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Financial Problems?

r

Petroper( has struggled with mounting debts and dwindling finances, and Peru’s prime
minister recently announced the government would not provide a bailout for the company. //
File Photo: Peruvian Government.

— i .

Peruvian Prime Minister Alberto Otarola said Jan. 21 that

the government will not provide a $2.5 billion bailout that

struggling state oil company Petroperi had requested.

Petroperu is mired in debt and has been warning for months
that its cash position is dwindling. What is at the root of Petroperi’s
financial problems? What will the government's refusal to provide a new
cash infusion mean for the company and its operations? What does
Petroperu need to do in order to stabilize its finances?

Jose L. Valera, partner at Mayer Brown in Houston: “Pet-
roperti was asking the government for $2.5 billion comprised
of $1.15 billion in cash as an equity contribution, the capital-
ization of a $750 million loan that the government previously
granted in 2022 and payment guarantees to support lines of credit for the
import of crude and fuels. The government rejected the $1.15 billion cash
contribution and may yet relent on the rest. The root of PetroperU’s finan-
cial problems is deep and has two main sources: billions borrowed to
substantially upgrade the Talara refinery, and a recurring operating deficit
because its costs and expenses are higher than its revenues. Peru does
not produce all the oil it consumes. Petropert imports crude oil for refin-
ing and also imports diesel and other fuels. A big portion of fuel sales in
the domestic market is for a price below cost because Petropert (under
government direction) subsidizes supplies to remote areas in the Amazon
and Andes regions and also supplies the armed forces. The government’s
refusal to provide a new cash infusion means that Petroperd will have to

Continued on page 3

Argentine state-run oil company
YPF is planning to sell several
assets in order to focus more
tightly on shale production.
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Mexico Seeking
to Expropriate
Air Liquide Plant

Mexico's energy ministry an-
nounced last week that in order

to secure the nation’s “energy
sovereignty” it would expropriate
the Air Liquide hydrogen plant,
located at Mexican state-owned
oil company Pemex's Tula refinery.
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Venezuela Accuses
Guyana of Giving
Illegal Oil Permits

Venezuela’'s government on Feb.
11 accused neighboring Guyana
of illegally granting oil conces-
sions in the disputed Essequibo
region. President Nicolas Maduro
has repeatedly asserted his na-
tion's claim to the Essequibo.
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Maduro // File Photo: @Nicolas-
Maduro via X.
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OIL & GAS NEWS

Argentina’s YPF
Planning Asset Sale
to Sharpen Focus

Argentine state-run oil company YPF is plan-
ning to sell several assets in order to focus
more tightly on shale production, Bloomberg
News reported Feb. 6. The plan is part of the
company’s effort to boost production and
exports and also streamline its operations, an
unnamed company official told the news ser-
vice. YPF is planning to sell aging oil fields in
Patagonia that do not produce as much profit
as the Vaca Muerta shale deposit, according
to the official, who was not authorized to
publicly discuss the matter and asked not to be
named. YPF is also planning to divest stakes
in more than 20 companies if they are found
to detract from the oil firm's overall value, part
of an overall strategy to boost profitability. The
units under examination are in the sectors of
oil and gas, as well as research and devel-
opment. Stakes that are profitable would be
retained, the official said. The plans are part
of Argentine President Javier Milei’s effort to
bolster YPF's stock value and also help the
company to fully exploit the export potential of
the Vaca Muerta formation, Bloomberg News
reported. The formation could produce one
million barrels per day of crude oil by 2030,

as well as large quantities of natural gas.

YPF also plans to lead efforts with partners

to construct new pipelines for crude and a
liquefied natural gas terminal. The company
also is seeking to explore Palermo Aike, a new
share frontier, as well as offshore oil fields,
according to the official. YPF’s “core upstream
activities” are the company’s most profitable,
and the Milei administration is seeking to focus
on those operations, Jimena Blanco, a senior
research director at Verisk Maplecroft, told the
Energy Advisor in a published Dec. 1. “In
this regard, we do not expect YPF's immediate
privatization, but rather an initial divestment
plan to rebalance the books, with greater pri-
vate capitalization becoming more likely in the
second half of Milei’s term,” she said.

Venezuela Accuses
Guyana of Illegally
Granting Oil Permits

Venezuela's government on Feb. 11 accused
neighboring Guyana of illegally granting oil
concessions in an area that is under dispute
and said it reserves the right to take diplomatic
actions, the Associated Press reported. The
Venezuelan government’s statement came a
day after Guyana said it has satellite imagery
showing military movements near the border
of the Essequibo region, which makes up two
thirds of Guyana but which Venezuela claims
as its own. Dispute over the Essequibo region
dates back decades but has recently escalated.
Venezuela did not deny that it has bolstered its
military forces near the border and said that it
has the right to do so. On Feb. 9, the Washing-
ton-based Center for Strategic and Internation-
al Studies, or CSIS, think tank released satellite
images showing that Venezuela positioned
armored vehicles and what appear to be light
tanks at Anacoco Island, just yards from the
border, The Wall Street Journal reported. The
military equipment was moved to the area late
last year. Construction work is also happen-
ing in the area, suggesting the expansion of

a military base. Venezuela also deployed at
least three Iranian-made antiship guided-mis-
sile patrol boats to the Atlantic port of Giiiria
the newspaper reported, citing the satellite
imagery released by CSIS. Venezuela's military
also set up two Russian-built antiaircraft
systems in Giliria in late January. Last week,
Exxon Mobil said the consortium it leads is
pumping approximately 645,000 barrels per day
of oil in Guyana, up from about 400,000 barrels
per day late last year, Reuters reported. Exxon
Mobil Guyana'’s president also said Feb. 6 that
the company plans to drill two new wells off
Guyana’s coastline. Exxon said it is undaunt-
ed. “We are not going anywhere—our focus
remains on developing the resources efficiently
and responsibly, per our agreement with the
Guyanese government,” said company spokes-
woman Michelle Gray, The Wall Street Journal
reported on Feb. 9. [Editor’s note: See related
in the Jan. 25 Latin America Advisor.]

NEWS BRIEFS

MidOcean Energy to
Buy 20% Interest in Peru
LNG From SK Earthon

MidOcean Energy, the liquefied natural

gas company owned and managed by U.S.
investment firm EIG Partners, has reached an
agreement to purchase a 20 percent interest

in Peru LNG from Korean company SK Earthon,
Offshore Technology reported Feb. 9. Peru LNG
is reportedly the first LNG export plant in South
America, with a capacity of 4.45 million metric
tons per year and extensive pipelines, storage
and loading facilities. “We believe PLNG is a
highly strategic asset to the Peruvian natural
gas sector,” MidOcean said in a statement.

Oil Spill Affects at
Least Nine Miles of
Tobago’s Coastline

An oil spill from a ship that capsized last

week off the coast of Trinidad and Tobago has
caused a “national emergency,” said Prime Min-
ister Keith Rowley, the Associated Press report-
ed Wednesday. Rowley said it was unclear how
much the cleanup would cost. At least nine
miles of Tobago's coastline have been affected
by the spill, and roughly 1,000 volunteers have
come to assist government cleanup efforts,
BBC News reported.

Mexico’s Slim Eyes More
Oil Sector Investments

Mexican billionaire Carlos Slim said at a press
conference Monday that he was interested in
expanding his oil sector investments, espe-
cially the projects of the Mexican subsidiary
of U.S.-based Talos Energy, Reuters reported.
Last year, Slim bought a major stake in a Talos
offshore oil project, the Zama oil field in the
Gulf of Mexico, where the company discovered
deposits in 2017, the wire service reported.
“We're interested in being partners with
someone with experience,” Slim said, Reuters
reported.
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Brazilian Gov’t to
Reappoint Members
to Petrobras’ Board

Brazil's government plans to reappoint rep-
resentatives to the board of state-owned oil
company Petrobras, sources with knowledge of
the matter told Reuters on Feb. 9. The decision
signals the intent of Brazil's minister of energy
and mines, Alexandre Silveira, to assert influ-
ence and direction over Petrobras. Silveira has
publicly criticized the decisions of Petrobras
CEO Jean Paul Prates over the last year.
Government officials have said he has failed
to properly invest in Petrobras’ future. The
criticism may have spurred Prates to announce
a massive investment plan of more than $100
billion last week. The plan outlines internation-
al expansion in the Americas, Europe and West
Africa, concentrating on offshore oil explo-
ration and production as well as positioning
Petrobras to be a leader in a green energy
transition away from fossil fuels, the Financial
Times reported.

Mexico Seeking
to Expropriate
Air Liquide Plant

Mexico’s energy ministry announced last week
that in order to secure the nation’s “energy
sovereignty” it would expropriate the Air
Liquide hydrogen plant, located at state-owned
oil company Pemex’s Tula refinery, Reuters
reported. The energy ministry said production
at the Tula refinery was put at risk by hydro-
gen—which is important in fuel production as it
is used to reduce the sulfur content in products
such as diesel—being supplied by a third party,
Air Liquide, the French multinational industrial
gas company. The Tula refinery is the sec-
ond-largest refinery currently in operation under
Pemex. The French firm was given only 15 days
from Feb. 8 to respond to the ministry. Former
Mexican President Enrique Pefia Nieto sold the
refining arm of Pemex to Air Liquide in 2017 in

seek additional financing from other sources
and refinance upcoming maturities. Howev-
er, Petropert lost its investment grade rating
in 2022, and it has difficulty obtaining loans
from foreign lenders. Petroperd says it has
a plan to stabilize its finances, consisting
mainly of producing more oil and reducing
its fuel procurement costs by using its own
upgraded Talara refinery, which came into
full operation last December. For its part,
the government says that it will install more
professional management in the company.
Whether all these efforts bear fruit remains
to be seen. Nobody is talking about reducing
the fuel subsidies.”

Gonzalo Tamayo, former
Peruvian minister of energy
and mines: “Petroper( was a
highly indebted company at the
beginning of President Pedro Castillo’s term
in July 2021 due to the financing of the new
Talara refinery. Castillo's appointment of
CEO Hugo Chévez was irresponsible. The
company lowered prices to regain market
share and increased spending. At the end of
2022, the result was an operating loss and
a serious drop in liquidity at a company that
was already highly indebted. The man-
agement tried to hide difficulties from the
market. Disputes arose with the independent
external auditor, who said he could not
confirm the accuracy of company financial
statements. As there were no independently
audited financial statements, the ratings
agencies lowered their ratings on Petroperu
to junk territory. As a consequence, the
financial and commercial systems closed
to Petropert due to the lack of credibility.
It was unable to renew working capital and
pay fuel suppliers. The liquidity crisis led to
the company’s inability to pay and forced the
first bailout from the Boluarte government
at the beginning of last year. It seems that
the company did not reverse its situation
last year, and therefore, it is again facing
difficulties and asking the government for
more financial help. There is high probability

FEATURED Q&A / Continued from page 1

that the government will provide additional
guarantees in order to keep the company op-
erating. The prime minister has publicly said

‘ The company needs
a major change in its

corporate governance
and a complete overhaul
in order to avoid more
trouble. Is that possible
in the current political
scenario? That is
difficult to say.”

— Gonzalo Tamayo

that the government will not capitalize Pet-
ropery's debt but that it will provide support.
The company needs a major change in its
corporate governance and a complete over-
haul in order to avoid more trouble. Is that
possible in the current political scenario?
That is difficult to say. It also needs to have
the new refinery 100 percent operational.”

Beatriz de la Vega, partner

at KPMG Peru: “In the last 10

years, Petroperu experienced

several capital increases to cov-
er environmental remediation expenses, as
well as $400 million in capital contributions
in 2017 for the Talara Refinery Modernization
Project (PMRT). In 2021, its financial crisis
was attributed to a lack of liquidity and high
debt presumptively caused by poor admin-
istration and corruption. In 2022, Petroperu
received a total of $1.01 billion as a capital
contribution and a loan of $750 million to
guarantee the fuel supply. As of the third
quarter of 2023, the company reported
liabilities of $7.98 billion (9.4 percent more
liabilities as compared to 2022). Some other
events influenced its financial crisis, includ-
ing the political turbulence under former
President Pedro Castillo’s administration. In
September 2022, Fitch Ratings lowered its
standalone credit profile for Petropert from

Continued on page 6
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a 20-year contract, facilitating the French firm’s
supply of hydrogen to the Tula refinery, which
is located in the state of Hidalgo, Reuters
reported. Mexican President Andrés Manuel
Lépez Obrador has increasingly sought more
control over oil production and has attempted
to reduce Mexico's reliance on foreign fuel by
increasing domestic production. The govern-
ment first ordered the temporary occupation
of the Air Liquide plant in December and said
Pemex should provide compensation, but the
latest order had no mention of payment.

POLITICAL NEWS

Venezuelan Rights
Groups Demand
Release of Attorney

Venezuelan human rights groups demanded on
Feb. 14 that the government release prominent
attorney and activist Rocio San Miguel who
was arrested on Feb. 9, the Associated Press
reported. The whereabouts of San Miguel,

a government critic, were unclear for four

days until her lawyers said she had surfaced
late Tuesday at a detention center that has a
reputation for being notoriously brutal, The
New York Times reported. Several of San
Miguel’s family members—her daughter, a
former husband, two brothers and a former
partner—were also arrested, the AP reported.
“The prolonged isolation and lack of communi-
cation to which the defender Rocio San Miguel
and her family have been subjected represent
forms of cruel and inhuman treatment, harmful
to the psychological and moral freedom of the
person,” Claudia Carrillo of Venezuelan human
rights group Cofavic said Wednesday at a
press conference in Caracas, the wire service
reported. Carrillo added that San Miguel's
arrest has an “intimidating effect” and is a
government effort to “generate polarization”
among Venezuelans. Attorney General Tarek
William Saab on Wednesday reiterated accusa-
tions against San Miguel, accusing her of being
part of an alleged plot to assassinate President
Nicolds Maduro among other officials and also
launch attacks against military units, the AP

ADVISOR Q&A

How Will Proposed Reforms
Shape Mexico’s Politics?

Mexican President Andrés
Manuel Lopez Obrador on Feb.
5 proposed broad constitutional
reforms, including overhauls of
pensions, the judiciary, electoral law and
environmental regulations, despite lacking
the necessary majority in Congress to
pass the changes into law. How will these
proposed reforms shape the conversation
around this year’s election and affect the
upcoming vote? What are the most signif-
icant parts of the reforms? How likely is
Mexico's next president to push for these
changes?

Andrés Rozental, president of
Rozental & Asociados and for-
mer deputy minister of foreign
affairs of Mexico: “Lopez Obra-
dor’s main proposed constitutional reforms,
coming only three months before Mexico's
presidential election, and seven months
before the end of his six-year term in office,
have very little chance of being adopted
by the required two-thirds majority in both
houses of Congress. Some had already been
mooted earlier in AMLQ’s presidency, while
others are unlikely to overcome rejection by
the opposition PRI, PAN and PRD politi-
cal parties. The more polemical reforms,
including giving social security retirees 100
percent of their last salary (something that
doesn't exist anywhere in the world), having
all judges in the country elected by popular

reported. While Saab claimed to have evidence,
he did not present any. San Miguel specializes
in researching Venezuela's military and heads
nongovernmental organization Control Ciu-
dadano. More than 200 local nongovernmental
organizations have demanded that authorities
release San Miguel and her family members
and urged international actors to condemn

vote (only Bolivia experimented with this),
abolishing all autonomous regulatory and
governmental oversight bodies, and reducing
the size of both houses of Congress, are
almost sure to fail. Other, less controversial,
changes such as making fentanyl illegal, pro-
tecting animal welfare (no more bullfights)
and allowing passenger trains to use the
country’s rail network, don't require consti-
tutional reforms at all. Mexico's president is
therefore clearly pushing this reform agenda
mainly to set the agenda for the electoral
campaigns that begin March 1, as well as to
force the opposition candidates to assume
responsibility for failure to pass legislation
and thus to enhance his own party contend-
er's chances of election. There is, however,
one chance that AMLO could achieve his
goal of approving the reforms: if after elec-
tion in early June his Morena movement and
its allied parties obtain qualified majorities
in Congress, then the president could use
September, while he is still in office and the
newly elected Congress is controlled by his
movement, to ram through the constitutional
changes he has proposed. Hopefully, enough
Mexicans will go to the polls in June and
vote to make this impossible.”

EDITOR’S NOTE: More commentary on
this topic appears in the of Thursday’s
issue of the Latin America Advisor.

the arrests. “We urge her immediate release &
respect for her right to legal defense,” the U.N.
Human Rights office said in a tweet. The U.S.
government also expressed condemnation, as
well concerns over last month's Venezuelan
Supreme Court ruling upholding a ban on a
opposition candidate Maria Corina Machado
from holding office.
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Mexican Navy
Seizes 40 Tons of
Methamphetamine

The Mexican navy announced Monday that
authorities had seized 40 tons of methamphet-
amine from a lab in the state of Sonora. The
lab is the largest to be busted during the tenure
of Mexican President Andrés Manuel Lépez
Obrador, and the quantity of meth seized was
about half the weight of all drugs seized so far
in 2024. The navy suggested the drugs were
likely destined for distribution in the United
States, Europe and Asia.

Brazilian Authorities
Arrest Army Colonel
in Coup Investigation

A Brazilian army colonel, Bernardo Correa
Neto, was arrested Sunday at Brasilia's airport
as he returned to the country from the United
States; the colonel was wanted by police in
connection to the ongoing investigation into
an alleged military coup that former Brazil-
ian President Jair Bolsonaro is accused of
planning, Reuters reported. Brazilian federal
police last week accused Bolsonaro of having
edited a draft decree that would have sought
to overturn the results of the October 2022
presidential election, which he lost to current
President Luiz Inacio Lula da Silva.

Brazil’s Lula Meets
With Egyptian President

Brazilian President Luiz Inacio Lula da Silva
met Thursday in Cairo with Egyptian President
Abdel Fattah al-Sisi, and a central focus of
their discussion was the Israel-Hamas war in
Gaza, Agence France-Presse reported. Lula is
touring Egypt this week for the first time since
his most recent election and is expected to
deliver a speech at an upcoming meeting of
the Arab League where the war and the human-
itarian situation in the Gaza strip will be a key
subject. Lula also plans to visit Ethiopia.

U.S. Arrests for Illegal
Border Crossings Fall
From Record Highs

Arrests by U.S. authorities for illegal crossings
of the country’s border with Mexico fell in
January from record highs in December, U.S.
officials said Tuesday, the Associated Press re-
ported. Higher enforcement rates and seasonal
declines led to the reduction, said Troy Miller,
the acting commissioner of U.S. Customs and
Border Protection. U.S. authorities have also
praised Mexico's government for a crackdown
that it launched in December on migrants
heading north to the United States. Last month,
the U.S. Border Patrol arrested 124,220 people
for illegal border crossings. That number fell
50 percent from December, when it hit a record
monthly high of 249,735. The figures were
released the same day that the Republican-led
U.S. House of Representatives voted to im-
peach Homeland Security Secretary Alejandro
Mayorkas over his handling of the border. The
articles of impeachment accused Mayorkas

of “willful and systemic refusal to comply with
the law,” and the action marked the first time in
nearly 150 years that a U.S. cabinet secretary
has been impeached, CBS News reported. The
effort to remove Mayorkas from office, howev-
er, is likely to fail in the Senate, which has the
final say over dismissing cabinet members.

Colombia Secures
More Than $1.3 Bn in
Loan Agreements

Colombia's government has secured agree-
ments for more than $1.3 billion in loans with
multilateral lenders, the country’s finance min-
istry announced Monday, Reuters reported. Pro-
ceeds of the loans will go toward the govern-
ment's peace efforts with rebel groups as well
as other budget items, the ministry said. The
government signed two loan deals, each worth

300 million euros ($323 million), with German
state development bank KfW, according to the
ministry. “These loans will contribute to financ-
ing the projects in the budget approved by Con-
gress and highlights the cooperative agenda
that Colombia has had with Germany for many
years concerning peace and development” the
ministry said in a statement, Reuters reported.
The ministry also secured a $663 million loan
from the Inter-American Development Bank.
This month, Colombia’s government raised the
projection for its fiscal deficit to 5.3 percent of
gross domestic product for this year, up from

a previous forecast of 4.5 percent of GDP. The
government raised the projection, citing a need
for more spending to bolster economic growth.
Colombian President Gustavo Petro announced
in December that he wants to change a
previously passed tax reform that cuts taxes
for businesses and hikes them for the wealthy.
[Editor's note: See related in the Jan. 19
issue of the Latin America Advisor.]

Argentina’s Inflation
Rate Soars Above
250% in January

Argentina’s annual inflation rate hit 254
percent last month, the country’s statistics
agency, Indec, reported Wednesday, Agence
France-Presse reported. President Javier Milei,
who took office in December, launched a 50
percent devaluation of the peso, eliminated
price controls and also cut subsidies for fuel
and transportation. “If one takes the number
alone, isolated, it is horrifying. And indeed it
is, but you have to look at where we were and
what the trend was,” Milei said in an interview
with television station La Nacion Mds. While
Argentina's annual rate of inflation rose in Jan-
uary, the monthly rate stood at 20.6 percent,
down from 25.5 percent in December, AFP re-
ported. The inflation figures were released just
days after Milei's sweeping economic reforms
bill was dealt a setback in the lower house of
Congress. Milei said he withdrew the measure
because he would prefer to have no reform at
all rather than a bad reform, Bloomberg News
reported. [Editor’s note: See related in
Wednesday's Latin America Advisor.]
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‘cec’ to ‘cec-, its long-term issuer default rat-
ing from ‘BBB-' to ‘BB+’ and its local currency
long-term issuer default rating from ‘BBB-' to
‘BB+-" because of a lack of transparency and
weakened governance policies. On Jan. 31,
2024, the last two categories were lowered
to ‘B+'. The refusal regarding its latest
request for a capital injection and its latest
financial rating downgrade is the last call to
rethink the company’s transparency policies,
the management of its cash flow and liability
schedules. This process will not be easy.
However, there are some critical assets that
could revive its operations such as the Ta-
lara refinery, its upstream assets and its high
percentage of participation in the oil and gas
distribution market.”

César Gutiérrez, director of
utilitiesperu.com in Lima: “Pet-
ropery's financial situation qual-
ifies it as insolvent. The most
recent rescue that it requested from the
state, which owns 100 percent of its shares,
is for $1.9 billion between capitalization of
a debt with its owner and a capital contribu-
tion, which together is equivalent to 0.7 per-
cent of GDP. Added to this is a request for a
sovereign guarantee to borrow $1.65 billion
(0.6 percent of GDP). These figures are not
considered in the country’s 2024 general

budget, in which the state commits to having
a maximum fiscal deficit of 2 percent of GDP.
It is evident that the government cannot
offer to capitalize debt and grant Petroperu
a capital increase, which is what Prime

‘ The question is wheth-
er this support will
allow the oil company
to honor its debts.
I have serious doubts.”

— César Gutiérrez

Minister Alberto Otarola has said. However,
the government has not commented on the
granting of a sovereign guarantee that could
reach $3.55 billion, which is most likely to
occur. The question is whether this support
will allow the oil company to honor its debts.
I have serious doubts. The various fore-
casts made by the managers have not been
fulfilled, which has become an endemic evil
since 2014 when they decided to modernize
the Talara refinery.”

The Advisor welcomes comments on its
Q&A section. Readers can write editor Gene
Kuleta.
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