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What Opportunities Have Opened in Mexico's Power Sector?

Since reforms restructuring

Mexico's electric power sector

were finalized in mid-August,

the country has moved swiftly to
announce upcoming tenders for natural
gas and electricity projects, and numer-
ous international energy firms have
expressed interest in participating in the
country's power market. What have been
the biggest changes in the structure of the
country's power sector? Where are the
greatest opportunities for international
investors, and where do the biggest pit-
falls lie ahead? How soon do you expect
to see changes in the country's electrici-
ty costs and service improvements?

Andrew Vesey, member of the

Energy Advisorbhoard and exec-

utive vice president and chief

operating officer of The AES
Corporation: "The power sector in Mexico
will experience a transformation as a
result of the recently introduced reforms.
The resulting changes include the forma-
tion of a wholesale market with access for
industrial customers; the restructuring of
the Federal Electricity Commission (CFE)
with required separation of its generation,
transmission, distribution and commer-
cialization activities; the introduction of
an independent system operator (ISO);
streamlined procedures to build addition-
al capacity; the creation of a clean certifi-
cate mechanism and renewable portfolio
standard scheme; a mandate for CFE and

Pemex to offer part of its pipeline capaci-
ty to natural gas; and the establishment of
an ISO to manage the gas system. These
changes bring new opportunities for
international investment, particularly in
competitive gas and the new wholesale
market. The government's target to gener-
ate 35 percent of its power through
renewable sources by 2024 coupled with
new incentives for these projects will also
create the basis for rapid growth of renew-
ables and new technologies such as energy
storage. As a result, Mexico will not only

Continued on page 3

Former Director Accuses
Dozens in Petrobras Case

Paulo Roberto Costa, a former director
of Petrobras, has accused dozens of
top politicians of involvement in an
alleged kickback scheme at the
Brazilian state-run oil company.
Petrobras and President Dilma
Rousseff both said they are investigat-
ing the claims. See story on page 2.

File Photo: Brazilian Government.

FEATURED Q&A: What Opportunities

Have Opened in Mexico's Power Sector?......... 1

Former Director Accuses

Dozens in Petrobras Scandal

Uruguay Hoping to Attract

Large Multinationals in Bid Round

Copyright © 2014, Inter-American Dialogue

Venezuela Seeking Bids on Citgo

By End of September: Sources.....cccccoeeveneennen. 3
Investment in Brazil's Wind Sector

to Total $14.9 Billion From 2015-2018................... 3
Former Codelco CEO to Take

Reins of Power Generator Colbln.........ccvvueeee. 3

Puerto Rico's PREPA Appoints
Donahue Chief Restructuring Officer ................. 3

In Profile: Tomés Gonzélez,
Colombia's Minister of Energy and Mines......... 4

Political and Economic News:
Chile, Venezuela, Panama and More............... 4-5

Page 1 of 6



Inter-American Dialogue’s Latin America Energy Advisor

ENERGY SECTOR BRIEFS

Gamesa Names Suarez to
Top Post in Latin America

Spanish wind manufacturer Gamesa
has named Hipdlito Sudrez as man-
aging director for Mexico and Latin
America, El Economista reported
Tuesday. He will be responsible for
all of the company's activities in the
region, excluding Brazil. Sudrez has
been the deputy managing director
for the region at Gamesa since 2013
and previous worked there for 14
years as director of legal counsel. In
between, he worked as a partner at a
law firm and general sectary of a
family-owned company.

BP Group Takes Equity Stake
in Pure Biofuels del Peri

BP Group has acquired a stake in
Pure Biofuels del Peru after com-
pleting an equity investment in the
company, the Lima-based refined
liquid fuel and biofuel marketer and
distributer said in a statement
Monday. In 2012, the company's
management and a Pegasus Capital
Adpvisors investment fund pur-
chased the company's equity to pro-
vide capital for expansion. BP's
investment "will significantly help
accelerate the company's growth
prospects," Pegasus partner Alec
Machiels said in the statement.

Acciona Agrees to Develop Mexican
Wind Farm for Private Investors

Spanish renewable energy company
Acciona Energia said in a statement
Sept. 5 that it has signed a $111 mil-
lion contract to develop a 49.5-
megawatt wind farm on the Isthmus
of Tehuantepec in the southern
Mexican state of Oaxaca for private
investors Actis and Comexhidro.
Acciona is responsible for the
design, engineering and construc-
tion of the Ingenio wind farm and
will operate and maintain it for 15
years.

Copyright © 2014, Inter-American Dialogue

Oil & Gas News

Former Director Accuses
Dozens in Petrobras Scandal

Brazilian state oil company Petrobras said
Monday that it is investigating allegations
of a bribery scheme following news reports
that the statements of Paulo Roberto
Costa, a former Petrobras director who is
in jail for alleged involvement in the
scheme, implicated more than 40 politi-
cians, BBC News reported. Petrobras said it
has asked a judge for access to Costa's state-
ments and has written a letter to the com-
panies that were allegedly involved, asking
for their assistance. Brazilian President
Dilma Rousseff on Monday also sought to
protect her re-election bid from the effects
of a scandal and asked prosecutors for any
details about officials in her administra-
tion, Reuters reported. "As president of the
nation, I have to act on official informa-
tion, not on a magazine report,” Rousseff

€€ As president of the nation, I
have to act on official information,
not on a magazine report. »

— Dilma Rousseff

said. Costa, who is currently in jail and is
being investigated in the case, leveled accu-
sations against a cabinet minister, top
members of Congress and governors, news
magazine Veja reported Saturday. On
Saturday, Veja printed the names of people
accused, including former governor and
presidential candidate Eduardo Campos,
who was killed last month in a plane crash,
as well as Energy and Mines Minister
Edison Lobao, and the presidents of both
houses of Congress, Reuters reported. The
people accused purportedly received 3 per-
cent kickbacks from Petrobras' contracts
with third parties from 2004 to 2012, Veja
reported. The president of Congress' lower
house, Henrique Eduardo Alves, issued a
statement denying wrongdoing as did
Senate President Renan Calheiros. Rousseff
said Monday that Lobdo "vehemently"
denied the allegations, which came just
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four weeks before the first round of Brazil's
presidential election in which Rousseff is
vying for another term, attempting to fend
off challenges from Aécio Neves of the
Brazilian Social Democracy Party and
Marina Silva of the Brazilian Socialist
Party. Rousseff's secretary general said the
allegations amount to an attempt to alter
the results of next month's election,
Bloomberg News reported. Costa's accusa-
tions are being used "to try, somewhat des-
perately, to change the course of the cam-
paign,” Secretary General Gilberto
Carvalho said in an interview broadcast on
news channel G1's Web site.

Uruguay Hoping to Attract Large
Multinationals in Bid Round

Uruguay is hoping to attract bids from top
multinational companies in a third off-
shore bidding round expected to begin in
early 2015, known as Ronda Uruguay III,
state-owned oil company Ancap said
Tuesday, EFE reported. Uruguay is looking
to attract bids from leading energy compa-
nies with the financial and technological
ability to undertake seismic-surveying and
crude-prospecting in offshore areas as deep
as 3,500 meters (11,475 feet), Ancap proj-
ect coordinator Santiago Cerro told the
news service. In order to be eligible to par-
ticipate in the tender, companies have to
demonstrate that they have the technical,
financial and legal capacity to carry out the
work and present an exploratory plan.
Uruguay will assign companies a point rat-
ing based on the profit the government
believes it would get under a potential con-
tract were an exploratory program to lead
to the discovery and development of
reserves. The government would receive a
portion of the company's declared profits,
tax revenue and revenue related to the
stake of Ancap in the blocks. In other news,
Ancap announced earlier this week that it
had signed an agreement with Venezuelan
counterpart PDVSA to produce oil in a
mature area 200 kilometers from
Venezuela's Orinoco Belt, Reuters report-
ed. Ancap will invest $50 million in the
project and will be joined by an undis-
closed, Venezuela-based private partner,
Ancap director Juan Gémez said. "We are
hopeful about this project, which we had
on standby, because we have prioritized
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investment in the country, but companies
interested in working with us appeared,
and that is important,” the executive said.
In 2015, they will start to exploit two fields
with hundreds of wells and a capacity
between 2,000 and 3,000 barrels per day.
Experts estimate that this output could be
tripled or quadrupled, Gémez said.

Venezuela Seeking Bids on Citgo
By End of September: Sources

Venezuelan state oil company PDVSA is
looking to receive offers to buy its U.S.-
based subsidiary Citgo Petroleum Corp.
by the end of September in a deal that
could be between $8 billion and $10 bil-
lion, sources familiar with the matter told
Reuters, the news service reported
Tuesday. Lazard Ltd., the investment bank
running the sale, has sent materials to
potential buyers, the sources added.
Analysts have said the interest in selling
Citgo, whose assets include three refineries
with a total daily capacity of 749,000 bar-
rels as well as three fully-owned and six
jointly-owned pipelines, stems from the
company's urgent need for cash. Sources
told Reuters that the government will
accept bids on all or some of the assets.
"The government's apparent flexibility on
price and individual assets points to its
desperate need for liquidity," Eurasia
Group analyst Risa Grais-Targow wrote in
a note to clients Wednesday. However,
"The sale of Citgo would likely erode
PDVSA's cash flow in the medium to
longer term, as the U.S. represents
Venezuela's largest cash-generating mar-
ket," she added.

Power Sector News

Investment in Brazil's Wind Sector to
Total $14.9 Billion From 2015-2018

Brazil will invest $14.9 billion in wind
energy between 2015 and 2018, which will
bring the amount of energy provided by
the source to 7,227 MW, wind power asso-
ciation ABEeo¢lica told EFE on Monday.
The group estimates that between 2005
and 2014 wind energy has helped avoid the
emission of 6.5 million tons of carbon
dioxide, a figure expected to rise to 8.9 mil-
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gain valuable investment but also valu-
able experience in these areas. The main
challenge will be the pace of change,
which will depend on the degree and
timing of the implementation of these
reforms. In addition, this challenge could

““The pre-existing legal
framework was keeping Mexican

consumers from benefitting from

free enterprise and competition. »

— Jose L. Valera

be complicated by the restructuring of
CFE and Pemex, the level of transparen-
cy in the market and the availability of
the people with the skills required to exe-
cute these changes. Improvement in serv-

ice and costs will depend upon the degree
and pace of the implementation of the
reforms and how fast the players will
have access to competitive gas. We expect
the first signs to be seen within the next
two years."

Jose L. Valera, partner at

Mayer Brown LLP in Houston:

"Mexico's new  Electricity

Industry Law creates a com-
pletely new structure and legal frame-
work for the electric industry by elimi-
nating state monopolies and providing
for the participation of the private sector
in generation, transmission, distribution
and power marketing activities. A new
independent and decentralized agency
will manage a wholesale electric market
and ensure open access to the power grid.
The state-owned Federal Electricity
Commission (CFE) will no longer have a
regulatory function and will no longer
manage the electric power system. The
generation and wholesale of electricity

Continued on page 6

lion tons by the end of 2017 as more wind
power projects come online. Investment in
the sector is expected to total $8.8 billion
this year, ABEedlica estimated. Brazil has
202 wind farms in operation with another
378 under construction.

Former Codelco CEO to Take
Reins of Power Generator Colbun

Thomas Keller, the former chief executive
of Chilean state-run miner Codelco, on
Monday was named the head of power
generator Colbtin, Mining.com reported.
Keller comes to Colbun as it and joint ven-
ture partner Endesa Chile are attempting
to move forward with the massive and
controversial HidroAysén project, which
had its environmental permits cancelled in
June. In August, the companies appealed a
cancellation of the $9-billion, 2,750-
megawatt project's permit to an environ-
mental court. "Thomas will be responsible
for leading the company and its collabora-
tors in a new growth plan that will com-
bine organic growth in Chile with eventu-
al investment opportunities in other mar-

ket in the region," company chairman
Bernardo Larrain Matte told La Tercera. At
Codelco, Keller was

lauded for efforts to

7 overhaul aging mines
‘, {  and cut costs, but ten-
_g .J sions with the compa-

N ny's strong unions and
# the new center-left

‘ - h government of
Keller President  Michelle
File Photo: Codelco. Bachelet led to his
ouster in June. Keller

will take the new posi-

tion on Oct. 1, a day after current CEO
Ignacio Cruz leaves, Reuters reported.

Puerto Rico's PREPA Appoints
Donahue Chief Restructuring Officer

Puerto Rican state power company PREPA
announced Sept. 4 that it has hired Lisa J.
Donahue of AlixPartners as chief restruc-
turing officer as part of an August agree-
ment with creditors that allowed the com-
pany to delay payment on some credit
lines, Bloomberg News reported.
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Donahue's role will be to negotiate with
creditors and develop a business plan,
which must be presented by Dec. 15, and
then a full restructuring plan, due by
March 2. The company has debt estimated
to be nearing $9 billion dollars. The com-
pany generates much of its electricity from
oil, which is expensive. Donahue, who
heads AlixPartners' turnaround and
restructuring practice and previously led a
turnaround at Atlantic Power Corp., said
she will seek to balance the needs of vari-
ous stakeholders, The Wall Street Journal
reported Monday. "As we go through the
process and develop the plan, we have to
take into consideration all the different
constituencies and come up with some-
thing that makes sense for the citizens of
Puerto Rico, the employees, the credi-
tors—there's a lot of factors that need to
be balanced," Donahue said.

Political News

Chile's President Boosts
Security After Bomb Blast

Chilean President Michelle Bachelet
increased security measures on Tuesday, a
day after a bomb exploded in a fast-food
restaurant near a busy subway station in
Santiago, injuring 14 people, the
Associated Press reported. The attack was
the worst bombing in Chile since the
return of the country's democracy in 1990.
"Those who carry out these acts think they
will frighten us, but
we're not going to let
a small group of ter-
rorists and cowards
scare the vast major-
ity who want a
peaceful country,”
Bachelet said after
presiding over a
meeting of high-
File Photo: Chilean level security offi-
Government. cials. "1 have

instructed the interi-
or minister to reinforce security on the
subway system and in places where lots of
people gather ... Our hand will not trem-
ble with these sorts of acts." Chilean offi-
cials said they were investigating whether
anarchist groups believed to be responsible

Bachelet
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In Profile

Tomds Gonzdlez, Colombia's Minister of Energy and Mines

Tomds Gonzdlez was sworn in as Colombia's minister of energy and mines on Aug. 19,
shortly after President Juan Manuel Santos began his second term on Aug. 7. Gonzilez
replaces Amylkar Acosta, who had been in the position since September 2013.

Background: Gonzilez studied economics at
the Universidad de los Andes and holds a mas-
ters and doctorate in economics from the
University of London. He has more than 15
years of experience in the private and public
sectors. For part of Santos' first mandate, he
served as vice-minister of mines and energy §
from 2010 to 2013 under former Ministers |
Carlos Rodado, Mauricio Cérdenas and
Federico Renjifo. During that time, he headed
the Commission for the Regulation of Energy
and Gas (CREG), and played a leading role in
the creation of the National Mining Agency
(ANM).

Tomas Gonzalez (left) was sworn in as
head of the energy and mines ministry
by President Juan Manuel Santos on
Aug. 19.

Photo: Colombian Government.

A member of the Conservative Party, Gonzdlez was an economic advisor to President
Andrés Pastrana from 1998 to 2000 and then was deputy director of the National
Department of Planning (DNP) under the direction of Juan Carlos Echeverry between
2000 and 2002. Gonzélez also has expertise in surveys and served as an electoral advi-
sor to Santos.

The minister has also worked as a manager of external affairs for BP Colombia and
been a professor at the University of London and the Universidad de los Andes, where
he taught a seminar on economy, petroleum and development. His other positions
have included time as a consulting partner at Connecta, technical secretary of the
National Council for Social and Economic Policy (CONPES) and as member of the
board of directors for companies including ISA, Isagen and Hocol, a subsidiary of
state oil company Ecopetrol.

Of note: Gonzilez takes over as energy minister of Latin America's fourth-largest oil
producer at a time when the sector is facing numerous challenges. The government is
looking to boost oil production even as rebel attacks on infrastructure have caused
shutdowns and hurt output, causing the government to reduce its oil production tar-
get for the year. Further, oil reserves have remained stagnant at approximately 7 years
of production over the last couple of years, at about 2.45 billion barrels at the end of
last year, and the country held a somewhat disappointing oil and gas bid round in July.

Some of the immediate challenges Gonzalez will face are working with communities
that have opposed and impeded strategic projects, making changes to the mining code,
developing strategies to protect energy infrastructure from attacks and generally try-
ing to increase foreign investment, according to Agencia Colombiana de Noticias.
Gonzilez's predecessor faced difficulties including community resistance and legal
delays in passing a new mining code and regulating the country's informal mining sec-
tor, Business News Americas reported.

Editor's not¢: Read whait Gonzdlez had to say at a recent event hosted by the Dialogue.
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for several smaller bombings in the
Chilean capital were to blame for
Monday's attack.

Economic News

Chile's Congress Approves
Corporate Tax Hike

Chile's Congress late Wednesday approved
legislation to hike corporate taxes and
close tax loopholes for wealthy individu-
als, a measure President Michelle Bachelet
has pushed in order to boost spending on
education and health care, Bloomberg
News reported. The measure, which
Bachelet is now expected to sign into law,
would raise $8.2 billion, or 3 percent of
gross domestic product. Bachelet has said
increased spending on education and
health care would help reduce inequality
in Chile, Latin America's wealthiest coun-
try. Her finance minister echoed that sen-
timent Wednesday night. "There is an
enormous number of public policies that
can become reality thanks to the approval
of this reform," Alberto Arenas told
reporters. "This is a day for Chile to cele-
brate because we have given signals of sta-
bility and security." Among the 34 nations
of the Organization for Economic
Cooperation and Development, Chile has
the highest income inequality, according
to a report the OECD issued in March.
Opponents of the reform say the prospect
of higher taxes has cost Chile investment
and has contributed to the most anemic
growth it has experienced in five years.
The reform was passed with strong sup-
port in Congress, where Bachelet has a
working majority in both chambers,
Reuters reported. The measure won
approval with few changes, though some
amendments had been made to satisfy
opposition lawmakers and skeptics among
Bachelet's supporters. There appears to be
widespread doubt about the reform
among Chileans, however. A poll released
last week by Adimark showed that more
people disapprove of the reform than
approve of it. Political analyst Guillermo
Holzmann told Reuters that most people
do not understand how the changes will
affect them. "Getting the tax reform out is
a political success. It then needs to be
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explained to the public, who wants more
clarity on what those changes mean," he
said.

Venezuela's Annual Inflation
Rate Soars to 63 Percent

Venezuela's annual rate of inflation soared
to 63.4 percent in August, the fastest
increase in 16 years and the highest in
Latin America, amid a collapse in imports
that has pushed up the prices of the few
goods produced locally, Bloomberg News
reported Tuesday. The rise in consumer
prices last month as compared to August
2013 exceeded the 62 percent increase in
July, according to the country's central
bank. Monthly inflation in August was 3.9
percent as compared to 4.1 percent in July,
fueled by price increases in food and bev-
erages, the central bank said in the first
price report that it has released in three
months. "A figure of 3.9 percent is nothing
to celebrate,"
Alejandro Grisanti,
an economist at
Barclays, told
Bloomberg News in
a telephone inter-
view. "The underly-
ing problems
remain. We don't see
inflation  slowing
down in the long-
term because the
government has not
enacted reforms." Critics say the policies
of President Nicolds Maduro and his late
predecessor, Hugo Chdavez, have harmed
the country's economy. Maduro has
blamed Venezuela's economic problems
on sabotage by U.S.-based business lead-
ers. The central bank did not publish its
scarcity index, which indicates how many
goods cannot be found on store shelves,
BBC News reported. Shortages of goods
including milk, flour and toilet paper have
been common. The shortages and poor
state of the economy were among the trig-
gers for large-scale protests that happened
in Venezuela earlier this year. Maduro's
government has also blamed the country's
economic problems on the protests, say-
ing protesters' roadblocks crimped trade
and violent clashes forced stores to close
early.

Maduro

File Photo: Venezuelan
Government.

POLITICAL & ECONOMIC BRIEFS

Support for Brazil's Rousseff
Edges Up in New Poll

Support for Brazilian President
Dilma Rousseff has rebounded, and
a potential runoff in the election
would be a close race between her
and candidate Marina Silva of the
Brazilian Socialist Party, according
to a Datafolha poll released
Wednesday, Reuters reported.
Datafolha found that Silva would
receive 47 percent of the vote in a
second round to 43 percent for
Rousseff, figures within the poll's
margin of error. A Datafolha poll
last week showed Silva with 48 per-
cent to 41 percent for Rousseff

World Bank to Lend Argentina as
Much as $4.8 Billion Through 2018

The World Bank will lend Argentina
as much as $4.8 billion through
2018 with the country receiving
between $1 billion and $1.2 billion
per year for social development, the
bank said Tuesday, Bloomberg News
reported. The International Finance
Corporation will also invest $1.7
billion in export-oriented private
companies. Argentina is in a techni-
cal default after a U.S. judge blocked
it from making a payment on
restructured debt, and Economy
Minister Axel Kicillof said Tuesday
that a majority of the country's
creditors oppose a plan that would
move bonds to a new jurisdiction to
allow payment, Reuters reported.

Panama Canal Expansion Will
Be Open by Early 2016: Varela

The Panama Canal expansion will
be open in early 2016 with the pro-
ject's completion expected in
December 2015 despite construction
setbacks and a delay caused by a dis-
pute with the consortium carrying
out the project, President Juan
Carlos Varela said Tuesday, the
Associated Press reported.
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will take place under a regime of free
enterprise and open competition. The
private sector may now build power
plants with permits issued upon applica-
tion. The CFE will become just one com-
petitor in the new generation market.
While transmission and distribution
facilities will remain under state owner-
ship (through the CFE, its affiliates or
other state-owned entities) and such
entities will provide the service of trans-
mission and distribution of electricity,
the private sector will be able to partici-
pate in the construction, operation and
maintenance of such facilities. All
Mexican consumers of power, large and
small, will benefit from more sources of
supply and competition between genera-
tors and power marketing companies.
Mexico does not have a financially
healthy, efficient, clean and self-sustain-
ing electric industry to support the eco-
nomic growth of the country. The
opportunities for international investors
will come from the expansion and mod-
ernization of Mexico's generation and
transmission infrastructure. The pre-
existing legal framework was keeping
Mexican consumers from benefitting
from free enterprise and competition."

Luis Serra, director of Energy

and Climate Change at the

Centro de Investigacion para

el Desarrollo A.C. (CIDAC) in
Mexico City: "Recently, the Federal
Electricity Commission announced a
public tender for 16 projects in infra-
structure for as much as $4.9 billion. Of
these, three deserve special mention
because they are aimed at reducing elec-
tricity costs in Mexico: three combined-
cycle generation plants, two gas
pipelines, which will carry gas from
Texas to Chihuahua, and three transmis-
sion lines. The greatest opportunities for
international investors lie precisely in
these types of projects. Mexico's electric-
ity demand is expected to grow at an
annual rate of 3.97 percent during the
next 12 years. At such a rate, Mexico's

Copyright © 2014, Inter-American Dialogue

installed capacity needs to increase by
40.81 gigawatts, or 50 percent higher
than what was achieved from 1996 to
2012, when private parties already were
allowed to participate in electricity gen-
eration. The biggest pitfalls lie in the per-
formance of the independent system
operator (CENACE) and the sector regu-
lator, that is, the Regulatory Energy
Commission. The former has to ensure
the cost-efficient dispatch of electricity
in the system, whereas the latter has to
ensure competitive access to the net-

¢ Should they not guarantee
both prerogatives, private parties
might find little incentive to

continue investing in the

Mexican electricity sector... »

— Luis Serra

work. Should they not guarantee both
prerogatives, private parties might find
little incentive to continue investing in
the Mexican electricity sector, particular-
ly when such investments are jeopard-
ized by the increasing costs of fighting
organized crime in central and northern
Mexico. Changes in the country's elec-
tricity costs and service improvements
depend on more and better transmission
infrastructure, as well as on an increase
in access to natural gas for combined-
cycled plants. These changes will not
arrive as scheduled by the government,
that is in a two-year horizon, unless they
arrive in the form of an (inefficient)
increase in tariff subsidization."

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