government in Iraq,
will not use the Super Tucano jet in
any combat zones, said Fernando
Ikedo, Embraer's vice president of
market intelligence for defense and
government markets. The sale of the
aircraft was cleared by both the
Brazilian and US governments,
according to the report.

Fresh Del Monte Acquires Three
Companies in $403 Million Deal

Coral Gables, FL-based Fresh Del
Monte Produce announced early
today it has spent $403 million to
acquire three companies in Costa
Rica. In a press release, Fresh Del
Monte said it acquired banana pro-
ducer Desarollo Agroindustrial de
Frutales, Frutas de Exportacion,
which grows gold pineapples, and an
affiliated sales and marketing com-
pany called Caribana. Rabobank
International acted as advisor to
Fresh Del Monte.
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Political News

US Senator: Congress to Review
Language of Counterdrug Bill

US lawmakers will review the language of
a counterdrug aid package that Mexican
officials warn they will not accept unless
conditions they say infringes their nation's
sovereignty are removed, US Sen.
Christopher Dodd (D-CT) said Sunday,
according to the Associated Press. Dodd,
part of an 11-member congressional dele-
gation meeting with Mexican legislators
over the weekend in the northern Mexican
city of Monterrey, said the delegation
would report Mexico's concerns about the
counterdrug aid package, dubbed the
Merida Initiative, to fellow lawmakers.
"We heard from everyone here the com-
mon message that this language has got to
be changed," Dodd was quoted as saying.
"Our friends in Mexico needed to vent and

« Anything that smacks of certification is a nonstarter.

explain how this issue was not handled
well," he added. "Anything that smacks of
certification is a nonstarter." Under the
initiative, the US would provide $1.4 bil-
lion over several years to help Mexico,
Central America, the Dominican
Republic, and Haiti fight drug trafficking.
The House and Senate have approved dif-
ferent amounts for the first installment of
the aid, but both bills fell well short of the
$500 million sought by the Bush adminis-
tration. In addition, the bills include sev-
eral conditions, such as performance eval-
uations, reviews of how the money is
spent, and guarantees that civilian investi-
gators would be allowed to look into alle-
gations of abuse by Mexico's military,
according to the AP. Ruth Zavaleta, the
speaker of Mexico's lower house of
Congress, said Mexican lawmakers would
reject any conditions on US aid, and wel-
comed Dodd's promise to review the plan.
"There is a commitment to take our con-
cerns and discuss them in the US
Congress, and we hope that they can cor-
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rect [the plan] with the demands we are
making," Zavaleta said. [Editor's note:
look for related Q&A in an upcoming
issue of the Advisor.]

Ecuador, Colombia Take Step Toward
Full Restoration of Diplomatic Ties

Ecuador and Colombia have agreed to
partially restore diplomatic relations,
frozen since a March 1 Colombian cross-
border military raid on a rebel camp in
Ecuador, the Atlanta, GA-based Carter
Center said Friday. In a press release, the
Carter Center said that after speaking with
founder and former US President Jimmy
Carter, Ecuadorean President Rafael
Correa and Colombian President Alvaro
Uribe agreed to renew diplomatic rela-
tions "immediately and without precon-
ditions, initially at the level of charge d'af-
faires." The Center said the re-establish-
ment of diplomatic relations between the
two countries would "contribute to the

»

— Christopher Dodd

confidence-building initiatives led by the
[Organization of American States] and the
efforts of both countries to renew cooper-
ative mechanisms to address the common
problems they face." The Uribe govern-
ment in the past has repeatedly accused
Ecuador of failing to take action to pre-
vent Colombia's FARC rebels from taking
refuge across the border in Ecuadorean
territory. In the wake of the March 1 raid,
Colombia accused Ecuador of actively
supporting the FARC, citing evidence con-
tained in computer files seized in the raid.
Ecuador denies the accusations, and says
Colombia is to blame for allowing its
decades-long conflict to spill over into
neighboring countries. But in a positive
step last month, the two countries agreed
to reactivate a bilateral border security
pact that had been suspended following
the March 1 raid, a move they said was
aimed at working toward the restoration
of full diplomatic relations. The
Organization of American States, which
brokered the agreement, said the two
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countries were negotiating "broader
mechanisms" to boost security along their
shared border.

Chavez Calls on Colombia's FARC
Rebels to End Struggle, Free Hostages

Venezuelan President Hugo Chavez on
Sunday urged Colombia's FARC rebels to
end their struggle. "The guerrilla war is
history," Chavez said during his weekly
television and radio program, according
to the Associated Press. "At this moment
in Latin America, an armed guerrilla
movement is out of place." The comments
by the Venezuelan leader were uncharac-
teristically strong. Earlier this year, Chavez
called on the international community to
stop calling the FARC a terrorist group
and recognize it as a legitimate insurgency.
In addition, Colombia B
has accused Chavez's [*
government of actively
supporting the rebel
group, citing evidence &
found in computer
files seized in a March Chavez

1 raid on a FARC Source: ABN.

camp. Adding fuel to those accusations,
Colombia on Friday arrested a Venezuelan
national guard officer who authorities said
was helping to carry 40,000 AK-47 assault
rifle cartridges to FARC rebels, according
to Reuters. Chavez has denied Colombia's
accusations of supporting the guerrilla
group. The FARC, which has seen its
strength cut in half amid a six-year mili-
tary offensive by the government of
President Alvaro Uribe, has suffered a
series of setbacks in recent months,
including the death of its leader, Manuel
Marulanda, and several other top com-
manders [Editor's note: see related Q&A
in the May 29, 2008 issue of the Advisor].
In his remarks on Sunday, Chavez called
on Marulanda's successor, Alfonso Cano,
to unilaterally release hundreds of
hostages and prisoners it holds in remote
jungle areas. "This is my message for you,
Cano: 'Come on, let all these people go.'
There are old folk, women, sick people,
soldiers who have been prisoners in the
mountain for 10 years," Chavez said,
according to Reuters. Earlier this year, the
Venezuelan president helped facilitate the
release of six hostages held by the FARC.

Copyright © 2008, Inter-American Dialogue

Monday, June 9, 2008

Venezuela Watch

A Round-Up of Top News From Venezuela

Some 5,000 opponents of the Chavez government marched through the capital
city of Caracas on Saturday to protest a government "blacklist" that blocks key
opposition candidates from running for office in Venezuela's local and region-
al elections in November, the Associated Press reported. Opposition leaders
argue the list barring more than 400 mostly opposition politicians from running
for office while they are investigated for corruption is illegal, saying that under
Venezuela's Constitution the basic rights of all citizens are guaranteed unless they
have been charged with a crime and sentenced by a court. Comptroller General
Clodosbaldo Russian, who drew up the list, denied this week that the list unfairly
targets key opposition leaders, saying "the law does not distinguish" between
opposition and pro-government officials. Allies of Chavez control all but four of
Venezuela's 23 state governorships and most of its municipal posts, but faces a
major test in November amid widespread discontent with food shortages and vio-
lent crime.

Chavez said Saturday that his government would rewrite a new intelligence law
amid criticism by human rights groups that the law could be used to silence
dissent, the Associated Press reported. Chavez said "mistakes" were made in draft-
ing the law, which included a clause requiring citizens to act as informants if
authorities believe they have information on national security threats and would
have punished noncooperative citizens with up to four years in prison. "I guaran-
tee the country that nobody will be tread upon, and nobody will be forced to say
anything they don't want to say," Chavez said. "This is a political battle, not a legal
battle." The Venezuelan leader quietly decreed the law last month, arguing it
would help Venezuela detect and neutralize national security threats.

The Venezuelan president said Sunday that this week he would announce a
series of measures aimed at boosting the economy, which grew at its slowest pace
in five years in the first quarter. During his weekly radio and television broadcast,
Chavez said that on Wednesday he would make "economic announcements to
ensure the continuation of integrated economic development for the country, the
continuation of a policy of investing oil income, taking advantage of the good
times," according to Reuters. Citing local daily EIl Nacional, Reuters reported that
the measures will include lowering Venezuela's financial transactions tax from 1.5
percent to 1.0 percent, reducing interest rates charged on credit cards to stimulate
consumption, and continuing the sale of dollar-denominated debt in the local
market to absorb liquidity, help keep the foreign exchange rate steady, and control
inflation. Venezuela's economy grew a lower-than-expected 4.8 percent in the first
quarter, the slowest quarterly expansion in five years [Editor's note: see related
Q&A in the June 4, 2008 issue of the Advisor].

Venezuela on Friday test-fired live missiles in the Caribbean Sea in a display of
firepower aimed at showing the military's ability to repel an invasion. The mil-
itary exercise off of the Orchila island military base came three weeks after a US
Navy jet violated Venezuelan airspace near the island in a incident Venezuela
called a deliberate "provocation." The Pentagon said the jet had accidentally
strayed into Venezuelan airspace while experiencing navigation problems.
Venezuela Defense Minister Gustavo Rangel Briceno said Friday's exercise was the
first time in 13 years that such drills were held with live missile fire at sea.
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Featured O&A
Continued from page 1

Guest Comment: Roger Tissot:

"Changing presidents will only

reinforce the perception of

chaos and inefficiency at
Ecuador's most important corporation.
Petroecuador's problems are much deep-
er, but the solutions are limited.
Governments have few options when it
comes to oil production: either they ask
private companies (often foreign) to do
it or they do it themselves through a
national oil company. In between there
are a number of combinations, such as
production-sharing agreements, NOC-
NOC deals, or having the NOC compete
with international oil companies (IOCs).
If the government opts to produce oil
directly, it must ensure that the NOC has
the technical, financial, and management
capabilities to do it. The risk, of course, is
for the government to become depend-
ent on a technical bureaucracy or a
demanding union limiting government
influence over company activities. The
NOC 'political risk' is to see its strategic,
financial, and operational independence
taken away as financial pressures force
the government to over-tax the company
and/or over-scrutinize its investments,
while never being too eager to put the
national budget at risk because of explo-
ration schemes. In this case, the end
result is operational paralysis and the
creation of an entrenched culture within
the company set to avoid government
‘'meddling' but without the strength to
make any relevant strategic decisions.
The government could invite private
companies to invest, but that requires a
minimum level of contractual stability,
in addition to attractive fiscal terms.
Ecuador has been notorious for the lack
of legal and fiscal stability, and its terms
have been deteriorating lately. President
Correa finds himself in an unenviable
position of depending on an increasing-
ly dysfunctional NOC for the country's
output, while IOCs are reluctant to
invest. He should perhaps revise the
entire petroleum strategy, redefine the
country's relationship with IOCs, and
while securing output and royalty rev-
enues from private investments work
toward a deep re-engineering of the
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NOC and not simpler changes at the
top."

Guest Comment: Patrick

Esteruelas: "Petroecuador, a

heavily politicized, slow, and

cash-strapped firm, has had a
very poor track record with few signs of
improvement. The company has seen its
production fall by close to 30 percent
since 1999—before artificially boosting
output through the state's takeover of
Occidental's assets in 2006—due to the
company's heavy dependence on the
state for funding, a lack of technically
qualified personnel, and overly burden-
some and non-transparent procurement
practices. Petroecuador's heavy operat-
ing costs, refining shortages, and fuel
import costs have traditionally prevent-
ed the company from allocating more
than 20 percent of its budget toward
investment and maintenance, resulting
in serious investment shortfalls. To make
matters worse, Petroecuador also suffers
from a very low execution rate, typically
spending no more than 40 percent of its
budget every year. President Rafael
Correa's government has taken some
positive steps to strengthen
Petroecuador, endowing the company
with substantial additional funds and
transferring the burden of financing fuel
imports to the finance ministry.
However, by insisting on handing con-
trol of the company to the navy,
Petroecuador will continue to be
weighed down by overpoliticization and
inexperience."

Jose Valera is a Partner at King ¢
Spalding LLP.

Roger Tissot is an independent energy
consultant and a member of the board of
the Dialogue's weekly Latin America
Energy Advisor.

Patrick Esteruelas is a Latin America
Analyst at the Eurasia Group.
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