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Can Bolivia Double its Natural Gas Reserves with 'Plan 100'?

Late last month, Bolivia revealed

ambitious plans to double its

natural gas reserves in the next

four years, in part counting on
foreign countries to make multi-million-
dollar investments in the impoverished
but gas-rich nation. What are the chances
that "Plan 100" will succeed? What fac-
tors will make it work, or stand in its
way?

Board Comment: Garrett Soden:

"It is really not a question of

whether Bolivia can increase its

natural gas reserves, but whether
it can attract the necessary foreign invest-
ment and create the political will to mon-
etize its existing reserves given the rising
competition from other more reliable
sources of natural gas. Bolivia already has
the second largest natural gas reserves in
South America after Venezuela. However,
the development of these reserves is limit-
ed by Bolivia's geography, politics and
demographics. Bolivia is a landlocked
country and therefore unable to partici-
pate in the liquefied natural gas (LNG)
market unless it partners with a neighbor-
ing country. If it is left out of the LNG
market to the west [in Chile and Peru],
Bolivia will continue to be dependent on
exporting its natural gas by pipeline to
Brazil and Argentina. But Bolivia faces
increased competition from other sources
of supply. Brazil's domestic production is
increasing, the LNG market is developing

in the Atlantic, and a pipeline ring is being
proposed around Bolivia to further inte-
grate the Southern Cone and to lessen
Brazil's dependence on Bolivian natural
gas. Bolivia cannot fulfill its current natu-
ral gas export contracts with Brazil and
Argentina because of falling investment
and limited pipeline capacity. The con-
frontational politics of resource national-
ism and the 2006 re-nationalization of the
hydrocarbons sector have discouraged for-

Q&A continued on page 4

Violence Continues Across
Bolivia, Gas Exports Reduced

Protesters storming a market in the
Bolivian city of Tarija. In a separate inci-
dent, opposition activists reportedly
shot and killed eight people in the
northeastern Pando province.
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ENERGY SECTOR BRIEFS

Argentines Consume Less
Electricity Due To Warmer Temps

Electricity consumption in
Argentina decreased by 0.9 percent
year-on-year in August, due largely
to warmer temperatures during the
Southern hemisphere winter, report-
ed Reuters on Thursday. Buenos
Aires experienced the greatest
decrease in consumption at 3.1 per-
cent lower than the previous August.
Overall, electricity consumption in
Argentina up to the present has
experienced a 2.1 increase over last
year, according to the report.

Brazil's Cosan Reports $29.3
Million Loss in Q1 of FY2009

Brazil's Cosan reported a net loss of
$29.3 million in the first quarter of
its fiscal year, which begins in May
with the sugar cane harvesting cycle.
Brazil's largest sugar cane and
ethanol group in a statement said "a
bad beginning of harvest," decline in
ethanol prices, unfavorable exchange
rates, and inflation put pressure on
its short term results. Cosan's earn-
ings before interest, taxes, deprecia-
tion, and amortization (EBITDA)
decreased to $14.6 million in Q1
from $25.7 million the previous
year.

Larsen & Toubro Wins $160
Million Petrobras Contract

India's Larsen & Toubro Limited said
Wednesday it won a $160 million
order from Brazilian national oil
company Petrobras to manufacture
and supply components for a refin-
ery project in Brazil. The deal, which
involves ten hydrotreating reactors
and twelve coke drums that will be
delivered in the company's 2010-11
financial year, marks the largest
order ever received by L&T from
South America, the company said in
a statement.
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Oil & Gas News

Bolivia Kicks Out US Ambassador as
Gas Supplies Cut by Protesters

Bolivian President Evo Morales on
Wednesday ordered US ambassador Philip
S. Goldberg to leave the country, accusing
the US of supporting violent protests in
gas-rich provinces that have escalated this

Goldberg
Photo: US State Department.

week. Bolivian officials have called the lat-
est protests a "civilian coup." "We do not
want people here who conspire against
democracy," Morales said Wednesday in a
government statement. Unrest and vio-
lence have escalated by the day this week.
On Wednesday a pipeline in the southern
province of Tarija that carries natural gas
to Brazil was attacked and cut. By
Thursday afternoon a spokesman for
pipeline operator Transierra said gas sup-
plies had largely been restored, operating
at a rate of 14 million cubic meters per day
as opposed to the usual 17 million cubic
meters per day, Reuters reported. Bolivia
on Thursday also cut off its natural gas
exports to Argentina. Anti-government
protesters took over a control station along
a pipeline run by state oil and gas firm
YPFB, which was closed by technicians
"for security reasons" after protesters took
over the pumping station in the city of
Yacuiba, a spokesperson at YPFB said. The
closure affected the transit of at least 1
million cubic meters of gas per day that
Bolivia sends to its southern neighbor.
Brazil defended the Morales government
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Thursday, saying it "will not recognize any
attempt at a government that would sub-
stitute a constitutional government in
Bolivia," Brazilian presidential advisor
Aurelio Garcia said when asked if Brazil
would send troops to aid Evo Morales. In
related news, US officials blasted the
Morales government Thursday for kicking
the US ambassador out of the country
amid the unrest. The US State Department
ordered the expulsion of Bolivia's ambas-
sador to Washington, Gustavo Guzman,
after saying that Bolivian President Evo
Morales made a "grave error that has seri-
ously damaged" ties, AFP reported.
Venezuelan President Hugo Chavez, a key
ally of Morales, fired back by expelling the
US Ambassador from his country.
[Editor's note: see related story under
Political News starting on page 4.]

Mexico Plans to Phase Out Gasoline
Subsidies by 2010, Carstens Says

Mexico's government proposes to increase
the price of gasoline sold by state-owned
oil monopoly Pemex on a weekly basis
until it reaches average international mar-
ket rates in 2010, Finance Minister Agustin
Carstens said Tuesday, Bloomberg News
reported. Carstens said in an interview on
Televisa television Tuesday that phasing
out subsidies by 43 percent next year
would put 138 billion pesos (US$13.1 bil-
lion) back into other sectors of the econo-
my. "We are proposing to reduce the sub-
sidy to free the country's budget and to

Consensus is building that the sub-
sidies are putting an unsustainable

burden on Mexico's fiscal accounts.

give a benefit to all the other sectors of the
economy," Carstens said, according to the
report. Already this year, President Felipe
Calderon's government has experimented
with increasing gasoline prices, which are
currently about a dollar below prices
across the border in the United States. Gas
subsidies have been considered the hot
potato of Mexican politics, with elected
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Mark Thurber Joins the Energy Advisor Board

The Latin America Energy Advisor is pleased to announce
that Mark Thurber has joined the Board of Advisors. Mr.
Thurber is a Partner at Andrews Kurth LLP.

Mr. Thurber's practice focuses on energy and infrastruc-
ture transaction issues and related matters. Mr. Thurber
has represented numerous clients in the electrical generat-
ing, LNG, wind and coal industries. He also has represent-
ed clients in negotiating electricity trading contracts in
nascent trading environments and developing generating assets to support trading
positions. He has prepared and negotiated numerous agreements, including those
covering construction; fuel supply and transportation, including LNG; power pur-
chase; and operation and maintenance.

In addition to work on behalf of developers and investors, Mr. Thurber has repre-
sented a variety of financial institutions, including lenders, investment banks, and
other capital providers and arrangers, in connection with financing a variety of
domestic and foreign infrastructure projects and acquisitions, both on a non-recourse
and balance sheet basis. Mark has led and participated in a comprehensive range of
electricity and gas transactions, including stock and asset divestitures, financings and

joint venture arrangements.

Mr. Thurber holds a JD from Columbia University and was articles editor for the
Columbia Business Law Review. He holds an MBA and BA from Brigham Young

University.

officials wary of being labeled insensitive
to the needs of poor people to buy afford-
able gas. Consensus is building, however,
that the subsidies are putting an unsus-
tainable burden on Mexico's fiscal
accounts. Oil output at Pemex continues
to be flat despite high prices for crude, and
the saved revenue from the subsidies
could be put into new exploration expens-
es at Pemex and other uses. Congressional
opposition to Carsten's plan may thwart
the effort, however. Some politicians
opposed to cutting the subsidy have
argued that inflation, already on the rise,
would rise if the subsidy were removed.
[Editor's note: see related Q&A in the June
12, 2008 issue of the Dialogue's weekly
Energy Advisor.]

BG Group Finds New Oil in Brazil,
Stock Rises Further on News

The UK's BG Group announced
Thursday it had discovered another
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deposit of crude oil in Brazil, according to
a Web site press release. The multi-billion-
barrel Iara field off the coast of Brazil sent
the share price of BG Group soaring 4.27
percent Thursday. "The well discovered a
particularly thick Sag reservoir interval
with excellent porosity...This is another
first class reservoir discovered in the
Santos Basin in which BG Group has sev-
eral interests," the company said in a state-
ment. Gross recoverable volumes are esti-
mated at between 3 billion and 4 billion
barrels of oil equivalent, according to the
report. BG owns a quarter share of Iara,
which represents BG's sixth consecutive
drilling success in the deep water, pre-salt
Santos Basin since drilling began in 2005.

Peru Oil and Gas Auctions Draw
Strong Asian Company Bidding

Peru on Wednesday auctioned off 17 oil
and natural gas exploration blocs as part
of its effort to capture $10 billion in
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investment in the energy sector. In this
week's round of bidding, the largest round
for exploration rights, India's Reliance
Industries Ltd., Jindal Steel & Power,
China National Petroleum Corp., South
Korea's Kedcom Co. and Vietnam Oil &
Gas Group were among the companies
from Asia that were awarded licenses.
Other companies picking up blocks
included the UK's Emerald Energy Plc,
Dublin-based Pan Andean Resources Plc,
and US-owned Petro-Tech Peruana SA,
Bloomberg News reported. State oil com-
pany Petroperu said in a separate state-
ment that after 16 years it will also join the
exploration wave in the country by taking
blocks with Norway's Discover Petroleum
AS and one with Reliance, CNPC and
Argentina's Pluspetrol.

Power Sector News

Brazil, Argentina Launch New Power
Project, Sign Other Bilateral Deals

Brazil and Argentina Monday agreed to
start the bidding process on a $2 billion
joint hydroelectric project, one of several
cooperative deals discussed during a visit
by Argentine President Cristina Fernandez
to neighboring Brazil, reported Reuters.
Fernandez and her Brazilian counterpart
Luiz Inacio Lula da Silva agreed to hold
bidding within 24 months for a 2,000 MW
hydroelectric plant on the Uruguay River.
They also signed a currency pact to use
local currencies instead of the dollar for
bilateral trade, which will reach $30 bil-
lion this year. Argentina and Brazil split on
negotiating strategies at the latest install-
ment of the Doha round of trade talks, but
are now looking to establish a unified
front to negotiate bilateral trade deals
between Mercosur—the customs union
that also includes Uruguay and
Paraguay—and other trade blocs like the
European Union and the Association of
Southeast Asian Nations.

Chile's Ecopower Plans
140 MW Wind Energy Park

Chilean alternative energy company

Ecopower plans to build a $300 million
wind park in Chiloe that will generate 140

Page 3 of 6


http://www.thedialogue.org/uploads/LAA/Energy/2008/LEA080612.pdf

Inter-American Dialogue’s Latin America Energy Advisor

MW, according to local daily EI Mercurio.
In November, the company will submit its
environmental impact plan to Chile's
National Environment Commission
(Conama), according to Julio Albarran,
Ecopower's Chilean partner. "We've
already raised the necessary capital," said
Albarran. "We are in this [approval]
process, and if the wind conditions are
permanent, it could generate up to 140
MW." Conama is currently evaluating
three wind energy projects, including a
500 MW complex planned by Chile's
Haciendas Talinay and Spain’s Grupo
Enhol. In addition to wind projects
already approved, this represents an
investment of $1.98 billion, including the
Ecopower proposal. Chile currently has
only two wind parks in operation, which
produce a little over 20 MW. [Editor's
note: see related Q&A in the August 8,
2008 issue of the Dialogue's weekly Energy
Adbvisor.]

Political News

Venezuelan President Expels
United States Ambassador

President Hugo Chavez said Thursday the
US ambassador to Venezuela has 72 hours
to leave the country. Chavez said he is ask-
ing Ambassador Patrick Duddy to leave, in
part, to show solidarity with Bolivian
President Evo Morales, who expelled
Washington's envoy in La Paz on
Wednesday. Chavez also said his agents
had detained a group of allegedly US-
linked conspirators in a plot to overthrow
him, according the presidency's Web site.
Chavez accused the media of not report-
ing on the coup attempt, which his
Interior Minister said may have included
an assassination attempt. The US State
Department said Friday that it is con-
cerned about Duddy's removal, and is
watching especially closely new military
operations planned this fall between
Russia and Venezuela in the region. "It is
something that we will watch very closely,
as we have with the movements of other
military assets for the stated purpose of
this joint exercise," State Department
spokesman Sean McCormack said
Thursday, according to AFP. Chavez
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Featured Q&A
Continued from page 1

eign investment. The required investment
to develop the current reserves, to build
the necessary infrastructure and ulti-
mately to find new reserves in Bolivia will
not happen within the current regulatory,
legal and fiscal uncertainty. This situation
is further complicated by Bolivia's cur-
rent political stalemate between the ener-
gy-rich eastern regions pushing for
autonomy and the poorer western
regions where the local population would
prefer to keep Bolivia's resources in the
ground rather than risk perceived
exploitation by foreigners and seemingly
corrupt politicians (as seen historically
with the Potosi mine). The natural gas sit-
uation in Bolivia is the classic debate over
economic rent between foreign compa-
nies, governments and the local popula-
tion. International companies will need
legal, regulatory and tax incentives to
invest (although politically-aligned state
companies may sign agreements).
International institutions will likely be
needed to ensure transparency in the
allocation of gas revenues (as seen in the
Chad-Cameroon pipeline). But the local
population will not support developing
Bolivia's natural gas resources unless
there is a tangible benefit for the people
(as seen in Alaska with its Permanent
Fund). I expect Plan 100 to be delayed."

Guest Comment: Francesco

Zaratti: "State-run YPFB's Plan

100 (2008-2015) seeks to raise

production levels to 100 million
cubic meters per day of natural gas (cur-
rently at 40 million cubic meters per day)
and 100,000 barrels per day of crude oil
(currently at 40,000 bpd) through an
investment plan that will reach $8.3 bil-
lion, only on upstream. The positive thing
about Plan 100 is that it lays out a detailed
plan, field by field, covering exploration
and exploitation, over a period of 7 years,
given that the state controls the entire
chain of production of hydrocarbons.
However, this plan lacks credibility
because, in the first place, it doesn't take
into account the real reserves of hydro-

carbons, which according to estimates by
the companies that operate the installa-
tions, don't even reach 30 percent of the
assessed value (48 trillion cubic feet in
2005). Then there is the exaggerated opti-
mism in the growth of regional markets,
if one takes into account the notable
delays in the GNEA project of sales to
Argentina, and the decision by Brazil to
forgo an increase in the gas volumes list-
ed in its contracts. Along the same line,

““The energy scenario in Bolivia
is beginning to resemble that of

Nigeria where regional, class and
ethnic cleavages have long coa-

lesced around the geography of

hydrocarbons.”’

— Paul Isbell

the regional LNG projects, begun in large
part because of the uncertainty that
Bolivia brought to the market, are
decreasing the country's market share.
Finally, the plan shows an exaggerated
confidence in the professional compe-
tence and financing capacity of YPFB to
carry out projects that require great
expertise."

Guest Comment: Paul Isbell:
"There are good reasons to be
skeptical that Bolivia'0s new
'Plan 100" will succeed in
achieving its stated objective of doubling
the country's natural gas reserves.
Bolivian reserves have already increased
dramatically—some six-fold in the last ten
years. However, most of this came not
during the most recent years during
which oil and gas prices have risen signif-
icantly (and should have stimulated more
investment in exploration and develop-

Continued on page 6
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recalled his ambassador from Washington,
Bernardo Alvarez, and said he won't send
another until after the US presidential
elections in November, Bloomberg News
reported.

JP Morgan Increases Brazil Growth
Forecast to 5.2 Percent for 2008

New York-based JP Morgan on
Wednesday increased its economic growth
forecast for Brazil in 2008 to 5.2 percent.
Stronger-than-expected second quarter
domestic demand prompted the move,
the bank said in a research note. JP

Copyright © 2008, Inter-American Dialogue

Morgan had been forecasting 4.9 percent
growth in Brazil, South America's largest
economy. GDP accelerated 6.5 percent in
the second quarter compared to the first,
up from 3.4 percent in the first quarter. JP
Morgan said it will maintain its full-year
2009 growth forecast for Brazil at 3.8 per-
cent. While growth in Japan, Europe and
the US has been flat in recent months,
Brazil has continued to grow, fueled by
high commodity prices and careful central
bank policies, the bank said. Inflation has
remained relatively in check, with CPI
data staying within central bank target
bands for the past several quarters.

Russian Bombers Land in
Venezuela in Show of Force

The Russian Defense Ministry said
Wednesday that two Russian Tu-160
long-range strategic bombers landed
in Venezuela Tuesday night, wire
services reported. The bombers will
remain in Venezuela for several days
for training flights over neutral
waters before they return to their
base in Russia, according to the
report. Venezuelan President Hugo
Chavez had said last week that
Russian warplanes would be wel-
comed in Venezuela if they wanted
to land there in the course of global
operations.

Mexico Annual Inflation Rises
to 5.57 Percent in August

Mexico's annual inflation rate rose
to 5.57 percent in the month of
August, an increase of 0.18 percent-
age points compared to the previous
month, according to figures released
on Tuesday by the central bank.
Overall, prices rose by 0.58 percent
in August, when increases in elec-
tricity, gasoline, and education are
taken into consideration. The rate of
inflation in August is the fastest
annual pace in more than five years.

Colombian Officials Focusing on
Lame Duck Congress for FTA Vote

Colombian officials will lobby
Congress to approve its free trade
agreement with the United States
during the "lame duck" legislative
session after the November 4 elec-
tions and before the end of the year,
Reuters reported. The Bush
Administration has said that
Colombia will be the first of the
trade agreements that will be put
before Congress, before less contro-
versial pending agreements with
Panama and South Korea.
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ment), but rather during the earlier peri-
od from 1997 to 2002 when Bolivia's gas
industry enjoyed strong inflows of
investment, at least partly as a result of
the earlier privatization of the sector.
Since 2003, paradoxically, reserves have
remained flat, and may have even
declined slightly. The energy scenario in
Bolivia is beginning to resemble that of
Nigeria where regional, class and ethnic
cleavages have long coalesced around the
geography of hydrocarbons to produce
an explosive mixture of regional and eth-
nic patronage and local sabotage. The
ultimate result is a society plagued by
various aspects of the 'resource curse' at
best, and secession attempts and civil
war at worst. This is hardly conducive to
a surge in foreign gas investment, to say
nothing of an actual increase in produc-
tion. To expect a Repsol or a Petrobras to
invest upward of $1 billion a year, a
result Bolivia hopes to see from 'Plan
100', is somewhat far-fetched. Still,
Morales' people might be hoping that
other national oil and gas companies
(NOCs) will step into to fill the invest-
ment gap. But do we honestly expect
PDVSA to successfully develop Bolivian
gas when its own oil production is stag-
nant and its gas reserves remain undevel-
oped? Will Gazprom really choose
Bolivia as its first international destina-
tion for significant investments in the
upstream? The National Iranian Oil
Company or the Chinese? These would
be exceptional developments, indeed,
but they remain long shots. No one
should expect anything but stagnation or
chaos in Bolivia's hydrocarbon sector, at
least until the country's internal conflicts
begin to be resolved."

Guest Comment: RoseAnne
Franco: "While there clearly
will be a concerted effort in the
upcoming months to boost
natural gas production in existing fields
by Total and Repsol YPE, the ambitious
doubling of gas reserves to 100 TCF is
doubtful. Firstly, La Paz is counting on
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substantial foreign investment from
international oil companies with little
incentive to sink substantial new invest-
ment and national oil company (NOC)
allies with more pressing energy agendas
at home. Regulatory volatility, most evi-
dent in the May 2006 nationalization of
the energy industry, and growing politi-
cal unrest, fueled by heightened polar-
ization, serve as considerable deterrents
to investment. Moreover, much of the
political turmoil is increasingly occur-
ring in precisely those departments with
the most hydrocarbon potential—Tarija
and Santa Cruz. Conversely, private
companies observe neighboring Brazil
and Peru—countries that not only house
important gas reserves, but also possess
secure sea access and hence LNG export
potential. Second, substantial invest-
ments by state companies are also
unlikely as Venezuela's PDVSA is over-
stretched and Petrobras has its own sub-
salt discoveries to develop. Lastly, YPFB
does not have the financial or technical
means to pursue such ambitious targets
on its own. Current export markets,
namely Argentina and Brazil, appear to
be operating with the same pessimistic
forecasts as they actively secure more
reliable LNG supply overseas and accel-
erate exploratory activities at home."

Garrett Soden is a member of the Energy
Advisor board and CFO of PetroFalcon
Corp.

Francesco Zaratti is an energy analyst in
Bolivia.

Paul Ishell is the Director of the Energy
Program at the Elcano Royal Institute for
International and Strategic Studies in
Madrid and a Visiting Senior Fellow at
the Inter-American Dialogue.

RoseAnne Franco is Lead Analyst in the
Latin America Markets ¢ Country
Strategies Group at PFC Energy.
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