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Will Blackouts Become More Frequent in Peru?

Much of Lima, Peru was left in

the dark last Thursday during a

blackout as electricity genera-

tors struggle to keep up with
demand amid torrid economic growth in
the Andean nation. Will blackouts
become more frequent in Peru? Is the
country investing adequately in its energy
infrastructure? What should it do differ-
ently?

Guest Comment: Jose Valera:

"The government attributes the

blackouts of last week to a failure

at the Ventanilla (500 MW) gas-
fired plant in Lima and asserts that no
rationing is planned. In any event, Peru
has very little excess generation capacity at
present to meet growing demand. The sit-
uation is created by economic growth
beyond government and private-sector
projections. The projected demand for gas
in the year 2016, made when the pipeline
that brings gas from the Camisea field to
Lima was first designed, is going to actual-
ly exist before the year 2010. The Peruvian
economy grew 8 percent in 2006, 10 per-
cent in 2007, and 12 percent during the
first quarter of this year. The government
expects that demand for electricity for the
period 2006-2015 will grow at a rate of 7.3
percent annually. Government planners
and the industry as a whole were caught
flat-footed. The rainy season in Peru does
not start until October, and hydroelectric
reservoirs are very low. The government

has asked the operators of the Camisea
pipeline to postpone maintenance until
after the beginning of the rainy season. In
the meantime, transportation capacity at
the pipeline is going to be increased. This
is going to be done in anticipation of the
Peru LNG project commencing operations
in 2010 and to meet increasing domestic
demand. Increased supply of gas from
Camisea will be used by the Kallpa, Chilca,
and Santa Rosa gas-fired power plants cur-
rently under construction. The El Platanal
hydro plant is also under construction,
and the government has streamlined the

QA continued on page 3

Protesters Invade Oil and
Gas Installations in Peru

Protesters this week invaded oil and
gas installations in Peru, including
facilities of state-owned Petroperu, to
protest against oil and gas exploration
in the Amazon. See story on page 3.

Photo: Agencia Andina.
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ENERGY SECTOR BRIEFS

Petrobras Posts 29 Percent
Growth in Second-Quarter Profit

Brazilian national oil company
Petrobras announced Monday that
its second-quarter profit rose by 29
percent over the same quarter in
2007. Higher prices and increased
production brought net income to
8.78 billion reais ($US 5.48 billion)
for the April to June period of 2008
compared with 6.8 billion reais
($4.25 billion) for the second quar-
ter of 2007, the Associated Press
reported. Profits for the first half of
2008 reached a new record at 15.7
billion reais, 44 percent higher than
the same period in 2007.

Chinese Companies Looking
to Bid for Petro-Tech Peruana

Chinese state oil firms, including
CNPC and CNOOC, are preparing
bids for Peruvian oil company
Petro-Tech Peruana that could be
worth as much as $2.5 billion,
Reuters reported on Wednesday, cit-
ing unnamed sources. Petro-Tech,
owned by the US' Offshore
International Group, has shallow-
water offshore blocks in Peru cover-
ing more than 5 million acres. It
only produces small amounts of oil
and gas, but several discoveries
point to greater potential.

Chile's CGE Placing $297 Mn
in Bonds to Refinance Debt

Chile's CGE energy group said
Monday it would place some $297
million worth of bonds on the local
market this week to help it refinance
debt following its purchase of elec-
tricity distributor EMEL last year.
CGE agreed to buy 95.4 percent of
EMEL last September for $600 mil-
lion, making CGE Chile's largest
electricity distributor in terms of
clients.
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Oil & Gas News

Petrobras Buying Esso Chile From
ExxonMobil for $400 Million

Brazilian national oil company Petrobras
announced Friday it bought control of
Chilean fuel distributor Esso Chile
Petrolera from ExxonMobil for $400 mil-
lion. In a press release, Petrobras said the
acquisition would give it a 14 percent share
of Chile's retail fuel distribution market
and 16 percent of the industrial market,
and increase its presence in South America
to 8,315 points of sale il
in six countries. "The S
operation is impor-
tant as it consolidates
Petrobras' position in
the South American
market," Petrobras'
director for interna- Zg|ada

tional  operations, Photo: Petrobras.

Jorge Luiz Zelada, was quoted as saying.
"We had little participation in Chile, a
country where the economy is stable. With
this deal, Petrobras now holds significant
assets there." Earlier this year, Petrobras
had sought to buy ExxonMobil's fuel dis-
tribution business in Brazil, but was beat
out by sugarcane and ethanol producer
Cosan. There has been speculation in the
media in recent months that ExxonMobil

F PR,

was looking to sell its fuel distribution
operations in Chile, as well as in
Argentina, Uruguay, and Paraguay. Esso
Chile has 230 service stations, fuel distri-
bution and sales at 11 airports, and six fuel
distribution terminals, two of which are
joint ventures. Zelada said Petrobras plans
to invest $90 million in Chile over the next
five years. The transaction is expected to
be finalized in the second quarter of next
year.

Ecuador Willing to Mediate
Settlement in Chevron Lawsuit

Ecuador's government is willing to medi-
ate a settlement between Chevron and
30,000 Amazon jungle dwellers suing the
US oil giant for up to $16 billion in envi-
ronmental damages, the Andean nation's
top attorney said Wednesday, according to
Reuters. "We are willing to facilitate an
agreement,” Inspector General Diego
Garcia was quoted as saying. "We are not
part of the process ... the message is that
we will only step in as a facilitator if both
sides want us to." The plaintiffs filed the
lawsuit in the early 1990s, accusing former
US oil company Texaco, which Chevron
acquired in 2001, of polluting the jungle
and harming their health by dumping 18
billion gallons of contaminated water
from 1972 to 1992. Chevron has called the
suit a "judicial farce” and accused the gov-

and industrial fuels business.

itable growth."

ital sold.

Chevron Selling Fuels Marketing Business in Brazil to Ultrapar for $730 Mn

US oil giant Chevron announced Thursday it agreed to sell its fuels marketing business
in Brazil to local fuel distributor Ultrapar for some $730 million.

In a press release, Chevron said that under the terms of the agreement, Ultrapar will
acquire a network of approximately 2,000 service stations operating under the Texaco
brand, an equity interest in associated terminal operations, and Chevron's commercial

"The proposed sale of our retail fuels marketing operations in Brazil is consistent with
our ongoing effort to concentrate downstream resources and capital on strategic glob-
al assets," Chevron's executive vice president for global downstream operations, Mike
Wirth, was quoted as saying in the release. "By restructuring our worldwide portfolio,
we intend to reduce capital employed, deliver stronger returns, and achieve more prof-

Chevron said that the sale price is subject to a working capital adjustment and that the
final amount will vary based on exchange rate fluctuations and the actual working cap-
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ernment of siding with the plaintiffs. The
oil company has argued that it was
released from any liability because it paid
$40 million for an environmental cleanup
in the 1990s, and blames state oil compa-
ny Petroecuador for much of the pollu-
tion. The plaintiffs have accused Chevron
of pressuring the Ecuadorean government
to promote a settlement of the case by lob-
bying the US government not to renew
key trade preference tariffs for Ecuador.
Neither side has ruled out a settlement of
the lawsuit, although experts say one is
unlikely, according to the AP.

Petroperu Suspends Oil Flow
Through Pipeline Due to Protests

State-run Petroperu said Thursday it has
halted the flow of oil through a pipeline in
northern Peru due to protests by indige-
nous people against gas and oil explo-
ration in the Amazon region of the coun-
try, Reuters reported. Petroperu President
Cesar Gutierrez said the stoppage of the
Norperuano pipeline, which transports
27,000 barrels of oil per day from the
Amazon jungle to the Talara oil refinery
on Peru's northern coast, was a precau-
tionary measure. Gutierrez told reporters
the refinery has enough reserves to last 10
days. On Wednesday, Peruvian Energy
Minister Juan Valdivia accused protesters
of tampering with pipelines administered
by Transportadora de Gas del Peru. On
Monday, protesters invaded and occupied
natural gas fields operated by Argentina's
Pluspetrol, forcing the company to stop
work on one of its lots. Pluspetrol said
production had not been affected by the
protests. The protesters, who also seized
an electricity generator owned by Duke
Energy, are upset by recent laws passed to
promote investment in the Amazon,
according to Reuters. Officials said
Thursday that some protesters had agreed
to enter into dialogue with the govern-
ment to discuss their grievances.

Shell Agrees to Sell Stake in
Transredes to Bolivian Government

Royal Dutch Shell agreed last Friday to
sell its stake in Bolivian natural gas
pipeline operator Transredes to the gov-
ernment, Bolivian Hydrocarbons Minister
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process to award concessions for addi-
tional hydroelectric plants and transmis-
sion infrastructure. Fortunately for Peru,
it offers an attractive legal framework for
private-sector investments and there are
numerous projects on the drawing board
to bring more gas production on line,
expand gas and electric transportation
infrastructure, and increase generation
capacity, both gas-fired and hydroelec-
tric. The government understands that
economic growth and employment are
mainly the result of investment by the
private sector, and it is not standing in
the way of supply and demand finding a
comfortable balance. The current situa-
tion should be short-lived."

Board Comment: Roger Tissot:

"Peru is the latest victim of the

challenge of electricity deregu-

lation and privatization adopt-
ed during the 1990s. Although the dereg-
ulation and privatization of the electrici-
ty industry has brought marked
improvement, as Professor Malcolm
Keay wrote in his excellent book, The
Dynamics of Power, 'there is neither con-
vincing practical nor a strong theoretical
model of liberalized market capable of
generating new investment of the scale
and type needed in developing countries,
which are still in process of electrifica-
tion." In the case of Peru, one could
'blame' previous governments' lack of
foresight for not mandating the con-
struction of a bigger pipeline moving gas

from Camisea to Lima to ensure the sup-
ply of the domestic market, while focus-
ing on the LNG export project. One
could also blame the poor pricing poli-
cies adopted at the time, which discour-
aged the development of more energy-
efficient combine cycle power plants
and/or hydroelectricity. However, in the
1990s few ever imagined we would have
oil prices flirting with $150 or even $200,
as some banks have forecasted. Finally,

€€ peru is the latest victim of
the challenge of electricity

deregulation and privatization

adopted during the 1990s.”?

— Roger Tissot

one could blame the weather, since lack
of rain has also impacted hydroelectric
plants. But a key issue resulting from the
Peruvian experience is that during the
privatization process governments lost
their ability to do proper and credible
planning exercises. A similar problem
occurred in Argentina, with drastic con-
sequences. The Peruvian government
appears willing to rebuild the ministry's
planning capabilities, which is a very
encouraging development. Of course,
the objective is not to develop a 'central

Q&A continued on page 6

Carlos Villegas said, according to the
Associated Press. Financial terms of the
"friendly,” preliminary agreement were
not released, and Shell's local representa-
tive, Jose Maria Linardi, said a final deal
would be signed in two weeks, according
to the report. Shell and Ashmore Energy
International control a majority share in
Transredes. Ashmore, which reportedly
has been asking the government for $500
million for its stake in Transredes, has not
reached a deal with the government. Last
month, the government decreed the

takeover of Transredes, saying it would
pay Shell and Ashmore a total of $240 mil-
lion for their stakes.

Peru Reduces Fuel Subsidies in
Line With Fall in Global Oil Prices

The Peruvian government said Tuesday it
would reduce fuel subsidies by one-third
to 51 million soles ($US 17.5 million) per
week, amid expectations that gasoline
prices will fall in line with declining glob-
al oil prices, Reuters reported. In the wake
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of the subsidy cut, the second this year,
state energy company Petroperu said that
at the refinery level it would raise prices
for 84 octane gasoline by 0.64 soles per
gallon, 0.48 soles per gallon for diesel
mainly used by buses and industries, and
1.01 soles per gallon for two types of
industrial oils. Higher-octane gasoline will
not be receiving any subsidies. The
increases come as Peru battles to contain
surging inflation, fueled by rising food
and energy prices. Inflation for the 12
months through July was 5.79 percent,
according to Reuters. In other Peru news,
President Alan Garcia on Wednesday
sought to ease concerns over two electric-
ity blackouts in the past two weeks, saying
there is no energy crisis in the Andean
nation, Reuters reported. Garcia attrib-
uted the blackouts to a lack of rain, which
have led to declining reservoir levels at
hydroelectric plants. Peru has large natu-
ral gas reserves capable of feeding power
plants, but it has few pipelines to trans-
port the gas. A wider pipeline into the cap-
ital city of Lima, which would increase
power reserves, is not expected to be ready
for another year. [Editor's note: see related
Q&A on page 1.]

Power Sector News

Brazil Approves Environmental
License for Hydroelectric Dam

Brazil's environment minister, Carlos
Ming, said Monday he approved a license
for the planned 3,150-megawatt Santo
Antonio hydroelectric dam in the western
Amazon state of Rondonia, but attached
stringent conditions to protect Indian
reservations and nature preserves, Reuters
reported. Minc said the license for the
dam, one of two planned for the Madeira
River in Rondonia, is contingent upon
implementation of some 40 pro-environ-
ment provisions, including millions of
dollars of investments in equipment for
fire fighters, environmental police, and
sewage treatment for the state capital,
Porto Velho. However, environmental
groups Friends of the Earth, Amazonia,
and International Rivers on Monday
accused Brazil's environmental authorities
of "approving a mitigation plan which will
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do little" to lessen the dam's impact "on
the region's biodiversity, and on river
bank communities, including indigenous
tribes living close to the reservoir area,"
the AP reported. Environmentalists say
the two planned dams violate the Equator
Principles on project finance that were
signed by several banks potentially fund-
ing the projects, possibly opening the way
for legal challenges, according to Reuters.
In December, the government auctioned
off the rights to build the Santo Antonio
dam to a consortium that includes

Brazilian conglomerate Odebrecht and
state-owned electricity company Furnas.
The dam is expected to cost 9.5 billion
reais (US$5.9 billion) and go into opera-
tion in 2012. The other dam, the Jirau
project, was awarded to a separate consor-
tium called Enersus, and is expected to
cost $7.1 billion. However, Odebrecht and
Enersus have been locked in a dispute over
the proximity of the two dams, and have
threatened legal action, which could delay
construction. This week, Brazil's govern-
ment threatened to reopen the auctions or
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take over the projects through state-con-
trolled generator Eletrobras if Enersus
and Odebrecht did not resolve their differ-
ences, according to Reuters.

Brazil's CPFL Reports 11 Percent
Drop in Second-Quarter Profit

Brazilian electricity distributor CPFL
Energia on Tuesday posted a 329 million-
real second-quarter profit, down 11 per-
cent from the same period of 2007,
Bloomberg News reported. The drop in
net income came after electricity regulator
Aneel cut the rate the company can charge
most consumers by 7.14 percent at the
beginning of April. Net sales rose 3.9 per-
cent to 2.31 billion reais from 2.22 billion
reais a year earlier, according to a state-
ment sent to Brazil's securities regulator.
In related news, local shares in Brazil's
electric utilities fell the most in six months
on Monday as slowing inflation reduced
the attractiveness of the utilities for
investors, Bloomberg News reported. The
decline came after Brazil's Central Bank
published a survey in which economists
lowered their inflation forecast for this
year to 6.45 percent from a previous esti-
mate of 6.54 percent. Electric utilities in
Brazil are allowed adjust their rates annu-
ally and pass on higher costs to customers
based on some inflation measures.

Political News

Morales Survives Recall Vote; Two
Opposition Governors Qusted

Bolivian President Evo Morales easily sur-
vived a recall referendum on Sunday,
while one pro-Morales and two opposi-
tion governors did not, the Associated
Press reported, citing unofficial results.
Morales, who proposed the recall vote last
year in an effort to undermine opposition
governors who have challenged his eco-
nomic and constitutional reforms, won 62
percent support, according to the results,
well above the minimum 46.3 percent he
needed to win and the 53.7 percent sup-
port with which he was elected president
in December 2005. Three governors did
not survive the recall vote, including two
opposition governors—Jose Luis Paredes
of La Paz province and Manfred Reyes of

Copyright © 2008, Inter-American Dialogue

Cochabamba province. Eight of the South
American nation's nine governors were
subject to the recall vote. The governors of
four eastern provinces—Beni, Pando,
Santa Cruz, and Tarija—that earlier this
year approved greater autonomy from the
central government—easily survived the
referendum. At the heart of the dispute
with the four eastern governors is control
over their provinces' vast natural gas
wealth, as well as constitutional reforms
and a controversial land reform proposal
being pushed by Morales. In his victory
speech on Sunday, the Bolivian president
said the results of the recall vote were an
endorsement of his efforts to "move for-
ward with the recovery of our natural
resources." Analysts say, however, that the
recall vote may have only entrenched both
sides even further, making a negotiated
settlement all the more difficult.

Economic News

S&P Lowers Ratings on Argentina,
Citing "Economic Challenges"

Standard & Poor's announced Monday
that it lowered its credit ratings for
Argentina, citing "increasing economic
challenges" in the South American nation.
"The downgrade reflects Argentina's
increasing economic challenges," S&P
credit analyst Sebastian Briozzo was quot-
ed as saying in the press release. "In partic-
ular, inflation and fiscal and financial
strain have increased while the likelihood
of the government taking prompt correc-
tive measures to staunch the loss of credit-
worthiness remains low." S&P said it
would be increasingly difficult for the gov-
ernment to tighten fiscal policy and con-
tain inflation—estimated unofficially to
be running at 24-28 percent—given the
declining popularity of President Cristina
Fernandez and congressional elections
next year. The downgrade comes amid a
decline in Argentine bonds, which
widened last Friday to their highest level
since the country's 2005 restructuring of
its defaulted debt. Other ratings agencies
are also contemplating action. Last week,
Moody's Investors Service credit analyst
Gabriel Torres said Moody's expects to
review its positive outlook for Argentina's
credit rating in the coming weeks.

POLITICAL & ECONOMIC BRIEFS

Petition Calls for Re-election
of Uribe to Third Straight Term

Supporters of Colombian President
Alvaro Uribe on Monday handed in
five million signatures petitioning
for a referendum to allow Uribe to
run for a third straight term, Reuters
reported. Uribe, who was re-elected
to a second four-year term in 2006
after his allies in Congress approved
a constitutional amendment, has not
said whether he will run again. He
remains very popular in Colombia,
although critics worry a third term
could undermine democratic insti-
tutions.

Bolivia, Libya to Establish
Diplomatic Relations

Bolivia and Libya agreed on
Wednesday to establish formal
diplomatic ties in an effort to jointly
develop energy resources in both
countries, the Associated Press
reported. Bolivian Foreign Minister
David Choquehuanca said his coun-
try, which has significant natural gas
reserves, could use Libya's help in
expanding its energy sector, given
the North African country's exten-
sive oil industry.

US Residents Fined for Stocking
Up on Cheap Mexican Diesel

Officials in the Mexican border
town of Ciudad Acuna said Friday
they fined four US residents for car-
rying cheap Mexican diesel fuel, the
Associated Press reported. Although
US motorists are allowed to fill up
their own tanks while across the
border, the drivers in question were
accused of carrying extra fuel con-
tainers, which violates customs laws
and possibly safety standards. In
Mexico, government-subsidized
diesel fuel costs $2.25 per gallon on
average, about half the US price.
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planning' function, but one that pro-
vides credible supply and demand fore-
casts able to inform the market and pol-
icymakers of future risks according to
different scenarios based on credible
assumptions.”

Guest Comment: Mark Thurber

& Evan Williams: "Peru's pro-

jected 200 MW deficit of elec-

tricity will likely require an
investment of $553 million to satisfy.
Existing hydroelectric plants are already
running at nearly 80 percent of capacity,
and most of Peru's thermoelectric plants
are not able to deliver additional energy
as well, as evidenced by the recent black-
out. One existing infrastructure problem
is that many of Peru's thermoelectric
plants are fueled by natural gas, a result
of low historical natural gas prices (in
comparison to other fuels) and the
Camisea project. With the rise in petro-
leum prices, natural gas still remains a
cost-effective source for a portion of
Peru’s energy needs; however, infrastruc-
ture improvements to Peru's natural gas
pipelines are needed in order to ensure
adequate supply to existing and future
gas-fired generation facilities. Peru's
ministry of energy and mines has already
announced plans for the expansion of
the existing pipelines from 290 million
cubic feet per day (mcfd) to 450 mcfd by
the year 2010, and there are plans for a
total expansion of up to 1,000 mcfd by
2014. Adequate funding of these plans
will ensure that Peru's gas-fired plants
are able to obtain the fuel needed to
operate. Expansion of Peru's pipelines,
however, will not be enough; new gener-
ation facilities will need to be construct-
ed. Although some 20 new hydroelectric
projects and eight thermoelectric proj-
ects have requested concessions from the
ministry of energy and mines, none of
their requests have been granted.
Continued regulatory delays in the
development of these projects, which
could potentially provide the additional
200 MW needed, will create significant
challenges for placing these facilities on-
line."
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Guest Comment: Maria Velez

de Berliner: "Peru's investment

in power generation will be

about $553 million in 2008.
Total investment in the sector for 2003-
2008 will be about $3 billion. However,
the electricity sector retains a central
weakness: it is mostly hydroelectric. A
dry season and peak demand increase
the frequency of shortages or mandated
rationing. Restrictions on the diversion
of water to power generation caused
Mantaro Hydroelectric to reduce supply
by 17 percent. The TGP (Transportadora
de Gas del Peru) pipeline is insufficient
to support estimated growth of 10.1 per-
cent in August 2008. The expansion of
TGP will go online only in mid-to-late
2009. Therefore, President Garcia and
[electricity network body] COES have
two sensitive political choices, and a
third less so: 1) force major industrial
users and wealthy households to increase
their own generating capacity; 2) divert
the rural electrification program to
urban and industrial usage; and 3) devel-
op alternative energy sources: solar,
wind, biomass, and even nuclear.
Choices one and two will raise produc-
tion costs and decrease productivity.
Two million rural poor may block roads
if deprived, temporarily, of rural electri-
fication, and social discontent among
unions and voters will grow. Choice
three might skirt political backlash, but it
is costly and will take time."

Jose Valera is a Partner at King ¢
Spalding LLP.

Roger Tissot is a member of the Energy
Advisor board and an independent con-
sultant.

Mark Thurber is a Partner and Evan
Williams is an Associate at Andrews
Kurth LLP.

Maria Velez de Berliner is President of
Latin Intelligence Corporation.
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