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Can Petrocaribe Continue Delivering Despite Lower Oil Prices?

Leaders from Venezuela-

financed regional energy

alliance Petrocaribe gathered

this month in St. Kitts and Nevis,
where Venezuelan President Hugo
Chavez promised to strengthen
Petrocaribe despite lower oil prices. The
summit also saw the admission of
Guatemala as an official member of the
group. Given the increased pressure on
Venezuela's pockethook due to lower oil
prices, can Petrocaribe continue to deliv-
er for its Central American and Caribbean
partners? Beyond providing cheap oil,
will Petrocaribe be able to fulfill promis-
es of upgrading refineries and supporting
development initiatives across the
region? How are lower oil prices affect-
ing Venezuela's relationship with Cuba,
which has recently sought to curb energy
consumption in the face of electricity
shortages?

Guest Comment: Carlos
Figueredo: "During the Sixth
Summit of Petrocaribe,

President Hugo Chavez reaf-
firmed our country's commitment to this
organization. Venezuela has the necessary
capacity and resources to continue sup-
porting this initiative and, moreover, the
costs of our hydrocarbon production and
manufacturing are among the lowest in
the world. Additionally, in just four years
Petrocaribe has developed into the most
viable alternative for developing countries

that seek secure and dependable sources of
energy. In a context like today's, the coop-
eration principles upon which it is
based—fair trade, complementarity, social
justice and a shared desire for progress—
are more essential than ever. Petrocaribe's
resilience is demonstrated by the contin-
ued growth of its membership. There are
now 19 countries that are part of the ini-
tiative (including Panama, which has for-
mally applied for membership). The cre-
ation of joint enterprises between PDVSA
and the state energy companies of eight
member countries has allowed for com-

Q&A continued on page 3

¥ i .
Bachelet, Obama Pledge to
Cooperate on Energy, Economy

As part of Obama's hemispheric energy
partnership, the US will support a
renewable energy center in Chile as well
as pilot projects to produce solar power
in the Atacama Desert. See 'In Focus' on
page 4.

Photo: Chilean Government.
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ENERGY SECTOR BRIEFS

GE 0il & Gas Wins More Wellhead
Systems Contracts From 0GX

General Electric's Oil & Gas unit on
Thursday said it had been awarded a
contract worth more than $11 mil-
lion to supply four subsea wellhead
systems and running tool rentals to
OGX Petroleo e Gas, an independ-
ent oil company in Brazil. The order,
the second received by GE under a
four-year frame agreement with
OGX, will include the first two
VetcoGray MS-800 subsea wellhead
systems to be delivered in Brazil.
Earlier this month, GE signed con-
tracts for subsea drilling systems
with Brazilian state oil company
Petrobras valued at more than $250
million.

BG Group Plans to Close
Office in Buenos Aires

A spokesman for England's BG
Group said Wednesday that the
company is closing its office in
Buenos Aires, Dow Jones reported.
"This has purely to do with reducing
costs and has nothing to do with
our underlying businesses," said the
spokesman, Andrew Hepburn. BG
Group owns stakes in Argentina's
Metrogas, Gas Link and the
Southern Cross pipeline.

Trinidad and Tobago PM: LNG
Exports to Jamaica a 'Priority"

Trinidad and Tobago Prime Minister
Patrick Manning said Wednesday his
government now views exporting
liquefied natural gas to Jamaica in
order to power its alumina plants as
a "national priority," reported
Reuters. Trinidad and Tobago signed
a deal in 2004 to supply Jamaica
with natural gas for 20 years, but
never began shipments, citing inade-
quate supplies. Manning said supply
and demand changes in the global
gas market had made new supplies
available for export.

Copyright © 2009, Inter-American Dialogue

Oil & Gas News

Vale, Petrobras Agree to Joint
Exploration of Oil, Natural Gas

Brazil's Vale and Petrobras, the two
largest companies in Latin America by
market value, on Thursday announced an
agreement for joint exploration of oil and
natural gas. Vale is buying 25 percent of
the exploration rights in three blocks in
the BM-ES-22 concession area off the
northern coast of Brazil's Espirito Santo
state, said Vale, the world's largest produc-
er of iron-ore. "Exploring for energy
sources such as natural gas is a part of

Vale aims to diversify its energy
sources by investing in natural gas

and biodiesel.

Vale's strategic objective to diversify and
optimize its energy supply in order to
reduce costs and mitigate risks," Vale said
in a statement. The companies did not
disclose financial details of the agreement,
which is subject to Brazilian government

approval. Vale CEO Roger Agnelli told
reporters his company will use the natural
gas in locomotives and plants that pro-
duce iron-ore pellets, Bloomberg News
reported. On Wednesday, Vale moved to
expand the use of biodiesel in its opera-
tions, announcing a $350 million invest-
ment in a joint biodiesel project with
Biopalma Amazonia, reported EFE. The
project will produce 160,000 tons of
biodiesel annually from oil palm to fuel
trains and heavy machinery in Vale's
northern Brazil operations. The company
said biodiesel will help it save $150 mil-
lion annually on fuel costs and cut down
on greenhouse gas emissions, according to
the report.

PDVSA to Issue $3 Billion in Bonds
as Japan Reconsiders Venezuela Loan

Venezuelan state oil company PDVSA on
Thursday said it plans to sell $3 billion
worth of zero-coupon bonds next week in
an effort to pay off debts to local service
providers. The two-year bonds, dubbed
Petrobono 2011, will be available in incre-
ments of $1,000 with an initial denomina-
tion of $2,000, and will be offered at an
official exchange rate of 2 bolivares and 15
centavos per dollar, PDVSA said in a
notice on its Web site. The bonds are
available through Venezuelan banks and

Ecuador Praises ICSID Tribunal Ruling on Collections

Ecuador's attorney general on Wednesday described an arbitral tribunal ruling as a
"significant victory" in the country's efforts to negotiate with a consortium led by
Spain's Repsol. Repsol and other oil companies have sued Ecuador in the World
Bank's International Center for the Settlement of Investment Disputes after the gov-
ernment imposed a tax of 99 percent of windfall oil profits in 2007 and took other
actions that negatively affected their investments in the oil sector there. Far from the
final word on the case, the ruling this week relates to the "enforcement collection pro-
ceeding." Repsol had been pressing the tribunal to order Ecuador to withdraw the
enforcement collection process that had been initiated for the recovery of the compa-
ny's existing debt to Ecuador, the attorney general's office said in a press release. In
contrast, Ecuador argued before the tribunal that the enforcement collection pro-
ceeding was suspended under a preliminary agreement reached with Repsol in March
and therefore does not pose a threat to the operation of the company as long as it pays
the installments of past-due excess price charges. Ecuador is currently facing around
$13 billion worth of arbitration complaints at ICSID, many of them from energy
companies. President Rafael Correa on Saturday threatened to expel foreign oil com-
panies that launch legal proceedings against his government, reported Agence France-
Presse. [Editor's note: see related Q&A with Carla Hills, Jonathan Hamilton and oth-
ers in the June 8-12, 2009 issue of the Energy Advisor.]
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will be traded only in local currency,
although the payout in 2011 will be in
dollars. That could mean investors won't
be able to resell bonds in exchange for
dollars as some analysts had suggested,
Dow Jones reported Friday. Oil minister
Rafael Ramirez said the bonds will go
toward fulfilling "our national commit-
ments," referring to the roughly $5.6 bil-
lion debt PDVSA owes to local service
providers, reported state news agency
ABN. In related news, Japan is consider-
ing the cancelation of a planned $1.5 bil-
lion loan to Venezuela in the wake of the
South American country's seizure of
Japanese companies' property,
Bloomberg News reported Tuesday. The
loan has been planned for oil refinery
upgrades. However, Venezuela's seizures
from Japanese iron and chemical compa-
nies has prompted the Japan Bank for
International Cooperation to review the
loans.

Lula to Present Measure for
Tighter Control of Oil Reserves

Next month, Brazilian President Luiz
Inacio Lula da Silva will present legisla-
tion to Congress aimed at increasing gov-
ernment control of the country's oil
reserves, including those found in under-
sea presalt deposits, Bloomberg News
reported Monday, citing Brazilian
Development Minister Paulo Bernardo.
Under the measure, companies will win
development rights based on the amount
of output they are will-
ing to give to the gov-
ernment, Bernardo said.
"We've already met with
Lula and given him our
proposals," Bernardo
said, adding that Lula
will formally submit the "\-:_ﬁi
bill to lawmakers in July :
before a legislative holi- Bernardo

day. "He will present his File Photo: Brazilian
bill to Congress before Goyernment.

the recess." Brazil also

plans to establish a new state oil company
to direct the government's ownership in
new oil projects, separate from state oil
giant Petrobras. The company will man-
age the government's proceeds, but will
not directly run oil fields. Brazil also

Copyright © 2009, Inter-American Dialogue

intends to require oil services companies
to establish factories locally, Bernardo
said. "We want Brazil to become an
exporter of oil equipment and services,
not just an oil exporter," he said. In relat-
ed news, Petrobras said Tuesday that it
plans to refinance $5 billion of a $6.5 bil-
lion loan by breaking the debt into
tranches, Petrobras Chief Financial
Officer Almir Barbassa said Tuesday. The
company may sell the debt in tranches of
$1 billion each over two years. The banks
that made the bridge loan to Petrobras—
Banco Santander, Banco do Brasil,
Citigroup, HSBC Holdings, JP Morgan
Chase and Societe Generale—will handle
the refinancing

Chevron Begins Producing at First
Brazil Deepwater Project

Chevron said Tuesday it started crude oil
production at its first deepwater develop-
ment in Brazil, the Frade Field located

June 22-26, 2009

offshore in the Campos Basin. The San
Ramon, Calif.-based company expects the
estimated $3 billion project to achieve a
peak production of 90,000 barrels per day
of crude oil and natural gas by 2011,
according to a press release. "Successful
development of the Frade Field unlocks a
great new source of energy for the next
two decades while establishing a signifi-
cant platform from which Chevron can
grow its upstream business within one of
the world's most promising deepwater oil
and gas regions," said Chevron's executive
vice president for Upstream and Gas,
George Kirkland. The field, located 230
miles northeast of Rio de Janeiro, is esti-
mated to contain between 200 million
and 300 million barrels of recoverable oil.
Chevron said it plans to export crude oil
produced at Frade to world markets and
sell natural gas for domestic use in Brazil.
The company's Brazilian unit, Chevron
Brasil Upstream Frade, is operator of the
project with a 51.7 percent interest, while

Featured 0&A

Continued from page 1

bined investments of $522 million for the
development of infrastructure for the
refining, storage and transportation of oil
products. Petrocaribe is more than an
agreement that offers payment facilities
for signatory countries. Among its
achievements, it's worth highlighting the
social projects that, in the areas of
tourism education, health, housing, envi-
ronmental sanitation, roadworks, sports
and agriculture, are carried out in the
framework of the Alba Caribe Fund. At
the recent Petrocaribe Summit in St. Kitts
and Nevis, President Chavez underlined
the fundamental principle of the organi-
zation: 'In Petrocaribe there is no sort of
demand, no conditionality; each country
has its particularity, its sovereignty. It is a
space with a spirit of brotherhood and
comradeship.' It is only difficult to under-
stand the functioning of Petrocaribe
when one tries to analyze it strictly from a
profit-making perspective."

Guest Comment: Asdribal
Oliveros: "The Petrocaribe
agreement, along with other
energy accords with countries

in Latin America, is from an internation-
al perspective the Venezuelan govern-
ment's most emblematic aid plan.
Currently, Venezuela exports 245,000 bar-
rels per day to beneficiary countries
where 50 percent of the bill is paid over
the long term with a preferential interest
rate of 1 percent. In other words, accord-
ing to our calculations, Petrocaribe makes
up 13 percent of PDVSA's export produc-
tion and the financial terms mean that at
the end of 2008, PDVSA had $12.5 billion
in accounts receivable related Petrocaribe.
In a scenario of falling oil prices, main-
taining this type of agreement is very
costly for Venezuela and thus it will
undergo some changes. In the specific
case of Cuba, the principal beneficiary of
this agreement, Venezuelan oil sent to
Cuba represents 38 percent of the total for
Petrocaribe, much greater than that nec-
essary to cover the island's energy needs.
Two comments on this topic are relevant.
First, we believe that Venezuela will con-
tinue to privilege the Cuban government,
and second, that Cuba will continue its
policy of reselling Venezuelan oil in the
secondary market at market prices,

Continued on page 6
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state oil company Petrobras holds a 30
percent stake and a Japanese consortium
consisting of INPEX, Sojitz and JOG-
MEC owns the remaining 18.3 percent.

Power Sector News

Iberdrola Agrees to Sell Two
Hydroelectric Companies in Chile

Spanish utility company Iberdrola said
Thursday it agreed to sell its controlling
stakes in two hydroelectricity companies
in Chile for 212.5 million euros ($US
297.6 million). In a press release,
Iberdrola said it would sell its 94.7 per-
cent stake in Iberoamericana de Energia
(Ibener) and its 55 percent interest in
Empresa Electrica Lican to Chile's
Compania General de Electricidad
(CGE). The Spanish company said the
sale is part of its plan to divest from non-
strategic assets and will result in a capital
gain of 85 million euros. Ibener owns and
operates two hydroelectric plants with a
total capacity of 124 MW, while Lican has
one 17 MW hydropower facility currently
under construction in southern Chile.
CGE currently has 300 MW of installed
capacity in Chile, but the Iberdrola pur-
chase will be its first venture into hydro-
electricity, reported industry news site
Portal Minero.

Biofuels News

Brazil and the Philippines Agree to
Technical Cooperation on Biofuels

Brazil on Wednesday advanced President
Luiz Inacio Lula da Silva's commitment to
fostering biofuels production in the
developing world, signing a memoran-
dum of understanding on bioenergy with
the Philippines during a state visit by
President Gloria Macapagal-Arroyo. The
agreement opens the door for technical
cooperation on biofuels, and particularly
ethanol, with an eye toward expanding
trade and investment between the two
nations, Brazil's Energy Ministry said in a
statement. "From this moment on, the
two countries can be involved in the com-
mercialization of biofuels, contributing to

Copyright © 2009, Inter-American Dialogue

In Focus

Bachelet, Obama Pledge to Cooperate on Energy, Economy
By Matthew Schewel

WASHINGTON—US President Barack Obama and his Chilean counterpart, Michelle
Bachelet, on Tuesday pledged further cooperation on clean energy, medical research
and repairing the global economy.

Following a private meeting with Bachelet, Obama called the Chilean president "one
of the most compelling leaders that we have, not just in the hemisphere but around the
world" and lauded her administration for its prudent management of Chile's econo-
my. "We look to countries like Chile to underscore the fact that no matter how big or
small the country is, good economic policies can help grow the economy throughout
the world," Obama said.

During the visit, officials from the two countries signed a memorandum of under-
standing to promote cooperation on energy efficiency and provide technical support
for a regional renewable energy research center in Chile. The new center would act as
a "technological antenna" for Chile and later the Latin American region, the US Energy
Department said in a press release. The deal also includes support for establishing two
pilot projects to generate solar energy in Chile's northern Atacama Desert.

"Chile has great conditions for solar energy and some others, so we are really enthusi-
astic about these common efforts," Bachelet told reporters. The bilateral memoran-
dum was developed as part of President Obama's Energy and Climate Partnership of
the Americas, which envisions voluntary cooperation between the US and Latin
American countries on energy issues of mutual interest. Initiatives being developed
under the partnership include a regional energy efficiency facility in Peru and a wind
energy center planned for Mexico.

Obama and Bachelet also discussed joint efforts on cancer research and flu prepara-
tion. Later, Obama rebuffed a call to apologize for CIA intervention in Chile during the
Cold War era, but admitted the US had made mistakes. He said he was "interested in
going forward, not looking backward" and emphasized his administration's current
efforts in cooperating with the region.

At a public event Tuesday, Bachelet said free trade agreements were great "opportuni-
ties" for the US to engage positively in the hemisphere. "I think that the FTAs for
Panama and Colombia should be a priority," she added, referring to trade deals pend-
ing in the US Congress.

the transformation of the product into an
international commodity," Energy and
Mines Minister Edison Lobao said. The
Philippines currently mandates a 5 per-
cent ethanol blend in gasoline, slated to
increase to 10 percent in 2011, and a 1
percent biodiesel mix in diesel, which will
increase to 2 percent this year.

Ackermans Enters Brazil Bioethanol
Market by Acquiring Alcofina Stake

Belgian company Ackermans & van
Haaren said Wednesday that it has

entered the Brazilian bioethanol market
by striking a deal to acquire a stake in
Alcofina, Reuters reported. Ackermans is
obtaining a 30 percent stake in Alcofina
through the deal with Sibco Holding.
Alcofina owns 45.3 percent of
Switzerland-based Alcotra, a trading firm
that operates in the bioethanol market.
"Together with Sibco, [Ackermans] would
also like to invest further in new develop-
ments in Brazil for the production of
bioethanol, thereby targeting sugar cane
plantations fulfilling high sustainability
criteria,” the company said in a statement,
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adding that the agreement is subject to
government approval. In related news,
Brazil-based Infinity Bio-Energy Brasil
Participacoes said Wednesday it is selling
its ethanol mills in order to reduce debt,
currently totaling around 981.4 million
reais ($US 482.8 million). The company
filed for bankruptcy protection in May
and plans to sell assets, look for a partner
and refinance debt by securing new lines
of credit in order to emerge from bank-
ruptcy.

Political News

Honduran Supreme Court Reinstates
Military Head in Dispute Over Vote

Honduras' Supreme Court on Thursday
reinstated Gen. Romeo Vasquez as the
leader of the country's Joint Chiefs of
Staff a day after President Manuel Zelaya
dismissed him for his refusal to support a
referendum scheduled for Sunday, the
Associated Press reported. However,
Zelaya told a rally of about 2,000 support-
ers in Tegucigalpa that he would ignore
the court's ruling. The moves escalate ten-
sions that pit Zelaya against the military
chief, the country's Congress and its
attorney general. Sunday's vote is
designed to gauge S
voters' support for
reforming the consti-
tution. Zelaya has
pushed for the vote,
but has not said what
type of reforms he is
seeking. Critics of the
president, who 1is Zelaya
term-limited out of File Photo: Honduran
his job in January, say Government.

Zelaya desires re-

election and broader presidential powers.
The Supreme Court, Attorney General
Luis Alberto Rubi and Congress have all
said Sunday's vote is illegal because it vio-
lates the constitution. Vasquez has refused
to support the referendum, saying he
could not back something that the court
considers illegal. Jorge Rivera, the court's
president, warned Zelaya that "he will
have to face penal consequences" if he
fails to abide by the ruling reinstating
Vasquez. The attorney general, who

Copyright © 2009, Inter-American Dialogue

sought Vasquez's return to his post, has
called on Congress to throw Zelaya out of
office. Zelaya said he wants the
Organization of American States to meet
about the political situation in Honduras,
saying "the rule of law is in danger." In a
unanimous vote Wednesday, the
Honduran Congress asked election
observers to leave, saying they would val-
idate an illegitimate vote by staying.

US and Venezuelan Ambassadors
to Return to Posts This Week

The US and Venezuela on Thursday
agreed to rescind declarations of persona
non grata issued against each others'
ambassadors last year and return the
expelled diplomats to their posts. "This
important step will help advance U.S.
interests by improving bilateral commu-
nication and enhancing our outreach to
the Venezuelan people," said State
Department Spokesman Ian Kelly. He
added that US Ambassador Patrick
Duddy was slated to arrive in Venezuela
by the end of the week. Venezuela's
Foreign Ministry said Ambassador
Bernardo Alvarez was scheduled to take
up his duties in Washington starting
today. Venezuelan President Hugo Chavez
expelled Duddy in September in a move
of solidarity with Bolivia, where the US
was accused of interfering with internal
affairs, which the State Department
denied. The US later sent Alvarez home in
response to Duddy's expulsion.

Economic News

Argentina's Economic Growth
Slowed in April

Economic growth in Argentina slowed in
April, the country's National Statistics
Institute said Tuesday, according to
Bloomberg News. In April, GDP grew by
2 percent in comparison with the same
month a year earlier. In March, the annu-
al growth rate was 2.4 percent. The figures
increase the likelihood that Argentina's
economy will shrink this year for the first
time since 2002. President Cristina
Fernandez has allocated 111 billion pesos
($US 29 billion) for a stimulus package.

POLITICAL & ECONOMIC BRIEFS

Brazil's Unemployment Rate Falls
for Second Consecutive Month

Brazil's unemployment rate fell in
May for the second month in a row,
according to the country's national
statistics agency, Bloomberg News
reported Thursday. In May, the
unemployment rate declined to 8.8
percent in the country's six biggest
metropolitan areas, down from 8.9
percent in April. Brazil is experienc-
ing its first recession in six years, but
consumer and government spending
have softened the recession's impact.

Stanford, Associates Plead Not
Guilty to Charges of Running
Ponzi Scheme

Billionaire financier R. Allen
Stanford pleaded not guilty
Thursday in federal court in
Houston to charges of running a
massive Ponzi scheme, the
Associated Press reported. He could
be free on $500,000 bond as early as
today, The Wall Street Journal
reported. Stanford and the former
executives of his Houston-based
Stanford Financial Group stand
accused of misusing the majority of
$7 billion invested in certificates of
deposit issued by Antigua-based
Stanford International Bank.

Venezuela to Review Patent
Regulations on Pharmaceuticals

Venezuelan President Hugo Chavez
on Saturday said his government
may invalidate patents for products
including pharmaceuticals, Reuters
reported. Chavez said he instructed
Venezuela's trade minister, Eduardo
Saman, to review the country's
patent regulations. Leaders of
Venezuela's pharmaceuticals indus-
try said allowing drug makers in
Venezuela to produce patented med-
ications could discourage foreign
investment in Venezuela and also
cause shortages of medicine.
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Continued from page 3

obtaining an important source of foreign
exchange to the detriment of internal
consumption. In 2008, sales of
Venezuelan oil by Cuba could have gen-
erated as much as $1.53 billion. So we
don't believe that Venezuelan will dimin-
ish its petroleum exports to Cuba, but
that Cuba will sell a greater proportion
in international markets to the detri-
ment of internal consumption.”

Guest Comment: Anthony

Johnson: "Petrocaribe has

been of great help to Jamaica.

It allows us to import oil while
paying only a small percentage on receipt
of the cargo. The balance is on long-term
credit and put in a fund which can be
used for various public purposes. It has
been used for low-income housing,
sports facilities, etc."

Board Comment: Paul Ishell:

"The Petrocaribe program is

not a bad thing. While oil

prices proceeded upon their
long upward march to nearly $150 a bar-
rel in July 2008, only Venezuela acted to
help shield the small, fragile and oil-
import dependent economies of Central
America and the Caribbean. Rough cal-
culations based on the limited data avail-
able suggest that participants in the
Petrocaribe program save about 20 per-
cent on their oil import bill from
Venezuela, while another 40 percent is
defrayed through the use of soft (low-
interest) long-term loans. This is signifi-
cant assistance which, while easy to scoff
at from the United States as illegitimate
oil diplomacy, is difficult to label as dele-
terious or threatening, at least not to the
recipients, particularly when no one else
has stepped up to displace Venezuela's
largess. From Venezuela's perspective,
such aid is far from burdensome. The
savings to Petrocaribe importers stem-
ming from discounts comes to only
some 2.5 percent of Venezuela's oil rev-
enues, while the amount of forgone
earnings in the form of concessional
loans may come to some 5 percent. With

Copyright © 2009, Inter-American Dialogue

WTI prices at over $70 a barrel (a level
roughly equivalent to the annual average
price less than two years ago), there
seems to be little reason for Venezuela to
significantly cut or eliminate the
Petrocaribe program. Indeed, it is far

¢ It is only difficult to
understand the functioning of
Petrocaribe when one tries to

analyze it strictly from a
profit-making perspective. »

— Carlos Figueredo

more likely that—after flooding the local
economy with petrodollars for years,
channeled particularly to segments of
the electorate that strongly support
Hugo Chavez—any financial pressures
on PDVSA and the government will like-
ly be distributed upon certain segments
of the local economy, long before the
government would undermine its repu-
tation as a key benefactor for emerging
countries that wish to establish a certain
distance between themselves and
Washington. While commitments to
broader development projects may suffer
as a result of a longer period of prices
between $50 and $100 a barrel, the dis-
count and financing components of
Petrocaribe will not."

Carlos Figueredo is minister counselor of
energy affairs at the Venezuelan Embassy
in Washington.

Asdrabal Oliveros is director of
Ecoanalitica in Venezuela.

Anthony Johnson is Jamaica's ambassa-
dor to the US.

Paul Ishell is a member of the Energy
Advisor board and director of the Energy
Program at the Elcano Royal Institute.
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