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How Will Argentina's Biodiesel Sector Cope With E.U. Tariffs?

Argentina's government

announced recently that it is

cutting taxes on domestic uses

of biodiesel to help the industry
after the recent imposition of E.U. tariffs,
which are expected to reduce the coun-
try's biodiesel exports by as much as 39
percent. Last year, Argentina dropped to
become the third-largest biodiesel pro-
ducer in the world as its production
decreased and that of Brazil and the
United States rose. Are Argentina's new
measures enough to help the country's
biofuels industry cope with the loss of its
major export market? With more cases
pending over the issue at the WTO, what
is the outlook for a resolution? How is the
anti-dumping case affecting global trade
flows of biofuels?

Carlos St. James, founder of the

Argentine Renewable Energies

Chamber: "The E.U. tariffs have

been a blow to Argentina's
export-driven biodiesel industry: exports
(overwhelmingly to Europe) went from
1.7 million tons in 2011 to 1.1 million
tons in 2013—a 35 percent decline.
Meanwhile, biodiesel production for
domestic uses totaled 0.9 million tons in
2013 and has shown greater consistency in
recent years. Argentina has two markets
for its in-country biodiesel: automotive
blending mandates and use for thermo-
electric plants. The blend mandate was
recently increased to 10 percent from 8

percent. While the national biofuels law
favors small producers for this market, in
practice it has been gobbled up by the
large integrated producers with access to
working capital financing, greater ability
to deliver consistent quality to blenders—
and who have political influence. They are
pushing for a mandated 20 percent blend-
ing requirement, but this is being called
into question by automotive manufactur-
ers, who state they cannot guarantee per-
formance levels at such high blends, and
by oil refiners who now begin to see

Continued on page 3

Abengoa Breaks Ground on
Thermosolar Plant in Chile

Spain's Abengoa announced
Wednesday that it has broken ground
on the first solar-thermal plant in Latin
America, located in the Maria Elena
commune in Chile's northern Atacama
Desert. See story on page 3.

File Photo: Abengoa.
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ENERGY SECTOR BRIEFS

Ecopetrol Sells 50% Stake in
Capachos Block to Parex Resources

Colombia's state-run Ecopetrol said
Monday that it has reached a deal
with Calgary-based Parex Resources
Inc. for the joint development of the
Capachos oil block, located in the
country's eastern plains, according
Reuters. Once the National
Hydrocarbons Agency approves the
deal, for which no financial details
were released, Parex will take a 50
percent stake in the block, become
its operator and pay the full cost of
developing the first two wells.

Isastur to Construct Bolivia's
First Photovoltaic Power Plant

Spain's Grupo Isastur announced
May 8 that its subsidiary Isotron has
won a contract from Bolivia's state-
run generation company Empresa
Eléctrica Guaracachi to build the
nation's first photovoltaic plant The
5-megawatt solar plant, also Isastur's
first project in Bolivia, will be devel-
oped during the next six months
and be located near the city of
Cobija along Bolivia's northern bor-
der with Brazil. The official signing
of the contract is expected to take
place Friday with Bolivian President
Evo Morales, EFE reported.

First-Quarter Profit of Argentina's
YPF More Than Doubles

Argentine state oil company YPF's
first-quarter profit increased 129
percent compared to the same quar-
ter last year due to higher oil and
gas output, Bloomberg News report-
ed May 8. Argentina's largest com-
pany had net income of 2.88 billion
pesos ($360 million), or 7.34 pesos
per share, in the first quarter as
compared to 1.26 billion pesos, or
3.2 pesos per share, last year. Crude
output in the quarter increased 6.8
percent year-on-year while natural
gas output rose 19 percent.

Copyright © 2014, Inter-American Dialogue

Oil & Gas News

Judge Allows Probe of Argentina's
Fernandez Over Fracking Deal

An Argentine appeals court judge has
allowed an abuse of authority investiga-
tion of President Cristina Ferndndez de
Kirchner in connection with fracking by
U.S.-based oil major Chevron to proceed,
Agence France-Presse reported Tuesday.
Local lawmakers in Buenos Aires had
sought the investigation for alleged "abuse
of power, dereliction of duty and attempt-
ed environmental damage," by Ferndndez.
A federal prosecutor
first refused to pur-
sue the case, but the
appeals court judge
said the probe could
continue. Chevron
and Argentine state
oil company YPF last
week  announced
plans to spend an
additional $1.6 bil-
lion to develop
Argentina's  Vaca
Muerta shale formation. Fernidndez has
sought to make Argentina self-sufficient in
energy. The country's costs of energy
imports amounted to $9 billion last year.
Critics of fracking have pointed to studies
showing that the procedure for extracting
oil and gas increases the risk of drinking
water contamination and can cause harm
to humans and livestock. Some non-gov-
ernmental organizations have opposed
YPF's deal with Chevron, which took
effect last August. The investment that
Chevron and YPF announced last week
was in addition to a $1.2 billion invest-
ment that Chevron agreed to make for a
shale pilot project in Argentina.

Fernandez

File Photo: Argentine
Government.

Pacific Rubiales Reports Lower First
Quarter Earnings, Record Production

Pacific Rubiales Energy on May 8
announced results for the first quarter of
the year that showed a decline in earnings
caused by ‘"operational challenges,"
Bloomberg News reported. Net income at
Colombia's largest independent oil pro-
ducer dropped to $119 million as com-
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pared to $127 million a year earlier, a
decline to 38 cents per share from 40
cents per share. Output at the Rubiales
field declined in the January to March
period due to temporary restrictions on
water disposal, and the company also
reported increased transportation costs
due to the stoppage of the Bicentenario
Pipeline. The Bicentenario Pipeline con-
nects the Llanos region to the Cano
Limon-Covenas Pipeline, but has been
halted since an attack in mid-February.
However, Pacific Rubiales reported record
net production of 148,827 barrels of oil
equivalent per day, an increase of 16 per-
cent compared to the previous year, and
revenue increased 2 percent to a record
$1.3 billion. The company also reported a
record sales volume of 151,847 boepd, a 6
percent increase from the previous peri-
od. "Despite a few temporary operational
challenges during the quarter, due to fac-
tors outside of the company's control,
both our operational and financial results
were strong, with revenues, adjusted
EBITDA, net production and sales vol-
umes all reaching record levels," CEO
Ronald Pantin said in a statement. Pantin
added that the company has made
progress toward its 2014 objective of
developing two new heavy oilfields, the
CPE-6 and Rio Ariari blocks. Pantin said
"first phase facilities construction has
commenced in both the CPE-6 and Rio
Ariari blocks and will continue through-
out the year." During the first quarter, the
company also completed the sale of its 5
percent stake in Ocensa Pipeline, and in
April the company used the proceeds to
pay down debt, reducing total debt by
$400 million, according to Pantin.

Investors Buy Repsol's
Stake in Argentina's YPF

Investors from Europe, the United States
and Latin America have bought Spanish
energy company Repsol's 11.86 percent
stake in YPF, its former Argentine unit,
investment bank Morgan Stanley said
Tuesday, Agence France-Presse reported.
Repsol announced May 7 that it was sell-
ing most of its 12 percent stake in YPF for
900 million euros ($1.26 billion). The sale
comes two years after Argentina's govern-
ment seized control of YPE. After the sale
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to investors, Repsol had a stake of less
than 0.5 percent of YPFE. It had owned 51
percent of the company before Argentina
seized it, a move that forced YPF to make
provisions amounting to 1.28 billion
euros in 2013. The Argentine govern-
ment's action also caused Repsol's profits
to plunge 90 percent that year. In March,
Repsol's shareholders agreed to a deal in
which Argentina would pay $5 billion in
compensation due to the financial losses
that the company incurred. The lower
house of Argentina's parliament on April
24 approved payment in government
bonds for the settlement.

Authorities Launch Insider
Trading Probe of Brazil's Batista

Prosecutors in Brazil are investigating
businessman Eike Batista for alleged
insider trading in connection with his sale
of shares in his embattled oil company,
Oleo e Gas Participagdes, formerly OGX
Petrdleo e Gas Participagoes, The Wall
Street Journal reported May 9. Batista is
under investigation after earning approxi-
mately 124 million reais ($57 million)
through his sale of shares in the company.
Prosecutors are investigating whether
Batista used inside information to sell the
shares in May and June of last year before
negative information on the company

became public.
Prosecutors are
probing  whether

Batista knew there
were doubts about
three oil fields' via-
bility. Before the
doubts about the
Tubarao Tigre,
Tubardao Gato and
Tubardo Areia fields
became public,
Batista sold 126 mil-
lion shares of OGX, The Wall Street
Journal reported, citing court documents.
OGX's share price plunged after the nega-
tive news about the fields' viability was
announced. The company declared bank-
ruptcy last year. The insider trading allega-
tion led a Brazilian judge on May 6 to
freeze 122 million reais in Batista's assets
that are being held at investment bank
BTG Pactual. Batista, who was once a bil-

Batista

File Photo: Brazilian
Government.
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biodiesel as real competition. The other
market is to broaden the use of biodiesel
for thermoelectric plants (that is, using
biofuels for electricity generation), which
was also recently mandated at a 10 per-
cent blending requirement. The pro-
posed law will provide a leveler field for
this segment and open it up for greater
use—at the expense of imported diesel
fuel. The proposed law aims for signifi-
cant growth in this segment to offset the
loss of export markets and should be a
boost  for  Dbiodiesel  producers.
Argentina's biodiesel industry is working
to re-open its export markets to Europe,
but it has been hampered by the coun-
try's foreign policy, specifically by the
decision to nationalize Spanish-owned
oil company YPE"

Carolina Schuff, economist and
coordinator of sectoral analy-
sis at abeceb.com: "The pro-
posal sent to Congress envi-
sions changing a 22 percent tax so that it
does not apply to biodiesel destined for
power generation, while at the same time
waiving the 19 percent tax on biodiesel
used for liquid fuel blends. The measure
seeks to correct a tax distortion that was
affecting the sector's competitiveness rel-
ative to imported diesel and compliance

with the domestic blend mandate of 10
percent. Imported diesel is exempt from
both taxes. This transitory measure will
remain until time runs out to resolve the
dispute with the European Union over
the 25 percent tariff that the bloc
imposed on Argentine biodiesel, alleging
dumping. On April 25, the WTO formal-
ly established a panel to resolve a com-
plaint by Argentina regarding the imple-
mentation of tariffs. The key measure to
soften the loss of the European market
was the increase in the domestic blend
mandate of biodiesel with diesel
announced in December. In the case of
automotives, the mandate increased from
8 percent to 10 percent, which means
additional consumption of 210,000 tons
of biodiesel. More novel was the increase
for electric plants, a quota that did not
reach two percent increased to 10 per-
cent, in this case with additional con-
sumption of 240,000 tons by the genera-
tors. The measure imposed by the main
destination of the biofuel was going to
have a big impact on Argentine produc-
tion, for which a fall of 18 percent relative
to 2013 was projected. Thus, an increase
of the mandate will generate internal
demand to a total of 1.41 million tons.
That would allow cushioning of the
impact of the rise in E.U. tariffs, and 5.6

Continued on page 6

lionaire and Brazil's richest person, has
denied any wrongdoing. He said recently
that all of his sales of OGX shares were
registered properly.

Power Sector News

Abengoa Breaks Ground on South
America's First Thermosolar Plant

Spain's Abengoa announced Wednesday
that it has broken ground on the first solar-
thermal plant in Latin America, located in
the Maria Elena commune in Chile's
northern Atacama Desert. The company
announced in January that it had won a
tender from the Chilean Ministry of
Energy and Corporacién de Fomento de la

Produccién (Corfo) to build the 110-
megawatt solar-thermal plant in Chile,
which will be South America's first solar-
thermal plant. The ground-breaking cere-
mony was attended by Jimena Jara, Chile's
subsecretary of energy, Jorge Godoy,
mayor of Maria Elena, and Felipe
Benjumea and Manuel Sanchez, the chair-
man and CEO of Abengoa. The Cerro
Dominador plant will have mirrors that
will direct sunlight onto molten salts on a
tower, and then the salts will be used to
heat water in order to generate steam to
power the project's turbines. The tower's
technology will also be able to use molten
salts to store thermal energy for 17.5
hours, allowing the project to generate
electricity in the absence of solar radiation.
Benjumea noted that a project that can
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provide energy throughout the day is
important for an area where mining is the

¢ This plant will contribute

to the energy independence
of Chile.””

— Felipe Benjumea

major consumer of power. "We are con-
vinced that this center will be an impor-
tant factor for resuming mining projects
that are now stalled due to uncertainty
about the availability and the high cost of
energy,” he said. "This plant will con-
tribute to the energy independence of
Chile." The project is part of the Chilean
government's efforts to increase the use of
renewable energy in the country. Last
October, the government doubled its
renewable energy target, setting a goal of
generating 20 percent of power from clean
sources by 2025.

Political News

Mexico Pledges More Security
Forces for Tamaulipas State

Mexico's government on Tuesday pledged
to send more security forces and increase
intelligence operations in Tamaulipas, one
of the country's most dangerous states,
BBC News reported. The government has
not done enough to address security in the
northeastern state, Interior Minister
Miguel Angel Osorio Chong acknowl-
edged. However, a "new phase" against
drug cartels active in the area would help
restore peace, he added. Last week, the
state's intelligence chief, Salvador Haro
Munoz, and his two bodyguards were
fatally shot when their car was ambushed
in the state capital, Ciudad Victoria.
Security forces will divide Tamaulipas into
four sections, each with an officer of the
army or navy responsible for putting the
government's security plan in place, said
Osorio. "We will strengthen surveillance at
ports, airports, customs and border cross-
ings, as well as the major land routes," he
told reporters. Security forces will also
"patrol 24 hours, every day of the week, in

Copyright © 2014, Inter-American Dialogue
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The Dialogue Continues

What Is Propelling Uruguay's Fast-Growing Wind Sector?

Uruguay's energy ministry

recently said that it expects

seven wind farms with a total

installed capacity of 340
megawatts to come online between
April and June of this year, adding that
by 2015, it expects wind sources to gen-
erate 30 percent of the country's ener-
gy. What's been driving the surge in
wind projects in Uruguay? How eco-
nomically competitive is wind with
other power sources in the country?
Would you describe Uruguay's experi-
ence with wind power as a success
that other countries in the region
should follow?

Scott Sklar, president of The

Stella Group, Ltd. and adjunct

professor at The George

Washington University: "In
2007, the World Bank's Global
Environmental Facility (GEF), in con-
junction with the United Nations
Development Program and Uruguay's
National Energy Directorate, embarked
on a three-year mission to mitigate
greenhouse gas emissions by implement-
ing large-scale, grid-connected wind
energy systems in Uruguay. The GEF
allocated $950,000 and co-financed
$6.01 million with the UNDP for the
development of a system, including wind
farms, such as the Caracoles Wind Farm
in the Caracoles hills of Uruguay. In
December 2013, The Inter-American
Investment Corporation (IIC) approved
a subordinated A/B loan of up to $20

main urban areas" and review local police
forces in order to root out corruption, said
Osorio. The interior minister added that
the government has achieved "significant"
successes against the drug cartels, but said
"these are not enough."

Brazil Begins Border Security
Operation Ahead of World Cup

Brazil's government has deployed more
than 30,000 navy, air force and army
troops in a massive border security opera-

million to finance part of the construc-
tion of the Fingano S.A. and Vengano
S.A. wind farms located in Uruguay's
Sierra de Carapé mountains, some 140
kilometers (87 miles) east of Montevideo
for a project consisting of a 90-megawatt
wind farm encompassing two smaller
wind farms (50 MW and 40 MW, respec-
tively) and including installation of 31
Vestas wind turbines, the stringing of a
150-kV, 39.6-km transmission line,
building substations, civil works, access
roads and other infrastructure needed to
move the energy generated to the grid of
Uruguay's state-owned energy company,
Usinas y Trasmisiones Eléctricas (UTE).
Also in 2013, Abengoa was selected to
construct and operate a new 70-MW
wind farm in Palomas in the Salto
Department. According to Windpower
Monthly, 'Uruguay is fast emerging as
one of the near-term stars of Latin
America. Government energy agencies
are now talking about 400 MW of new
capacity to be connected in 2013 alone,
while Vestas and Enercon are among
those to have picked up orders recently.
This is all part of a 1.2 GW wind target to
2015, set in 2010." Uruguay will lead
Latin America with Mexico, Colombia
and Brazil in beginning to accelerate util-
ity-scale wind."

Editor's note: The above is a
continuation of a Q&A published in the
April 28-May 2 issue of the Energy
Advisor.

tion ahead of the World Cup, which opens
next month in the South American coun-
try, BBC News reported Saturday.
Authorities called the deployment Brazil's
"single largest mobilization ever."
President Dilma Rousseft's government
has carried out similar border security
operations about three times a year since
2011. The operations, in which military
personnel also monitor rivers and lakes for
illegal activity, target weapons and drug
smuggling. A border security operation
last year ahead of the Confederations Cup
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soccer tournament led to the confiscation
of nearly 20 metric tons of illegal drugs. As
with the Olympics that Brazil is to host in
2016, the run-up to the World Cup has
been beset by numerous concerns about
whether Brazil is ready. Last month, BBC
News reported that Brazil had trained just
20 percent of the private security guards
needed for the 12 stadiums that are to host
World Cup matches. Authorities said at the
time that police and army personnel
would be dispatched to handle any prob-
lems that arise. The government also will
impose a no-fly zone over the stadiums
hosting games during the World Cup,
which is scheduled to occur from June 12
to July 13. There are still concerns about
street protests happening during the
World Cup and whether stadiums will be
ready in time. Sao Paulo's Corinthians
Arena, where the opening match of the
World Cup is to be played, hosted its first-
ever soccer game on Saturday as workers
continued to apply the finishing touches
ahead of the tournament.

Fernandez, Bachelet Discuss Treaty,
Infrastructure During State Visit

In the first state visit in her second term as
Chile's president, Michelle Bachelet met in
Buenos Aires with her Argentine counter-
part, Cristina Ferndndez de Kirchner, to
discuss cooperation between the countries,
the Santiago Times reported. During the

Ferénz and achelet met Monday in
Buenos Aires.

Photo: Argentine Government.

visit, Ferndndez and Bachelet discussed the
2009 Maipu treaty, in which the countries
agreed to restore a railway link between
Argentina and Chile and also facilitate cus-
toms operations between the countries.
Fernandez also said Monday that
Argentina and Chile plan to build two
additional border crossings as part of the
treaty.

Copyright © 2014, Inter-American Dialogue

Economic News

World Cup Likely to Have Neutral
Impact on GDP 'At Best": Analyst

Hopes that the World Cup, which begins
next month in Brazil, would boost the
country's economy are unlikely to mate-
rialize, with the soccer tournament hav-
ing a neutral impact on gross domestic
product "at best," an analyst told
Bloomberg News Wednesday. Brazil also
missed an opportunity to use the World
Cup to help fuel long-term economic
growth by failing to follow through with
planned infrastructure modernization
projects, added William Nobrega, manag-
ing partner at private equity investment
advisory firm The Conrad Group. "It
would have had a positive impact not
only on short-term but also long-term
economic growth—that didn't happen,"
Nobrega told the news service in a tele-
phone interview from Sdo Paulo. More
than two thirds of Brazil's shopping malls
are expecting to see a "significant" drop in
traffic during the World Cup as Brazilian
soccer fans remain home to watch the
games on television and public holidays
restrict malls' hours, according to an
Ibope poll released May 13. Also, an
increase in air travel during the World
Cup is not materializing, according to
Brazil's national air regulator, Anac,
Bloomberg News reported. Airlines have
sold only 21 percent of the seats on June
flights to and from the 12 cities that are to
host World Cup matches, the regulator
said. Fewer business travelers to Brazil
during the World Cup also will put a
crimp in the sales of airlines including
Gol Linhas Aereas Inteligentes, while
hotels and restaurants are also expecting
a slowdown, according to Banco
Santander. Brazil's hosting of the World
Cup also comes as the country is likely to
see its fourth consecutive year of GDP
growth of less than 2 percent. Additional
holidays during the tournament also
could harm the economy, Santander said
in a May 9 report. "With a substantial
number of additional holidays during the
32 days of the tournament, our econom-
ics team expects a slowdown in economic
activity that could impact all companies,"
said the report.
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POLITICAL & ECONOMIC BRIEFS

More Americans Should Learn
Spanish, Mujica Tells Obama

Uruguayan President José Mujica on
Monday met with U.S. President
Barack Obama at the White House.
Speaking after the meeting, Mujica
said that more Americans should
learn Spanish and that the United
States "will have to become a bilin-
gual country." Mujica also spoke of
the dangers of smoking and his
interest in having U.S. professors
teach in Uruguay since many
Uruguayan students come to the
United States to study every year.

New Poll Shows Zuluaga
Defeating Santos in Colombia

Colombian presidential candidate
Oscar Ivan Zuluaga of the Centro
Democritico party would beat cur-
rent President Juan Manuel Santos
in the first and second rounds of the
presidential election, according to a
new poll by the Centro Nacional de
Consultoria, EIl Tiempo reported
Wednesday. The poll showed
Zuluaga leading Santos for the first
time, 24 percent to 22 percent in the
election's first round on May 25,
which would move both candidates
to the second round, where Zuluaga
would receive 42 percent to Santos'
34 percent.

Venezuelan Authorities
Arrest at Least 80 Protesters

Venezuelan police arrested at least
80 anti-government protestors on
Wednesday, BBC News reported.
Students organized a march, in
which hundreds of people proceed-
ed peacefully through the streets of
Caracas to demand that the govern-
ment release the more than 200
people arrested at protest camps last
week. A group of demonstrators
with stones and homemade explo-
sives then clashed with security
forces.
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percent production growth for 2014.
However, the sector had been facing two
difficulties, the systematic delay by the
energy secretariat in publishing domes-
tic prices and difficulty competing with

€€ The WTO case will confirm

our position and will be against

the imposition of the measure. »

— Gustavo Idigoras

imported diesel in the face of tax differ-
ences. The proposal the government is
advancing is positive for the sector.
However, it is insufficient because it cov-
ers only the biodiesel for use in power
generation, equivalent to 14 percent of
domestic production."

Gustavo ldigoras, director at
Business Issue Management
in Buenos Aires: "The tax cut
proposal already submitted to

the Congress is only a temporary and
reduced effect measure. This proposed
rule will be applied until December
2015, and it will include only biodiesel
consumption for electric plants in
Argentina (around 200,000 tons per
year). Total production capacity in
Argentina is as high as 4.2 million tons.
Domestic market means around 1 mil-
lion tons. This year, exports are expected
to reach less than 1 million tons.
Therefore the biodiesel industry is still
facing a serious crisis in the country.
Exports to the European Union will be
zero, so antidumping measures have cre-
ated a full protectionism measure. The
WTO case will confirm our position and
will be against the imposition of the
measure, but not before December 2015.
The E.U. court is the other action
already submitted, but the timing of that
ruling is almost the same."

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

T

See farther than others.

The Latin America Advisor's daily Q&A section helps readers plan ahead.
What do you need to know? E-mail to freetrial@thedialogue.org for access.
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