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Is Venezuela Poised to Join South America's Nuclear Club?

Venezuelan President Hugo

Chavez said Sept. 13 that his

country will start a nuclear

energy program with the help of
Russia. Will Venezuela have success in
starting a nuclear program? What bene-
fits could such a program provide
Venezuela? Is Chavez sincere in saying
Venezuela wants nuclear energy strictly
for non-military purposes?

Roger Tissot, a member of the

Energy Advisor board and asso-

ciate consultant at Gas Energy

Latin America: "The increasing
interest of Venezuela for the development
of a nuclear program has not been ignored
in the United States. In a recent op-ed in
The Wall Street Journal, Manhattan
District Attorney Robert Morgenthau
points to the risks to the United States of
the emerging axis of Iran and Venezuela
which, if we add Russia and few other
satellite countries, could look like as a nos-
talgic reconstruction of the Cold War. To
think that way would be a mistake. The
dynamics that tie these countries together
are very different from the old Soviet
empire. Most of the emerging axis is ruled
by strong 'caudillos' dependent on the
rents from their countries' natural
resources. Nuclear energy is expected to
play a central role as a substitute for car-
bon-intensive sources such as coal or fuel
oil, if world leaders are able to agree on a
meaningful commitment to reduce car-

bon dioxide and other gases thought to
cause global warming. Venezuela has
important reserves of uranium. It makes
sense then, for Venezuela to look at peace-
ful ways to monetize those reserves, and
develop the necessary know-how about
this important technology. However, short
of very ambitious agreements aimed at
reducing carbon emissions, one may won-
der about the economic benefits of devel-
oping a nuclear program designed to sup-
ply electricity in a country so vastly rich
with other sources, including hydroelec-

Continued on page 6

Brazil's Rousseff: Pre-Salt Area
May Hold Up to 100 Bn Barrels

Brazil's pre-salt oil fields could contain
between 25 billion and 100 billion barrels
of oil, cabinet chief Dilma Rousseff said
Tuesday. The upper end of the range is
higher than the government's last esti-
mate. See story on page 2.

File Photo: Agencia Brasil.
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ENERGY SECTOR BRIEFS

Ecuador Replaces Judge in
$27 Billion Chevron Case

An Ecuadorean court on Tuesday
allowed Juan Nunez, the judge over-
seeing a multibillion dollar lawsuit
against US oil company Chevron, to
step down from the case after ini-
tially denying Nunez's request for
recusal last week, Bloomberg News
reported. Chevron had accused
Nunez of bias and involvement in a
bribery scheme, basing its allega-
tions on secret videos the company
released last month. The new judge
will be Nicolas Zambrano, the sec-
ond-ranking judge on the court
where the case is being tried.

Maple Energy Finds Shale Gas

Peru-based energy firm Maple
Energy said Monday it detected
shale natural gas at its Santa Rosa
prospect at a depth of nearly 13,000
feet. While the company failed to
find natural gas closer to the surface,
it said the shale gas deposits were
"significant in terms of both poten-
tial thickness and geographic size."
Maple Energy said "significant addi-
tional work" is needed to determine
whether the deposits are commer-
cially viable.

Manuelita Group Inaugurates
Biodiesel Plant in Colombia

Colombian group Manuelita on
Tuesday inaugurated a biodiesel
plant in Colombia's Meta depart-
ment that is expected to produce
100,000 metric tons of fuel annually,
Agence France-Presse reported. The
$45 million plant will use palm oil
from an adjacent plantation, compa-
ny president Henry Caicedo told
AFP. The refinery is one of the
country's largest and is Manuelita's
second in Colombia. In 2007, it
opened a sugar cane ethanol plant
near Cali.
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Oil & Gas News

Rousseff: Brazil's Pre-Salt Oil Fields
May Contain up to 100 Bn Barrels

Brazil's offshore pre-salt oil fields may
contain between 25 billion and 100 billion
barrels of oil, the country's cabinet chief,
Dilma Rousseff, said Tuesday during a
speech in Brasilia, Bloomberg News
reported. Last year, the country's proven
reserves amounted to 12.6 billion barrels
of oil, according to Britain's BP.
Rousseft's estimate is higher than the up
to 80 billion barrel projection made less
than a year ago by Haroldo Lima, who
heads Brazil's national petroleum agency,
ANP. The pre-salt region includes the
Tupi field, the region's largest oil find in
more than three decades. Under the gov-
ernment's plan for developing the pre-salt
area, which is subject to congressional
approval, state oil company Petrobras
would control at least 30 percent of any
joint exploration and production projects
and would also be the operator of all con-
tracts in the pre-salt area. In related news,
Petrobras on Tuesday rejected a prelimi-
nary report by Brazil's government
accountability agency that accuses the
company of overbilling for work on two
refineries, among the charges being inves-
tigated by Brazil's Senate. "Petrobras clar-

€€ Petrobras clarifies that there
was no overbilling, overpricing or
any other type of irregularity in
its construction work.”?”

— Company Statement

ifies that there was no overbilling, over-
pricing or any other type of irregularity in
its construction work," the company said
in a Web site statement. It went on to say
that the Federal Court of Auditors used
different criteria to evaluate the projects'
budgets and failed to take into considera-
tion costs related to "safety, environmen-
tal, health and social responsibility."
Petrobras said it was unlikely the court

would move to stop work on the refineries
when a final decision is handed down.
Separately, Petrobras signed a framework
agreement with US oil services provider
Cameron worth approximately $500 mil-
lion for subsea trees and other drilling
tools. In a press release, Cameron said it
would provide 138 subsea Christmas
trees, the first of which are slated for
delivery by the first quarter of 2011.

Pemex Output Falls 7.9 Percent in
August Amid Drop at Chicontepec

Mexican state oil company Pemex said
Saturday that its output of crude declined
7.9 percent in August because of disap-
pointing production at its Chicontepec
field, Bloomberg News reported. The
company's production dropped to 2.54
million barrels a day in August from 2.76
million last year. Daily output from
Chicontepec dropped to 30,706 barrels
per day in August. Pemex previously pre-
dicted increasing production  at
Chicontepec to 40,000 barrels daily by
August and 60,000 by the end of the year.
Mexican President Felipe Calderon in
September named Juan Jose Suarez
Coppel to replace Jesus Reyes Heroles as
Pemex CEO amid a continued decline in
production. [Editor's note: See related
Q&A in last week's issue of the Energy
Adpvisor.] During the first eight months of
2009, daily crude production totaled 2.6
million bpd, down 8 percent from the
same period last year, Pemex said in a
press release. In related news, Pemex on
Wednesday issued 1 billion euros ($US
1.46 billion) worth of bonds on the inter-
national market. The notes, which carry a
coupon of 5.5 percent and a maturity date
of January 2017, were mainly purchased
by institutional investors in Europe,
Pemex said on its Web site. The proceeds
from the bond sale will go toward funding
Pemex’s investment plan, as well as opera-
tions and refinancing costs.

Power Sector News

EU Proposes 100 Million Euro Fund
for Latin America Infrastructure

The European Union on Wednesday
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unveiled a new framework for coopera-
tion with Latin America that includes a
creating a 100 million euro ($US 146 mil-
lion) investment fund to help finance
energy and other infrastructure projects
in the region. The proposed Latin
America Investment Facility would be
funded with existing European
Community resources, Benita Ferrero-
Waldner, the EU's commissioner for
external relations and European neigh-
borhood policy, told reporters in
Brussels. It would be modeled on the
EU's Neighborhood Investment Facility
(NIF), which since its inception in May
2008 has invested in energy, transporta-
tion and other infrastructure projects in

Grants from the 100 million euro
facility would be used to leverage
loans from the IDB, CAF and

European development banks.

less-developed countries on Europe's
periphery. Grants from the facility would
be used to leverage loans from other
financial institutions, including the
Inter-American Development Bank, the
Andean Development Corporation and
state-owned development banks in EU
member states. "It is proven that this
funding in the form of grants has added
a real leverage effect to mobilize
resources from other financial institu-
tions to finance investment projects in
the infrastructure sector," Ferrero-
Waldner said, adding that 71 million
euros in grants from the NIF had lever-
aged 2.7 billion euros in total financing
for approved projects. Ferrero-Waldner
didn't specify which sectors would
receive the greatest amount of financing
under the Latin American program, but
EU data show that in 2008, transporta-
tion projects made up 40 percent of the
NIF portfolio, followed by the energy
sector with 29 percent and environmen-
tal projects with 16 percent. The new
fund is part of the EU's push to deepen
cooperation with Latin America, accord-
ing to an EU strategy document released
Wednesday. Ferrero-Waldner said the
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Research Alert

Moody's Reduces Citgo's Long-Term Debt Ratings to Junk Status

US oil firm Citgo, which is owned by Venezuelan state oil company PDVSA, on
Tuesday saw Moody's Investors Service reduce its long-term debt obligations from
investment grade to junk status, wire services reported. Citing weak fundamentals and
Citgo's ties to PDVSA, Moody's revised its rating on Citgo's Senior Secured Term Loan
and Term B rating from Baa3 to Bal, Reuters reported. It also cut the company's
Corporate Family Rating, already in junk territory, from Bal to Ba2. Moody's said the
outlook for Citgo remains stable, although concerns still remain over how ties to
PDVSA will affect the US company's leverage, investment and liquidity. Citgo lost
$105 million in the first half of 2009, but Moody's said it expected that number to ease
by year-end, although stress on Citgo's bottom line will continue into 2010. "Earnings
and cash flow will remain under pressure in 2010," the ratings agency said, Dow Jones
reported.

Fitch: El Salvador Electricity Sector Benefits From Reduced Gov't Subsidies

Power companies in El Salvador could see better days ahead due to a phasing out of
government subsidies for electricity, but they also face political and regulatory uncer-
tainty under the new administration of President Mauricio Funes, Fitch Ratings said
in a special report released in September. The Funes government's move to eliminate
subsidies for users who consume more than 99 KWh will likely have a positive impact
on companies' financial profiles, according to the report. The previous administration
enacted subsidies when fossil fuel prices soared, driving up end user tariffs because 46
percent of El Salvador's electricity comes from thermoelectric generation. The subsi-
dies froze end user rates between June 2006 and January 2009 and made companies
increasingly dependent on government transfers to fund operations. While cutting
subsidies would positively affect companies' financial positions, it could also have its
downsides. "The elimination of energy subsidies may lead to an increase in the price
paid by the end user, resulting in a contraction in demand, which in turn may damp-
en net income and cash generation," Fitch said. The ratings agency added that com-
panies also face uncertainty due to the new regime, as the Funes government's actions
are still in the "evaluation process." "The current administration's challenge is to pri-
oritize electricity subsidies and to promote new investment in renewable energy gen-
eration," Fitch analysts wrote.

new fund would be launched at the EU-

Latin American summit planned for May
2010 in Madrid.

Colombia Restricting Electricity
Exports to Venezuela, Ecuador

Colombian Energy and Mines Minister
Hernan Martinez said Tuesday the coun-
try would restrict exports of electricity to
Venezuela and Ecuador in order to
address power supply shortages in some
areas of Colombia, EFE reported. "We're
going to cut back a little on electricity
exports to Ecuador and Venezuela,"
Martinez told reporters. He added that
the restrictions were slated to begin

Wednesday. Martinez said the export
restrictions would be relatively small and
would be coordinat-
ed with the two
neighbors "because
we don't want to hurt
them," although he
did not specify the
exact amount of the
cutbacks. He said
Colombia  exports
approximately 340 Martinez
megawatts of elec- File Photo: Colombian
tricity to Ecuador Goyernment.

and about 120

megawatts to Venezuela. Colombia,
which uses 800 million cubic feet of nat-

Page 3 of 6



Inter-American Dialogue’s Latin America Energy Advisor

September 28-October 2, 2009

ural gas daily, has increased its use of nat-
ural gas in generating electricity in order
to avoid depleting its reservoirs, which
are now at 70 percent of their capacity,
Martinez said. Colombian officials are
seeking to protect supplies of hydroelec-
tric power due to concerns about the El
Nino weather pattern. "El Nino has man-
ifested itself in a lack of rainfall in the
Caribbean and Andean regions, home to
75 percent of the population,” Humberto
Gonzalez, the chief of forecasts and alerts
at Colombia's Institute of Hydrology,
Meteorology and Environmental Studies
told EFE.

Brazil's CPFL Energia May Borrow
or Sell More Shares to Fund Growth

Brazilian power distributor CPFL
Energia may borrow or sell additional
shares in order to pay for investments that
would help it increase generating capacity
nearly threefold, the company's chief
executive officer said Tuesday, according
to Bloomberg News. The company also
may cut dividends in order to conserve
cash for the expansion, Wilson Ferreira
added. "We have three options to raise
money in the markets," Ferreira told ana-
lysts, Bloomberg News reported. "They
are, in order of importance, a debt issue, a
sale of new shares, and the cutting of div-
idends." CPFL wants to increase its capac-
ity to 5 gigawatts by 2014.

Political News

Senior US Diplomat Met With
Dissidents in Havana

A senior official of the US State
Department met Sept. 21 with Cuban dis-
sidents during a trip that included the
highest-level talks between the US and
Cuban governments in decades, the
Associated Press reported Wednesday.
Bisa Williams, the US deputy assistant
secretary of state for Western Hemisphere
affairs, met with 15 opposition leaders
during a lunch at the US Interests Section
in Havana, three of the dissidents told the
AP. "She asked about popular support for
the opposition,” one of the dissidents,
Martha Beatriz Roque, told the wire serv-

Copyright © 2009, Inter-American Dialogue

Advisor Q&A

Can the US and Brazil Help Conclude Doha Talks by 2010?
Excerpted from the Oct. 1 issue of the Dialogue's daily Advisor

Brazilian Foreign Minister

Celso Amorim, during meetings

last month with US Trade

Representative Ron Kirk,
expressed confidence in concluding
Doha round trade talks by next year. Will
the United States and Brazil reach
agreement on outstanding trade issues
by then? Who in the US and Brazil have
the most to gain by advancing trade
talks? Who stands to lose?

Jason Hafemeister, member of

the daily Advisor board, vice

president of Allen F. Johnson &

Associates in Washington and
former deputy assistant USTR for agri-
culture: "Brazil has executed a successful
diplomatic strategy in the Doha negotia-
tions. Its crack negotiating team has
earned global props for leading the
developing world by creating and steer-
ing the G-20 (no, not that G-20; the
group of 23 developing countries in the
WTO that includes China, India, Mexico,
Indonesia and South Africa) and claim-
ing the moral high ground by blaming
developed countries for the distortions
in the trading system. At the same time,
Brazil's government has earned credit at
home from its fiercely competitive farm-
ers by pressing for agricultural tariff and
subsidy cuts in developed countries. But

ice in a telephone interview. "I explained
to her that such support was difficult

The United States and Cuba
last held high-level
political talks in 1982.

because those who are part of the opposi-
tion are sent to jail." Later, US State
Department spokesman P.J. Crowley con-
firmed Williams met with "human rights
advocates, members of civil society [and]

commercially the jury is still out on
Brazil and its strategy. The Doha record-
ed its last progress in 2005 at the Hong
Kong ministerial, and despite three high-
level efforts since then, an agreement has
eluded negotiators. Not only has the
world lost the potential fruits of
increased trade, the G-20 strategy pre-
serving the status quo in developing
countries denies the gains from trade in
the agriculture markets of greatest inter-
est. As the WTO members gear up for
another effort to close the negotiations
in 2010, Brazil and its coalition partners
would be well served to heed President
Obama's remarks before the UN General
Assembly last month about shared
responsibility, the same words used end-
lessly by US trade negotiators in the
Doha negotiations. When dollars and
cents matter to close a deal, and where
the real gains for the world economy
come from a global market opening, suc-
cess is more likely to come from Brazil
putting pressure on the G-20 than by
seeking unilateral concessions from the
developed world."

The Advisor welcomes reactions to the
QA above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.

dissidents, talking about a variety of
issues both economic and political,” the
AP reported. Williams met with Cuban
officials over six days in September for
talks on issues including restarting direct
mail service between the United States
and Cuba. She met with Cuban Deputy
Foreign Minister Dagoberto Rodriguez
and visited a part of western Cuba that
was hit by hurricanes. The the two coun-
tries last held high-level political discus-
sions in March 1982 when then-US
President Ronald Reagan sent former
ambassador Vernon Walters to Cuba to
meet with Fidel Castro.
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Honduras' De Facto President
Eases Brazil Ultimatum

De facto Honduran President Roberto
Micheletti on Wednesday backed down
from a 10-day ultimatum for Brazil to
hand over ousted Honduran President
Manuel Zelaya, who is holed up with sup-
porters in the Brazilian embassy in
Tegucigalpa. "They can stay there as long
as they want," Micheletti told Reuters. He
had previously given Brazil 10 days to
hand over Zelaya or grant him asylum.
Ahead of the three-month anniversary on
Monday of the coup that ousted Zelaya,
Micheletti issued an emergency decree
restricting some civil liberties, including
the right of assembly. Both the Congress
and Supreme Court of Honduras—as
well as the international community—
have urged the de facto government to
relax the restrictions, but Micheletti
promised to do so only upon reaching a
"consensus with all sectors," Agence-
France Presse reported. Over the week-
end, the de facto government expelled
members of an Organization of American
States mission upon their arrival on
Tegucigalpa. A new mission, headed by

Both the Congress and Supreme
Court of Honduras—as well as the
international community—have
urged the de facto government to

relax the restrictions.

OAS Secretary of Political Affairs Victor
Rico, is slated to arrive in Honduras on
Friday in advance of a visit by the OAS
secretary general next week intended to
promote dialogue between the two sides.
Honduran business leaders earlier this
week proposed their own plan for resolv-
ing the crisis, under which Zelaya would
return to the presidency with limited
powers, but still be prosecuted for crimes
committed in office. The proposal, which
calls for sending in 3,000 troops from the
UN or other nations to keep the peace
once Zelaya returns, was rejected by both
the Micheletti and Zelaya camps.

Copyright © 2009, Inter-American Dialogue

Economic News

South American Nations Form Bank
of the South With $7 Bn in Capital

The presidents of seven South American
countries on Saturday formally estab-
lished the Bank of the South, an institu-
tion to finance development projects in
energy, health care and agriculture as well
as to increase trade among members,
Bloomberg News reported. The presi-
dents of Argentina, Brazil, Bolivia,
Ecuador, Paraguay, Uruguay and
Venezuela signed documents to create the
bank, which will begin with $7 billion in
capital and eventual-
ly reach $20 billion,
said Venezuelan
Finance Minister Ali
Rodriguez.  Seven
South American
countries agreed in
December 2007 to
form the bank, but
continued debating
its purpose after that.
The presidents for- Rodriguez

mally approved the File Photo: Venezuelan
agreement to create Goyernment.

the institution while

meeting on Venezuela's Margarita Island,
on the sidelines of the Africa-South
America Summit. "It's our bank, to bring
our reserves, those that were in countries
in the North, to increase lending between
ourselves," Venezuelan President Hugo
Chavez said Saturday, Bloomberg News
reported.

Colombian Central Bank Lowers
Benchmark Interest Rate

Colombia's central bank on Friday low-
ered a key inflation rate by 50 basis
points, citing lower inflationary pressures
and the need to stimulate economic
growth. The bank's board reduced the
benchmark lending rate to 4 percent in an
effort to "consolidate economic recovery
and reduce possible negative effects of
restrictions on trade and the appreciation
of the peso," according to a statement.
The bank predicted an annual inflation
rate of 3.5 percent.

POLITICAL & ECONOMIC BRIEFS

Former Panamanian President
Guillermo Endara Dies at 73

Former Panamanian President
Guillermo Endara, who took office
after the US military invasion that
toppled Gen. Manuel Noriega, died
Monday at age 73 of an apparent
heart attack, the Associated Press
reported. Endara won the May 1989
presidential election, but Noriega
refused to accept the results. After
the US invaded seven months later,
Endara took power and served until
1994.

Peru's Fujimori Sentenced to
Six Years in Corruption Case

Former Peruvian President Alberto
Fujimori on Wednesday was sen-
tenced to six years in prison for cor-
ruption, ending a series of four trials
against the disgraced leader, BBC
News reported. In the latest case,
Fujimori admitted he tapped the
phones of journalists, opposition
politicians and others during the
scandal that brought down his gov-
ernment in 2000. The ex-president
is slated to serve 25 years under an
earlier human rights conviction.
Prison sentences do not accumulate
in Peru.

IMF: Region's GDP Forecasted
to Grow 2.9 Percent in 2010

Latin America's economies will stage
a greater comeback in 2010 than
previously expected, with Brazil and
Peru leading the recovery, the
International Monetary Fund said
today. In its new Global Economic
Outlook, the IMF predicted the
region's GDP will grow at a rate of
2.9 percent next year, up from its
forecast of 1.6 percent six months
ago. The fund said recovery "should
gather moderate speed" in the sec-
ond half of this year, especially in
Brazil, although regional GDP will
still contract by 2.5 percent in 2009.
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Featured Q&A
Continued from page 1

tricity, natural gas, oil and coal. As such,
one shouldn't be surprised if the Chavez
government's interest in nuclear energy
is another effort to grab global notoriety
and annoy the United States."

Maria Teresa Romero, profes-

sor of international relations

at the Universidad Central de

Venezuela in Caracas: "In
2003, Chavez announced his intention to
buy Argentine 'mini-reactors' and since
2007 has repeatedly talked about devel-
oping a program for generating nuclear
energy with the help of the Iranians. But
nothing has happened so far. At least in
the short run, it will be difficult to start a
nuclear program in the country because
of the economic and political costs it
would imply. Chavez's administration
would certainly be exposed to a great
deal of internal and foreign criticism and
pressure. It would also add more discon-
tent to his already deteriorated populari-
ty due to the domestic resources
required for a project of such dimen-
sions. The real problem today is that
Chavez is receiving support from Iran
for finding new uranium sources intend-
ed to supply the Iranian nuclear pro-
gram, not the 'potential' Venezuelan one.
Mining Minister Rodolfo Sanz recently
admitted that Iran is helping Venezuela
survey and classify its uranium reserves.
The benefits of a nuclear program would
be few and of a political nature. If one
takes into account that the Basic
Industries and Mining Ministry, which
exploits mineral and hydroelectric
resources, and PDVSA have a worse safe-
ty record today than ever before, a
nuclear program would represent noth-
ing but a threat to the environment and
public safety. Given Chavez's ambitions
of having a more relevant role in the
international political arena, his desire to
transform Venezuela into a Latin
American superpower, political radical-
ization in Venezuela and the race to
strengthen the country's armed forces, I
have no doubts he would use nuclear
energy as a political and military instru-
ment against countries he considers ene-
mies."

Copyright © 2009, Inter-American Dialogue

Sharon Squassoni, senior

associate in the

Nonproliferation Program at

the Carnegie Endowment for
International Peace in Washington:
"Venezuela has long been interested in
nuclear technology in general, but has
developed very little infrastructure or
expertise. Its small research reactor (sup-
plied by General Electric) was shut down
in 1994, but Venezuela has participated
in about 75 technical cooperation proj-
ects with the IAEA over the years, includ-
ing nuclear power-related projects. Like
many countries, however, its forays into
nuclear power have been somewhat
desultory. With hydroelectric power pro-
viding about 75 percent of its electricity,
and significant oil reserves, the enor-
mous investments required for nuclear
power may not have seemed worth it.
Still, Hugo Chavez has been courting
potential nuclear energy collaborators
since 2005, including Argentina, Brazil,
France and Russia. Efforts with Russia
seem to be moving ahead, and could
include assistance in uranium explo-
ration and mining. Whatever program
Chavez may pursue to build nuclear
power reactors will require a lot of fund-
ing, potentially from oil exports, which
account for 30 percent of Venezuela's
GDP. The combination of large military
equipment purchases, efforts to reach
out to states like North Korea and Syria,
and deepening relations with Iran,
including in the nuclear area, has raised
concern about Venezuela's intentions in
pursuing a nuclear power program. If
Chavez is sincere about his peaceful pur-
poses, now is the time to show it—by
adopting stricter inspection standards
(the so-called Additional Protocol), by
foreswearing sensitive technologies like
uranium enrichment and spent fuel
reprocessing, by accepting fuel leasing
arrangements from Russia and other
suppliers, and by supporting the range of
nonproliferation initiatives currently
under discussion by the international
community."

The Energy Advisor welcomes responses
to this Qe*A. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
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