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Attract Investment?

Senators in Brazil have been debating wide-ranging economic and financial reforms in recent
weeks. // File Photo: Brazilian Senate.

Brazil's Senate on Feb. 24 passed a bill that will loosen the

state-run oil company'’s grip on some of the country’s most

promising offshore oil resources, in an effort to boost the oil

sector amid a crippling recession and low global oil prices.
The bill ends the requirement that Petrobras operate all new develop-
ments in the offshore region known as the Subsalt Polygon and provide
at least 30 percent investment. Will the bill, if passed by the lower house
and signed by President Dilma Rousseff, do much to encourage foreign
investment into Brazil's oil sector? What else can Brazil do to make its
oil sector more competitive and productive?

Francisco Ebeling Barros, Berlin-based independent energy
consultant: “There are no doubts that the new bill, should it
be passed by the lower house and signed by President Dilma
Rousseff, will encourage foreign investment in exploration
and production in Brazil's presalt area. After all, the Brazilian Petroleum
Institute, the representative body of foreign oil and gas companies in
the country, has lobbied for its approval. The relevant question, how-
ever, is yet another. Will it be in Brazil's best interest? According to the
International Energy Agency, by 2021 Brazil will add another 800,000 bpd
to the world’s energy supply. Should the price rise again—which the I[EA
also predicts—Petrobras would have the financial strength to tackle the
presalt’s exploitation under the current rules. One must also recall that
Petrobras has managed to lower unitary OPEX expenditures in the presalt
area and that Mr. Bendine has taken measures to make the company
more lucrative in the future. Everything will depend on the political scenar-

Continued on page 3

Chief Executive José Antonio
Gonzélez Anaya said Pemex had
budgeted to receive $50 per barrel
of oil this year, but the price of oil
has fallen below $30 per barrel in
recent weeks.
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Pampa Energia
Close to Buying
Petrobras Stake

Argentina’s Pampa Energia has of-
fered Brazilian state oil company
Petrobras about $1.2 billion to buy
its 67.2 percent stake in Petrobras
Argentina.
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Skanksa Exits
Latin America
With Peru Sale

Sweden'’s Skanska this week sold
its Peru subsidiary, effectively
ending its presence in Latin
America. Regional executive
Johan Henriksson told Swedish
media last year that high rates of
corruption in Latin America were
behind the decision to leave.
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Henriksson // File Photo: LinkedIn.
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OIL & GAS SECTOR NEWS

New Pemex CEO
Cuts $5.5 Billion in
Costs, No Jobs Yet

The newly installed chief executive of Mexican
state oil company Pemex said Monday he

will cut $5.5 billion from the company’s 2016
budget in the face of a staggering $30 billion
loss last year, The Wall Street Journal reported.
In a conference call with investors, Chief
Executive José Antonio Gonzalez Anaya said
Pemex had budgeted to receive $50 per barrel

‘ We have to adjust to the
new realities of Pemex.”

— José Antonio Gonzalez Anaya

of oil this year, but the price of oil has fallen
below $30 per barrel in recent weeks. Pemex
now estimates the price per barrel of oil at an
average of $25 this year. “We have to adjust to
the new realities of Pemex,” Gonzdlez Anaya
said. About two-thirds of the cuts will come
from deferred investments, while the rest will
be achieved in better efficiencies and cost
reductions, he said. The plan also includes a
reduction in capital expenditures and operating
expenditures of 6.2 billion pesos ($340 million)
in upstream operations. Gonzalez Anaya said
the austerity drive was expected to lower this
year's oil production by some 100,000 barrels
to 2.13 million barrels per day, the Financial
Times reported. Mexican President Enrique
Pefia Nieto last week named Gonzalez Anaya
as the new head of Pemex, replacing Emilio
Lozoya Austin, who had led the company since
December 2012. An economist educated at
MIT and Harvard, Gonzélez Anaya has held
positions in Mexico's Finance Ministry. In a
statement, Pemex did not mention job cuts

as part of the financial plan, however, a move
experts say is inevitable. [Editor’s note: See
related Q&A in last week'’s issue of the Energy
Advisor.]

Scotiabank Sets Aside
Higher Provisions for
Bad Oil Sector Loans

Bank of Nova Scotia, also known as Scotia-
bank, said Tuesday it had set aside more funds
to cover bad loans in the oil and gas sector,
warning of more bad loans to come as the
price slump continues to cripple the oil and
gas sector, Reuters reported. The Canadian
bank's funds set aside for credit losses rose
16 percent in the quarter that ended Jan. 31,
to $399.94 million. “We expect there to be
additional provisions for some of our loans in
the energy sector,” Chief Executive Brian Porter
told analysts. During the quarter, Scotiabank
had downgraded 10 percent of its energy port-
folio, mostly in the exploration and production
sector, with nine names on the “watchlist”

of potentially higher-risk loans, according to
Scotiabank Chief Risk Officer Stephen Hart.
Qil prices reached a 12-year low in January,
putting pressure on Canadian banks’ clients
and causing some to default on their loans.
Scotiabank has the biggest direct exposure to
the oil and gas industry of all Canadian banks.

Pampa Energia
Close to Buying
Petrobras Stake

Argentina's Pampa Energia has offered Bra-
zilian state oil company Petrobras about $1.2
billion to buy its 67.2 percent stake in Petro-
bras Argentina, Reuters reported Wednesday,
citing a source with direct knowledge of the
bid. “There is an agreement on the figure,” the
source said. ‘I don't see anything cumbersome
to work out. Now it's the work of lawyers.” The
board of Petrobras has approved exclusive
talks with Pampa for up to 60 days. Petrobras
Argentina is among the four largest producers
of oil and gas in the South American country
and has extensive downstream operations, in-
cluding refining, petrochemicals and electricity
generation, according to Reuters. Pampa holds
companies that operate power transmission

NEWS BRIEFS

Skanksa Sells Peru
Subsidiary to
Confipetrol Group

Sweden'’s Skanska said Thursday it has divest-
ed Skanska Peru to Confipetrol Group for about
$25 million. Confipetrol provides operations
and maintenance services to the oil & gas, min-
ing, power and industrial sectors with presence
in Colombia, Peru and Bolivia. Skanska Peru is
the last part of former Skanska Latin America
to be divested. Company executives told Swed-
ish media last year that high rates of corruption
in Latin America were behind the decision to
leave the region. Two of Skanska’s partners in
Brazil confessed that they paid bribes to secure
contracts withe state energy company Petro-
bras under a massive corruption scheme.

Chile’s ENAP Begins
$5 Million Maintenance
Work on Refinery

Chile’s ENAP announced that it will begin a $5
million maintenance project at its Bio Bio oil
refinery, Reuters reported today. The state oil
company’s Bio Bio facility is one of two major
refineries in the country, which imports nearly
all of its fuel. The company said the 64-day
project should improve the refinery’s efficiency,
adding that the project it is not expected to
affect Chile's fuel supply.

Citigroup Facing
$1.1 Billion in Claims
Over Loan Scheme

A group of investors and creditors of bankrupt
Mexican oil services company Oceanografia
have sued Citigroup in connection with

a scheme by which the bank made loans
based on Oceanografia’s fraudulent invoices,
Bloomberg News reported Saturday. The
scheme, which came to light in 2014, led Citi
to cut its profit by $235 million. The investors
argue they incurred $1.1 billion in losses.
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and distribution interests in the country. Argen- FEATURED Q&A / Continued from page 1

tina's energy sector is heating up in the wake

of the election of business-friendly president io in 2018. Should a more liberal candidate
Mauricio Macri late last year. Soon after win- win the presidential elections—with a more
ning the race, Macri said his country and Chile market-friendly approach to energy policy—it
may resume trading natural gas in the coming is very likely that Petrobras won't be granted
years, something that would be made possible with the right to further exploit presalt

by anticipated gains in hydrocarbon produc- blocks. Still, with a different balance of pow-
tion. Meanwhile, national oil company YPF also ers, it is probable that local content rules will
announced in December that it will join with be further loosened. One can always argue
Dow Argentina to invest $500 million into shale that with those changes the country will be
gas exploration, one of the biggest investments better off because, in absolute terms, its tax
in Argentina to be announced in years. [Editor’s collection will increase. But this cannot be
note: See related Q&A in the Jan. 8 issue of the taken for granted. The world is uncertain and
weekly Energy Advisor.] dynamic, and the competition of renewable

energy production is just around the corner.”

POWER SECTOR NEWS Alexis Arthur, energy policy

associate at the Institute of the
Americas: “In Brazil's current

RGHUSOI Enters Latln political and economic climate,
America Solar Market loosening Petrobras’ grip on the oil sector

can only be a good thing. One of the princi-
pal reasons the nation’s promising presalt
resources have failed to flourish is the man-
dated influence of state-owned Petrobras.
Many observers blamed the above owner-
ship model for the disappointing outcome of
the first presalt bid round in October 2013.
Changing this model should revive inves-
tor interest, at least in the offshore areas.
However, there is also another factor at play.
The last time Brazil sought foreign capital
to develop its offshore assets, oil prices
were high. Domestic issues aside, Brazil's
oil sector today faces a sustained global oil
price slump. At around $35 a barrel, prices
are less than a third of what they were in
2013. Qil majors around the world have
slashed exploration and production budgets.
Brazil is also competing with new offshore

g opportunities in Mexico's deepwater and
Cadima // File Photo: Renusol. non-conventional oil and gas developments
in Argentina. There is also no guarantee that
the bill in question will pass. Some have
argued that Brazil would be unwise to make
changes, given current oil market volatili-

ty. Still, the presalt potential is there, and
Brazil is right to explore ways to make its oil

Germany-based Renusol, a maker of photo-vol-
taic mounting systems, said Tuesday it has en-
tered the Latin American solar market, naming
Armando Cadima its new head of sales. Before
joining Renusol, Cadima was responsible for
Latin American sales at rival firm Schletter.

In a statement, Renusol said that it will focus
especially heavily on developing business in
Brazil and Mexico. The company is betting that

PV power will become cheaper than grid power
in the future, noting that Brazil is planning pub-
lic tenders for five gigawatts of additional PV
capacity by 2020. The government previously
relied on hydropower to cover more than 70
percent of the growing electricity demand, but
recent droughts and opposition to new hydro

resources more attractive. Limiting the influ-
ence of scandal-racked Petrobras is a good
first step. But a greater opening is required
beyond offshore oil and gas. Brazil's energy
sector, from upstream to renewables, is in
dire need of a shake up. More creative think-
ing—and private capital—is required to give
Brazil's economy the boost it truly needs.”

Edmar Luiz Fagundes de Almei-
da, professor and member of
the Energy Economy Group at
the Universidade Federal do Rio
de Janeiro: “We believe that the new bill will
be key to fostering investment in Brazil, in
particular from international companies. The
subsalt area today is one of the most prom-
ising geological frontiers for conventional
oil outside OPEC. More than one half of all
giant oil fields discovered in the world in the
past ten years are located in the Brazilian
subsalt area. Most large international oil
companies (I0Cs) are keen to have subsalt
projects in their portfolio. Nevertheless, af-
ter the approval of the 2010 law that granted
Petrobras the operatorship and at least 30
percent of participation of all the exploration
acreage to be licensed in the presalt, the
Brazilian government has auctioned only one
block (Libra), with a 60 percent participation
of four I0Cs and Chinese companies. Also
in 2010, the government has granted several
exploratory blocks to Petrobras, with recov-
erable resources of about 10 billion barrels.
However, Petrobras is under financial
distress and is curtailing its investment. The
‘sole operator’ requirement represents an
important obstacle to increase investment in
the Brazilian offshore resources. Petrobras
and other operators have discovered large
oil fields that extrapolate the limits of the
exploratory blocks they obtained before the
2010 law was passed. The development of
these discoveries requires unitization and
such a process has been blocked so far
because, under the 2010 law, only Petrobras
would be allowed to invest and operate the

Continued on page 6
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projects over environmental concerns have
mired any development of new hydro capacity
in controversy. Renusol said in January that it
had entered the South African market for the
first time.

POLITICAL NEWS

Brazil’s High Court
Accepts Charges
Against Speaker

Brazil's Supreme Court on Wednesday accept-
ed corruption and money laundering charges
against the Congress’ powerful house speaker,
Eduardo Cunha, a move that is expected to
result in him standing trial before the court

in connection with the massive graft scandal
at state-run oil company Petrobras. Six of the
court’s 11 justices voted to allow the criminal
proceedings against Cunha to go forward,

the Associated Press reported. The court’s
decision will not be final until today when the
other five justices are expected to vote. Last
August, Brazilian Attorney General Rodrigo
Janot filed criminal charges against Cunha,
who is accused of pocketing $5 million in
bribes from a contractor who was seeking
business with Petrobras, The Wall Street

‘ Truth is on my side. |
am innocent.”
— Eduardo Cunha

Journal reported. Cunha has denied wrong-
doing, and on Wednesday after the Supreme
Court held its session, he said, “Truth is on
my side. | am innocent,” the AP reported.
Earlier on Wednesday, he added, “Becoming a
defendant is not a sentence,” The Wall Street
Journal reported. Cunha has been fighting to
hold on to his position as speaker even as he
launched impeachment proceedings against
President Dilma Rousseff. Cunha launched the
impeachment process against the president
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in December, with allegations that Rousseff's
government violated federal accounting laws
in 2014 and 2015. Rousseff has repeatedly
denied the allegations. It is unclear when the
Supreme Court, the only body in Brazil that can
prosecute currently serving politicians, will put
Cunha on trial. As Cunha'’s legal troubles have
grown, he has faced a growing volume of calls
from within his own PMDB party as well as
from opposing parties to step down.

Venezuelan Justices
Strip Lawmakers of
Oversight Powers

Venezuela's Supreme Court on Tuesday issued
a ruling stripping the National Assembly of its

authority to remove high court justices and
also barred lawmakers from investigating the
appointments of several justices that were
rushed through the legislature before it came
under opposition control, Agence France-Pres-
se reported. The Supreme Court’s constitu-
tional panel ruled that the National Assembly
has oversight over the executive branch, but
not over the courts or electoral bodies. Last
December, just days before Christmas, the
outgoing National Assembly approved Presi-
dent Nicolas Maduro's appointment of 13 new
Supreme Court justices. The move happened
several days before the opposition took control
of the legislative body in early January. Oppo-
sition members have said some justices were
forced to quit, the Associated Press reported.
[Editor’s note: See also video of the Inter-Amer-
ican Dialogue’s March 2 event on Venezuela.]
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NEWS BRIEFS

Brazil’s Economy
Shrank 3.8% Last Year

Brazil's economy shrank more than any other
major economy in 2015, down 3.8 percent, ac-
cording to the national statistics agency IBGE,
BBC News reported today. Though its economy
is the seventh-largest in the world, Brazil's GDP
has contracted in recent years, due in part to a
commodities bust and to the recent steep drop
in oil prices. Brazil's economic performance
last year was the worst since 1990, BBC News
reported.

Cuba’s Government
Reports First Case of Zika

Cuba's government reported Wednesday its
first case of the mosquito-borne Zika virus,
according to Reuters. A 28-year-old Venezue-
lan doctor whose husband and brother-in-law
previously contracted the virus in their home
country is now also recovering from Zika,
which is suspected of causing birth defects.
The patient arrived in Cuba on Feb. 21 to take
a post-graduate course in medicine. The virus
is spreading across the Americas. Puerto
Rico now has 117 confirmed cases of Zika,
four times the number at the end of January,
the U.S. Centers for Disease Control said last
Friday.

Chile Cuts Budget Amid
Fall in Copper Prices

Chilean President Michelle Bachelet on Mon-
day cut the government’s 2016 budget by more
than half a billion dollars, Reuters reported.
Finance Minister Rodrigo Valdes said the
move was a “moderate adjustment” that still
protects social spending. The government's
fiscal spending is now set to grow 4.2 percent
in 2016 from a year earlier despite falling reve-
nues in the face of lower copper prices. Valdes
said the government will cut overtime for
public workers and limit purchases of goods
and services, according to Reuters.

Brother of Former
Colombian President
Uribe Arrested

The brother of former Colombian President
Alvaro Uribe has been arrested on charges that
he established a right-wing paramilitary group
known as the Twelve Apostles, which has been
accused of murdering dozens of people in the
northwest part of the country in the 1990s.
Officials from Colombia’s prosecutor general’s
office arrested Santiago Uribe in Medellin, The
Wall Street Journal reported. The group began
by fighting left-wing rebels who were attacking
ranches in Antioquia province, and it later be-
came a vigilante group that murdered guerrilla
sympathizers and petty criminals, the newspa-
per reported. Santiago Uribe was charged with
homicide and conspiracy. The prosecutor’s
office will now review the evidence and is to de-
cide within 180 days whether he should stand
trial. Santiago Uribe could not be reached

for comment, but he has denied links to the
paramilitary group in the past. A spokesman
for Alvaro Uribe's right-wing Democratic Center
party called the arrest a “strategy pursued by
this government to judicially persecute Uribe
supporters as a mechanism for them to accept
the impunity of the FARC,” referring to the
peace talks between President Juan Manuel
Santos’ government and the Revolutionary
Armed Forces of Colombia, or FARC, rebels.

Argentine Gov’t,
Main Creditors
Reach Debt Deal

Argentina and the main “holdout” bondholders
who have been fighting the South American
country's government for nearly 15 years

over repayment of defaulted bonds have
reached a repayment deal, Daniel Pollack, the
court-appointed mediator in the dispute, said
Monday in a statement. Argentina’s govern-

ment has agreed to pay $4.65 billion to Elliott
Management's NML Capital and three other
hedge funds that had sued Argentina for full
repayment on bonds following the country’s
massive 2001 debt default, Pollack said in a
statement. “The parties have agreed to take

all steps necessary to cooperate with me

in my capacity as special master and with
each other to effect a consummation of the
agreement in principle and a termination of the
litigation,” said Pollack. The agreement will pay
the hedge funds managed by Elliott Manage-
ment, Aurelius Capital, Davidson Kempner
and Bracebridge Capital 75 percent of the

full judgments they were awarded, including
[ g s g T

Pollack // File Photo: LinkedIn.

principal and interest, in addition to payments
to settle claims outside the Southern District of
New York as well as legal fees and expenses,
Pollack added. The agreement is subject to
approval by Argentina’s Congress and must be
accompanied by the lifting of Argentina’s “Lock
Law” and “Sovereign Payment Law,” which were
enacted before President Mauricio Macri took
office, in order for the deal to be consummated,
said Pollack. If Argentine lawmakers approve
the measures to allow the payment to go
forward, the government would attempt to raise
capital in the global markers in order to fund
the payments, Pollack said. Macri's party has
only a small number of legislators, so the pres-
ident will have to seek votes from across party
lines in order to approve the deal, according

to analysts, The Wall Street Journal reported.
However, after the long battle between the gov-
ernment and bondholders, public opinion is be-
hind a deal that would allow the government to
borrow again in international capital markets,
according to pollsters. “More than 60 percent
of the Argentine people think a settlement will
be very beneficial to the Argentine economy,”
Alejandro Catterberg, director of the Poliarquia
Consultores polling firm, told the newspaper.
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resulting ‘unitized’ fields. Once the new bill
is approved, the Brazilian government will
be able to organize auctions to allocate to
exploration and production rights for the
reserves discovered in areas outside the
current blocks. These auctions can attract
new players and investment to Brazil's E&P

in the short term. In the medium term, as the

price of oil recovers, the Brazilian govern-
ment will be able to organize new presalt
bidding rounds, increasing the exploration
effort and the number of players in presalt

area, instead of limiting this responsibility to

Petrobras.”

Lavinia Hollanda, head of
research at FGV Energia: “The

recent approval of the change in

the presalt law by the Brazilian

Senate, allowing other companies to operate

in the presalt area, represents a very good

starting point towards more profound chang-

es in the Brazilian oil sector. The version

of the bill that was drafted is not exactly
what we hoped for, since it still allows the
government to give preference to Petrobras

on a discretionary basis. Nonetheless, it is a
beacon of hope in the much-tormented seas
of the Brazilian oil sector. The change in the

law alone should not be enough to make
the country more competitive and attract
investors to the oil sector—at least not in
this difficult price scenario. Apart from the
need to review some specific regulations,
such as local content requirements and the

rules for R&D investments, it is crucial to
create a more stable regulatory regime. For
most companies, it is possible to deal with
stringent regulations aimed at protecting
the environment and affected communities.

‘ The version of the bill
that was drafted is
not exactly what we
hoped for..."

— Lavinia Hollanda

However, a changing and unpredictable
environment makes it difficult for investors
to anticipate and quantify risks, making
operations challenging and costly. The Bra-
zilian presalt presents unique and favorable
geological conditions, but there are more
factors to be taken into account in an invest-
ment decision—the political and economic
environment, the stability of rules, the avail-
ability of skilled workforce and infrastructure
and so on. Clearly, the final approval of the
law is a necessary condition to make the
presalt more attractive to E&P operators. But
it is just the first step, and there is a lot more
homework to be done.”

The Advisor welcomes comments on its Q&A
section. Readers can contact editor Gene
Kuleta at gkuleta@thedialogue.org.
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