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QEcuador completed contract
renegotiations Nov. 23 with sev-
eral oil companies to replace
profit-sharing agreements with

flat-fee service contracts, but failed to
reach an agreement with Petrobras and
three other companies. How will the con-
tract changes affect oil production in
Ecuador? Is the government likely to
make any alterations to the new policy?
Will the contract changes lead would-be
foreign investors to shy away from
Ecuador?

AJosé Luis Ziritt, president of
Ecuador's Hydrocarbons
Industry Association in Quito:
"With the flat-fee service con-

tracts, it is in the companies' interest to
raise production as fast as possible. Since
companies are paid by the barrel they pro-
duce, to increase their profits they should
rapidly increase production using the
same infrastructure, if possible, and lower-
ing their operating costs. In other words,
the new contract stimulates the companies
to be more efficient and increase produc-
tion. With the contracts running from Jan.
1, we will probably start to see oil produc-
tion increases around the third and fourth
quarter of next year. The government is
very confident in the applicability of this
new type of contract, even in the case of
exploration areas where they are willing to
offer service fees that respond to higher
rates of return to compensate for the asso-

ciated risk. A service contract for explo-
ration areas is very unusual, thus the suc-
cess in attracting new investors in the next
bidding process, announced to be
launched in April 2011, is still to be evalu-
ated. Yet the government is positive in get-
ting the new foreign investment they are
looking for. Even with a service contract
that may not be as attractive as a produc-
tion sharing contract, we cannot deny one
encouraging factor that has attracted for-
eign oil investors to Ecuador: the prof-
itability of the Ecuadorean oil basins."
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What Will Be the Effects of Ecuador's New Oil Contracts? 

Argentina's Repsol YPF, headed by chief
executive Antonio Brufau, announced
Tuesday that it has discovered  4.5 trillion
cubic feet of unconventional gas in
Patagonia, the country's largest discov-
ery in 35 years. See story on page 2.

File Photo: YPF.

YPF Announces Shale Gas
Discovery in Argentina



Oil & Gas News

Argentina's YPF Announces
Significant Shale Gas Discovery 

Spanish oil company Repsol announced
Tuesday that its Argentine subsidiary,
YPF, discovered 4.5 trillion cubic feet of
unconventional gas in Patagonia, the
country's largest discovery in 35 years.
The deposits include tight and shale gas,
which are more difficult and expensive to
extract than conventional gas. According

to the company, the discovery, which was
made in the Loma La Lata area in the
province of Neuquén, is similar to uncon-
ventional shale deposits in the United
States. Sebastián Eskenazi, executive vice
president of YPF, said the find "opens up
interesting development perspectives for
the country," the Financial Times report-
ed. Argentina has suffered from declining
reserves and the growing economy has
put pressure on the nation's energy
resources. The discovery expands the
country's gas reserves from six years to 16
years. "We are very pleased because this
will support the growth of the country, a
model of economic growth, of accumula-
tion, of generating wealth and distribut-
ing revenue," said President Cristina
Fernández de Kirchner, who was present
at the announcement. Reuters reported
that shares in YPF, currently worth $17
billion, rose 5.2 percent after the
announcement. YPF also announced that
it plans to invest $140 million to develop
the deposits along with Brazilian mining
firm Vale. Repsol currently owns 84 per-
cent of YPF but said last month that it
plans to sell up to 15 percent of the unit
as it seeks to reduce its stake in the coun-
try.

Groups to Invest More Than $2 Bn 
in Bolivian Natural Gas Fields 

The Bolivian government announced
Thursday that two groups of energy com-
panies will invest more than $2 billion in
the country's natural gas fields over the
next five years, Bloomberg News reported.
A consortium of Spain's Repsol, the
Britain's BG Group and Argentina's Pan
American Energy plan to jointly invest
$1.3 billion in the Margarita and Huacaya
fields by 2014, while Bolivia's state-owned
Yacimientos Petroliferos Fiscales
Bolivianos (YPFB), Repsol, Brazil's
Petrobras and France's Total will invest
$750 million in the San Alberto and San
Antonio gas fields. Investment in Bolivia's
hydrocarbons fell from a peak of $580 mil-
lion in 1999 to $149 million after President
Evo Morales made changes to the oil and
gas sectors in October 2006. According to
YPFB, the investment will raise output
from 2 million to 14
million cubic meters
per day at the fields in
Margarita and
Huacaya. The San
Alberto and San
Antonio fields will
increase production by
5 million cubic meters
per day. "The invest-
ments aim to guarantee
first supplies for the
internal market, which
are the priority, and then for exports," said
Bolivian Vice President Álvaro García
Linera. The announcement comes amid
speculation about Bolivia's proven gas
reserves. YPFB president Carlos Villegas
told the Bolivian Congress Nov. 4 that
reserves stand around 360 billion cubic
meters, down from a 2005 estimate of 700
billion. Reportedly, an unreleased study
commissioned by U.S. consulting compa-
ny Ryder Scott puts the figure even lower,
at around 230 billion cubic meters. Linera
announced Tuesday that the government
will release the report by the year's end.

Peruvian Suit Against Occidental
Petroleum to Proceed in U.S.

The U.S. Court of Appeals for the Ninth
Circuit ruled Monday that an environ-
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General Electric Wins Wind
Turbine Orders in Brazil 

General Electric announced
Monday that is has won contracts
from four developers to buy 258
wind turbines, supplying more than
400 megawatts of wind-generated
electricity. The companies, Renova
Energia, Dobreve Energia, Contour
Global and Bioenergy, made the
commitments as part of the coun-
try's 2010 Alternative Energy
Auction. The projects will be located
in the states of Bahia and Rio
Grande do Norte.

Iran to Export LNG to 
Argentina, Cuba: Official

Iran plans to soon export liquefied
natural gas to Argentina and Cuba
as part of a project with Venezuela's
national oil company PDVSA, Iran's
state-run PressTV reported Sunday,
citing Ali Kheirandish, the managing
director of Iran LNG Co. PDVSA has
a 10 percent share in the project,
said Kheirandish, adding that
Venezuela has contracts to supply
Argentina and Cuba with their
required gas by 2013 and part of
their needs will be met by Iran's
LNG plant.

CEO: Cheniere to Export U.S. Gas
to Caribbean Power Sector 

The CEO of Houston-based
Cheniere Energy, Charif Souki, said
the company plans to export shale
gas to the Caribbean to reduce the
region's dependence on electricity
generated from oil, Bloomberg
News reported Wednesday. Souki
added that Jamaica, Puerto Rico
and the Dominican Republic are
among the countries that could
save money by burning gas instead
of crude oil-based products. In
June, the company said that it may
be the first in the continental
United States to export LNG.

The discovery expands the 

country's gas reserves from six

years to 16 years.

Linera
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mental contamination lawsuit brought by
indigenous plaintiffs from the Peruvian
Amazon against Occidental Petroleum
(Oxy) should be heard in the United
States. The lawsuit was initially filed in
2007 on behalf of members of the indige-
nous Achuar community by Earth Rights
International, Amazon Watch and
Schonbrun DeSimone Seplow Harris &
Hoffman. The suit accuses Oxy of dump-
ing an average of 850,000 barrels of toxic
wastewater in local waterways over a 30-

year period and alleges that the company's
practices had a widespread health impact
on the community. The federal appeals
court overturned a lower court's ruling
that the case should be heard in Peru, cit-
ing disorder in the judiciary and paving
the way for the case to be litigated in Los
Angeles. "Oxy will now face justice in the
U.S. federal courts, rather than in a
Peruvian legal system that has never com-
pensated indigenous groups for environ-
mental contamination," said Marco

Simons, the legal director of EarthRights
International. Oxy maintains the position
that it sold its Peruvian holdings to
Argentine oil company Grupo Plus Petrol
and that the company assumed responsi-
bility for all operating conditions of the oil
field. "To our knowledge, there are no
credible data indicating negative commu-
nity health impacts resulting from Oxy's
operations," said Occidental's vice presi-
dent of communications and public
affairs, Richard S. Kline, the Los Angeles
Business Journal reported.

Renewables News

Chile's Empresas Copec and E-CL
Form Joint Venture on Biofuels 

Chile's Empresas Copec, an energy and
forestry company, and power generator E-
CL have joined together in a joint venture
to create biofuels from micro-algae
through a consortium called Algae Fuels,
Dow Jones reported Monday. The consor-
tium also includes Pontificia Universidad
Católica de Chile, Rentapack and
Bioscan. The project will include the con-
struction of a pilot plant in the Atacama
desert, which will aim to produce second-
generation biodiesel over the next five
years and will require an investment of
6.84 billion Chilean pesos ($14.3 million).
The Chilean government has said that it
wants 20 percent of the country's power to
come from nonconventional energy

sources by 2020 and will provide technical
support and financing for the project.
InnovaChile will also provide financial
backing. "In Chile, we have comparative
advantages for the production of biofuels
using algae," said Jimena Bronfman,
undersecretary to the energy ministry, cit-
ing the country's climate.
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Research Alert

Report: The Future of Latin America's Nuclear Capacity 

Latin America's installed nuclear capacity could grow eight to 14 times over 40 years
assuming present conditions, according to Jorge Zanelli, a former member of the
Chilean Nuclear Energy Commission, in a report released by the Inter-American
Dialogue. The estimate is based on stated goals from the region's three nuclear pow-
ers, plus a possible new player (X). Zanelli argues that capacity should grow at dou-
ble that rate, based on projections from a regional generation capacity study done by
MIT, in order to make a significant reduction to greenhouse gas emissions.

Currently, Argentina, Brazil and Mexico are the only countries in the region with
nuclear reactors, each of which owns two. Mexico is expanding the capacity of the
Laguna Verde facility by 20 percent and announced in May that it would evaluate the
prospects of building eight new reactors. Argentina is completing the construction of
a third nuclear reactor, Atucha II, and has plans for the construction of a CAREM
prototype reactor. Brazil is also completing its third reactor, Angra III, and has plans
in place to build five new reactors over the next 15 years.

Meanwhile, Colombia, Cuba, Chile, Ecuador, Peru, Uruguay and Venezuela have all
stated intentions of becoming a nuclear power, with Chile, Uruguay and Venezuela in
the most advanced stages of the process.

Globally, nuclear power represents approximately 16 percent of the world's energy,
but accounts for just 2 percent in Latin America. Zanelli suggests that, along with
political will and long-term vision, integration among Latin American countries is a
better option than the individual approach to nuclear projects taken so far. He argues
that the main challenges to the industry in Latin America are "to prove its benefits
over other forms of power generation and to show its technical, financial, political,
environmental and territorial viability."

Source: "Latin America's Nuclear Future," by Jorge Zanelli

Estimated Number of Reactors in Operation in Latin America, by Decade
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Political News

Martelly Loses Spot in Haitian
Runoff, Vows to Challenge Results

Amid protests by his supporters, a popular
singer who wants to be Haiti's next presi-
dent vowed Wednesday to challenge
results that narrowly excluded him from a
runoff election, the Associated Press
reported. Michel "Sweet Micky" Martelly,
a popular singer, urged his supporters to
mount nonviolent protests to oppose the
results from the Nov. 28 vote. Preliminary
results put former first lady and law pro-
fessor Mirlande Manigat in first place with
31.4 percent of the vote and ruling party
candidate Jude Célestin in second place
with 22.5 percent. Martelly trailed
Célestin by 6,845 votes in the election, in
which just more than 1 million Haitians
voted. Martelly's backers took to the
streets Wednesday, barricading roads and
setting fires in Port-au-Prince while
marching with pink campaign signs show-

ing Martelly's image. "We want Martelly.
The whole world wants Martelly," James
Becimus, a 32-year-old demonstrator, told
the AP near the U.S. Embassy. "Today we
set fires, tomorrow we bring weapons."

Martelly said he backed his supporters'
rights to nonviolently protest.
"Demonstrating without violence is the
right of the people," said Martelly, who is
bald. "I will be with you until the bald-
head victory." In the suburb of Petionville,
protesters threw rocks at Indian and

Pakistani U.N. troops. The soldiers
responded with tear gas that wafted
through a nearby camp for survivors of
Haiti's devastating January earthquake,
sending mothers and their children flee-
ing. Demonstrators also set fire to the
headquarters of President René Préval's
political party and shut down Haiti's only
international airport. Préval acknowl-
edged that fraud was present in the elec-
tion, but said the problems were typical of
election problems around the world.
During the vote, there were reports of bal-
lot-stuffing, intimidation and other prob-
lems, which international observers con-
firmed. However, a joint Organization of
American States-Caribbean Community
observer team said the problems did not
mean the results should be invalidated. In
an unconfirmed report, Haiti's Radio
Kiskeya said at least four protesters were
killed—three in Les Cayes in the country's
southern peninsula and one in the north-
ern city of Cap-Haitien.

Honduran President Seeking 
Safe Return of Zelaya

Honduran President Porfirio Lobo on
Monday told a local television station that
he is looking for a legal way to bring
Manuel Zelaya, who was ousted last year
as the Central American nation's presi-
dent, back safely, the Associated Press
reported. Lobo told Channel 5 that he is
working with prosecutors to find a solu-
tion that would not run afoul of the law
and that would allow Zelaya to face
charges in Honduras without placing him
in police custody. Zelaya, who was flown
to Costa Rica at gunpoint during the June
2009 coup, stands accused of fraud, falsi-
fying documents and usurping powers.
The former president, who now lives in
the Dominican Republic, has said he will
not return to his country if there are out-
standing warrants for his arrest there.

Economic News

Some 400,000 Chilean Public
Employees on Strike

Approximately 400,000 Chilean govern-
ment employees are participating in a

DDeecceemmbbeerr  66--1100,,  22001100

ARene Ortiz-Duran, former min-
ister of energy and mines of
Ecuador and former secretary
general of OPEC: "Oil compa-

nies have already shied away from
Ecuador. It is not new that Ecuador's gov-
ernment has had an unnecessarily hostile
attitude toward the established interna-
tional oil companies. The government
misunderstood and misportrayed oil
companies before the public as abusive.
All of the companies have been very crit-
ical of the exploration and production
contracts signed with former regimes.
The hydrocarbons law was reformed last
July to introduce the 'flat-fee service con-
tracts,' however, it kept unchanged the
modalities such as association, risk serv-
ice contracts and participation contracts.
In the meantime, the government provid-
ed information to the public which is
'half true.' Government-take referred
only to the production sharing segment
and nothing was said or told of the other
companies' obligations, such as income,

value-added, special consumption, price
royalty, labor and community taxes.
When everything was added, including
production shared and the above men-
tioned taxes, they all amount to 70 to 87
percent government-take. Now, the gov-
ernment reaffirmed that the renegotia-
tion has meant an increase of the govern-
ment-take from 70 percent to 80 percent.
This type of information politics has had
a cost and will continue to have further
costs. Ecuador will not increase oil pro-
duction as desired and will not attract
new investments. Further exploration to
discover oil, develop those reservoirs and
produce them for export cannot be
achieved with such flat-fee service con-
tracts. Finally, another hydrocarbons law
reform is almost ready for approval by the
legislature and the president of the repub-
lic. It will establish the 'exceptional ruling'
in order to enable international oil com-
panies and local, private oil companies to
also participle in the future oil industry of
Ecuador."

Continued on page 6

Featured Q&A
Continued from page 1

Martelly

File Photo: Martelly Campaign.
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national strike to demand wage hikes and
an end to layoffs that have cut 7,000 jobs
so far this year, EFE reported Tuesday.
Workers gathered at the entrances of gov-
ernment buildings in Santiago and about
2,500 employees gathered for a rally in the
city's Plaza de los Heroes on Tuesday, the
fourth day of the strike. Nuri Benítez, the
vice president of the Anef union, said 90
percent of public employees were partici-
pating in the strike, though the govern-
ment has not made any similar estimates.
Benítez said the union is seeking "a decent
[wage] adjustment that takes into account
the bonanza that the country is enjoying
these days." In addition to an 8.9 percent
salary increase this year, workers want "to
stop the massive layoffs in the government
because in the last week, the administra-
tion has laid off more than 2,000 public
servants, and in the year to date, more
than 7,000," she said. Teachers, prison
guards and workers at hospitals and doc-
tors' offices were among those participat-
ing in the strike. The government of
President Sebastián Piñera has offered
public employees a raise of 4.2 percent.
The lower house of the country's
Congress has approved the measure,
despite the criticism of the center-left
Concertación, which says the raise is inad-
equate. The measure is now under consid-
eration in the Senate.

United States, Brazil Initial 
'Open Skies' Aviation Agreement

Negotiators for the United States and
Brazil have initialed an "open skies" avia-
tion agreement, which will expand air
transportation between the two nations
and possibly bring down transportation
prices, the U.S. State Department said
Monday, Agence France-Presse reported.
"The agreement will strengthen and
expand our already strong trade and
tourism links with Brazil, benefiting U.S.
and Brazilian businesses and travelers by
expanding air service and encouraging
vigorous price competition by airlines,
while safeguarding aviation safety and
security," the State Department said. In
2007, the two countries started negotia-
tions to broaden a 1989 agreement on avi-
ation. The United States currently has
Open Skies agreements with 90 other

partners worldwide. Open Skies agree-
ments let air carriers in countries work
together in a closer way to establish fares,
routes and schedules.

Bolivian Congress Approves 
Lower Retirement Age

Bolivia's Congress on Dec. 3 approved leg-
islation to lower the country's retirement
age and also nationalize its pension sys-
tem, the Associated Press reported. The
measure, which now goes to President Evo
Morales for his signature, will allow
Bolivians to collect their full pensions at
age 58, while the country's 70,000 miners

will be able to retire at 56. Previously,
Bolivian men were able to retire at 65 and
women could retire at 60. Morales had
pushed for the change, which extends
pension protection to Bolivians who work
in the informal economy and lack pen-
sions That segment is about 60 percent of
the country's population. Bolivia's pen-
sion funds, which cover 1.2 million work-
ers, are currently run by BBVA and Zurich
Financial Services. The funds will revert
to state control when the new law takes
effect in the middle of next year. The
country's Federation of Private Employers
opposed the legislation, expressing doubts
about the new system's sustainability.
Bolivia privatized its pension funds 13
years ago after a government-run pension
system collapsed. The legislation also cre-
ates a "solidarity fund" that will be made
up of contributions by companies and
workers. It will also allow workers in the
informal sector to receive pensions if they
make voluntary contributions for 10
years. Bolivia's move to lower retirement
ages bucks a trend seen elsewhere as life
expectancies rise, birth rates fall and pen-
sion obligations strain nations' treasuries.
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Nicaragua Accused of Taking
Bribes: Leaked Cables 

Diplomats from the United States
accuse the government of
Nicaraguan President Daniel Ortega
of taking bribes to finance election
campaigns, according documents
released by WikiLeaks. In cables
dated from 2005 through 2010, U.S.
officials allege that Ortega's govern-
ment received "suitcases full of cash"
from Venezuela and took bribes
from drug traffickers to finance
campaigns for the Sandinista
National Liberation Front, the
Associated Press reported.
Nicaragua's government declined to
comment to AP on the matter.

Epidemiologist: Haiti Outbreak
Started in Peacekeepers' Camp

The cholera outbreak that has
infected 81,000 people began at a
camp for Nepalese peacekeepers,
according to French epidemiologist
Renaud Piarroux, Bloomberg News
reported Tuesday. U.N. spokesman
Martin Nesirky said the United
Nations is looking further into the
matter and is "neither accepting or
dismissing" the report. U.N.
Secretary-General Ban Ki-moon
told the General Assembly on Dec. 3
that tests on the peacekeepers'
camps came back negative.

Panama Canal Reopened After
Rains Caused 17-Hour Closure

The Panama Canal was reopened
Thursday morning after a 17-hour
closure was ordered due to heavy
rains, Agence France-Presse report-
ed. According to the canal authori-
ty, the rains filled the Gatun and
Alajuela lakes to historic levels,
forcing it to close the entire canal
for the first time since the 1989
U.S. invasion. Between 13,000 and
14,000 ships pass through the canal
every year.

POLITICAL & ECONOMIC BRIEFS
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ARamiro Crespo, president of
Analytica Securities in Quito:
"On Nov. 23, most major
international oil companies

agreed to new production contracts
demanded by Ecuador. Repsol YPF,
Eni's Agip, along with Andes Petroleum
and PetroOriental—two Chinese-
owned companies—and Chile's ENAP
decided to stay. The government will
now pay them a set fee per barrel of oil,
however mostly in oil rather than cash.
Previously, Ecuador applied the pro-
duction sharing agreements used in
most emerging markets. Petrobras and
Noble Energy, which together account-
ed for some 20 percent of foreign out-
put, will depart. All things considered,
the terms of the new contracts are little
different from a 2008 review, but for the
first time since 2006, they are likely to
remain stable in the longer run, given

that they run eight to 15 years. The
companies agreed to invest $1.2 billion
through 2014, which will only stabilize
the current declining rate of production
in their fields. Since Rafael Correa took
office in January 2007, foreign oil out-
put has plunged to 162,000 barrels a day
from 256,000. State-owned companies'
investments have had limited success
and overall output is estimated only to
remain stable in 2011. The problem is
considerable given that Ecuador, under
Correa, has produced a fifth of the 4.5
billion barrels of reserves the country
was estimated to hold, without signifi-
cant exploration having gone ahead to
replace them. It will take many more
positive signs to revert the lost half-
decade of oil production from Ecuador.
A key test will be international tenders
for new fields in April."

APaulina Durango, partner at
Arizaga & Co. Abogados in
Quito: "With the signing of the
new oil contracts, Ecuador

begins a new stage in the production
management and investment of the
most important resource for the coun-
try's economy. This process has been
lengthy and complex, and its greatest
impact in the almost four years has
been, without a doubt, the lack of
investment by private foreign compa-
nies (which handle approximately 30
percent of national production) and the
consequent drop in production. We
must also take into consideration that
the fall in production in Ecuador has
coincided with a period of high oil
prices, an average of above $75 per bar-
rel in recent years. The renegotiation of
the contracts entails a radical change
from the participation model (profit-
sharing agreements), where the benefits
were linked to price, to a service delivery
model (flat-fee service contracts) that
establish a payment system based on real
investment parameters, costs, expenses
and a 'reasonable' profit, unlinked to the
price of oil. Within the parameters of
the renegotiation, we expect the state oil
revenues to improve and that foreign
investors will be given clear rules for
investment, giving priority for the
exploration of new wells that would
increase their production. The failure to
achieve agreements with Petrobras and
EDC for the exploitation of blocks 18
and 3 (gas) pose a challenge for state
companies Petroamazonas and
Petroecuador, respectively. The lack of
experience with gas fields in the latter
case could open up the possibility of an
international tender for companies that
operate this block. It is hoped that the
international community will take the
renegotiations as positive signs that will
assist in the development of the coun-
try."

The Energy Advisor welcomes responses
to this Q&A. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.

Featured Q&A
Continued from page 4

“ It will take many more 

positive signs to revert the lost

half-decade of oil production

from Ecuador.”
— Ramiro Crespo
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