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Editorial

The energy sector lransformation process
taking place in Mexico over the last few
years and the important steps it has taken
to expand and modernize have enablad
the energy sector’s patticipalion to
become an essential element for the
consolidation of the Mexican economy as
ane of the most competitive in the world.

We are honored to have Dr. Luis Téllez
Kuenzler, Secretary of Energy of Mexico
and promater of the above-mentioned
process, contributing to the present edition
of OLADE's Energy Magazine with an
article on “Structural Reform of the Energy
Seclor in Mexico,” which is no doubt a
unigue testimony for all players invelved
in the energy development of Latin
America and the Caribbean.

The present issue also examines the
energy  cooperation  and integration
oppartunilies provided by the
peacemaking process that both Ecuador
and Peru have been actively promoting
since the sighature of the Presidential
Document of Brasilia on Oclober 26,
1998, which definitively resolved the
border conflicts that the bwo countries
have had for more than 150 vears.

The Binational Border Area Development
Flan, which arose as a result of the peace
between the two countries, has envisaged
investrents on the order of US%3 hillion
during the period 2000-2009. A large part
of these investments is for energy
development and complementation
projects in the two countries.

An overview of the current status of the
energy sector in Latin America and the
Caribbean, emphasizing the widespread
trend toward sector groveth, in terms of not
only energy supply but also energy
demand, is also part of this edition. This
overview focuses on aspects invalving the
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economy, prices, and enargy policy in the
region, as well as the sector’s linkage to
sustainahle development.

There is also an article on the future of
refining activities in Latin America and the
Caribbean, specificallv referring to the
project that OLADE and the Regional
Association of CHl and MNatural Cas
Companies of Latin America and the
Caribbean [ARPEL) are carrying out with
support from  the Waorld Bank, the
Canadian International Development
Agency (CIDA), and the oil companies
FETROERAS of Brazil, PDVSA of
Venezuela, PEMEX of Mexico,
PETROTRIN of Trinidad and Tobago, and
REPSOL of Spain.

The above-mentioned project is aimed at
identifying over the next 20 years the
refineries thalt might have the highest
profits and earnings in the region and
those whose products will be having the
most difficulty in competing with other

SOUTCES,

Oin occasion of this first issue for which |
am editor-in-chief of the publication, |
weauld like to indicate to the readers of the
Energy Magazine that, with the support of
the new Editorial Board, we will be
promating a policy that grants pricrity 1o
the analysis of the present energy situation
and to the dissemination of the principal
energy sector evenls in Latin America and
the Caribbean, as a way of contributing to
regional energy sector development,
cooperation, and integration.

D Julio Herrera
Executive Secretary
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Greater Int
S sctor Pak

}Pﬁ‘: Iast few vears, the
eﬁergv sector of Latin
" America and the Caribbean
v has been characterized by the
. progress achieved in electric power
sector privatization and a greater
openness of the hydrocarbons
sector o private-sector investments.

Large areas of the region, with a
major potential for ail and gas
resources, which were previously
restricted to state enterprises, have
been offered to private investment,
for which purpose the regulatory
framewaorks and contracting policies
were modified.

2

ries such as H J Colombia,
" Costa Rica, Cuba, and Trinidad &
Tobago _re_u::eml}r signed contracts
with foreign companies o carry oul
oil exploration and production
activities. Chile has given projects
such as the oil pipeline from
Santiago to Valaparaiso and Vina del
Mar and the construction of the gas
pipeline from Punta Arenas to the
southernmost tip of Chile to private
companies. In Brazil, a concession
was granted to Enron and other
foreign companies for the import of
natural gas from Argentina. In
Trinidad and Tobago, AMOCO will
be investing US$230 millien to
develop  the offshore  field
Amherstia, which has reserves of 2
trillion cubic meters of natural gas.
Mexico has granted o a foreign
company a 30-year concession for
the distribution of natural gas in
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Mexico City, for an investment
estimated to be US5125 million
over the next five years.

In the electric power sector, some
countries have privatized their
companies after conducting a
restructuring process,

Brazil has privatized six companies,
with investments amounting to
WSS12.5 billion for the sale of
shares, whereas in Uruguay, the
State has approved the participation
of private enterprise in the genera-
tion and marketing of electricity,
with transmission and distribution
remaining in the hands of the state
power utility, UTE. In Ecuador, the
electric power sector modernization
law was ratified, and the power dis-
tribution utilitics of Guatemala and
El Salvador were privatized.
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Total oil exports of the region are
close to 5 million barrels per day, of
which more than 85% are from
Colombia, Mexico, and Venezuela,
whereas imports amount to about
1.15 million barrels per day, 75%
of which are accounted for by
Brazil, Chile, and Peru.

In addition to oil, the participation of
other primary energy supply sources
such as gas, hydroenergy, and bio-
mass (Figure 2) are also very impor-
tant. In Argentina, Ecuador, Mexico,
Trinidad  and  Tobago, and
Veneruela, more than 90% of pri-
mary energy production corresponds
to oil and natural gas. In Paraguay
and Uruguay, countries that do not
produce oil and gas, hydroenergy
accounts for 64% and 72%, respec-
tively, of total primary energy, which
is complemented by biomass, which
is an energy source thal accounts for
more than 50% of primary energy
production in countries such as
Cuba, Fl Salvador,  Grenada,
Cuatemala, Guyana, Haiti, Hon-
duras, Jamaica, Nicaragua, Panama
and the Dominican Republic.

Final Energy Demand
Figure 3 of the Statistical Annex

indicates that final energy demand
in the region is characterized by the

predominance of hydrocarbons
{natural gas and oil products),
which in 1999 accounted for 60%
af final domestic demand, estimat-
ed at 3.4 billion barrels of oil equiv-
alent, with biomass accounting for
15% and electricity for 13.5%.

In Argentina, Ecuador, Grenada,
larmaica, Suriname, Trinidad and
Tobago, and Venezuela, hydrocar-
bons account for more than 70% of
final energy demand owing to the
high share of thermal energy con-
sumption in industry compared to
other cconomic seclors, whereas
electricity accounts for between 6
and 15% of final consumption. In
countries  like  El  Salvador,
Guatemala, Guyana, Haiti, Hon-
duras, Nicaragua, and Paraguay,
hydrocarbons account for less than
50% of final energy consumption
where as biomass accounts for more
than 40% owing to its high cost in
the residential sector, in these coun-
tries electricity accounts for a share
of less than 10%,. Newvertheless, in
countries like Barbados, Braczil,
Costa Rica, Grenada, Jamaica,
Panama, Paraguay, and Uruguay,
the share of electricity amounts Lo
between 15% and 24%.

The region’s industrial sector uses
34% of energy consumption, fol-

Energy Consumption in Industry by Sources { MBoe)

Enrgy 1950 97 1998 Bt b

Gas 10 36 134 501 551

Blomiss e ] 730 181 G2E
 Electicty 154 198 | 06 in 404

il progucs 163 ol P— aad 341 10,93

Coal and coke 76 51 51 451 0.
COthers 3| 4 a4 B.73 403

TOTAL 5ed 7028 1108 5.1 5.46
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lowed by the transportation sector,
with 329, and the residential sec-
tor, with 19.5% (Figure 4), shares
that have remained virtually con-
stant since 1990.

The share of energy consumption in
the economic sectors fluctuates con-
siderably. Depending on the sector
with the highest share, it is possible
to determine three different groups of
countries, In Brazil, Cuba, Mexico,
Paraguay, Suriname, Trinidad and
Tobago, and Venezuela, the sector
with the highest share is the industri-
al sector, with percentages between
34% and 66%. The transportation
sectar, however, is the most impor-
tant in Barbados, Bolivia, Chile,
Costa  Rica, Ecuador, Grenada,
lamaica, and Panama, with shares
ranging from 37% in Chile to 55% in
Crenada.  In Haiti, Nicaragua,
Guatemala, Honduras, the Domini-
can Republic, El Salvador, Pery,
Guvana, and Paraguay, the residen-
tial sector accounts for the highest
percentage due to the high con-
sumplion of biomass in this sector.

Industrial Sector

At the regional level, gas appears as
the principal source of energy used
in industry (29%), owing la the
large amounts that are consumed in

B Cozlant cie

B Cthar
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Energy Consumption in the Residential Sector by Source (MBoe)

Argentina, Bolivia, Brazil, Mexico,
Trinidad  and  Tobago, and
Venezuela, countries where the
source with the highest percentage
{excepl in Brazil} is the industrial
sector, which has been increasing
since 1990, displacing the use of
biomass, oil products, and coal.

Although it has been substituted by
the use of commercial sources, bio-
mass {firewood, sugar cane bagasse,
and plant waste] is an energy
resources that is widely used in the
industrial sector of the countries, at
present accounting for close to 22%
of final energy consumption in this
subsector, with a positive growth in
almost all countries, except for
Argentina and Mexico, where its
participation is below 7%, whereas
in countries like Barbados, Cuba, El
Salvador, Guyana, Haiti, Honduras,
and Nicaragua it is over 40%.

For this subsector, oil products
account for 21% share, with fuel il

1840 - 1988 14997 - 1958

Energy products 1680 1987 1908 % %
3as ar 2] 59 612 6,75
Biomass 233 267 268 015 (.34
Electricily 85 126 133 5.30 5,54
Qil praducts 150 183 192 347 5,09
Coal & other i 1 1 1.34 7.53
TOTAL 530 B2 B 245 139

B Gas

M Biomzss

CI Elechicity

10l

B Coal & oihar

4%

consumption being higher than
diesel oil consumption, but it can
he observed that historically the
share of the former has been declin-
ing whereas that of the latter has
heen increasing.

The electricity used by industry has
kept its share in the region at close
to 18% and always with positive
growth rates, with values fluctuat-
ing between 3% and 4% on aver-
age per year. As a rule, in the coun-
tries with a higher level of industri-
alization and in those where there
have been possible substitutions of
electricity for natural gas and other
fossil fuels, their share does not
ostensibly fluctuate. Such is the
case of Argentina, Brazil, Mexico,
and Venezuela.

There is a close linkage between
energy consumption in industry and
the industrial GDF of the countries,
with an average energy intensity of
the sector for the region of 2.3 BOE
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for each thousand LLS. dollars of
industrial GDP Nevertheless, there
are major differences between Lhe
countries owing to the type of ener-
gy sources that are consumed and to
the technological development. A
the country level, energy intensity
varies between 0.64 BOF per
LIS$1000 (Peru} and 14.6 BOE per
LISS1000 (Guyana), which means
that there important energy efficien-
cy differences amang the countries.

It could be expected that the higher
the energy intensity the larger the
amount of emissions of pollutants.
At present, average CO2 emissions
from the region’s industrial sector
are estimated to be 0.22 Gg for
each Kboe of energy consumed,
whereas individually for the coun-
tries  this indicator fluctuates
between 0.11 for Brazil and 0.30
for Panama, with energy intensities
of 1.82 and 2.61, respectively, thus
confirming the direct relationship
between these two variables,



Energy Consumption in the Commercial Sector by Source ( MBoe)

IJ 1900- 1958 | 1997 -19% ||
Enengy produt 1950 1897 1598 i i |
Gag 15 1% 18 g2 0.0
Bicmnazs i z 2 -0.43 208
Electicity 45 Y 73 593 388
Dil producls 14 14 20 1.8 158
Dther 1] 2 2 3479 7.59
TOTAL &l 113 | 116 4,75 3.2

The higher share
of commercial
energy, especially
electricity in the
residential sector,
implies greater
welfare for the
population

Residential Sector

The region’s residential sector is
characterized by a high share of
firewood, which accounted for
40% in 1998, followed by LPG
(25%), electricity (21%), and natur-
al gas (7.9%).

Although the share of firewood in
final residential consumption is quils
high, as indicated in Figure 5 of the
Statistical Annex, historically there
has been a trend 1o reduce this share.
Between 19490 and 1998, this share
declined from 48%, to 40% and was
directly substituted by LPC and elec-
tricity and indirectly by natural gas.
Despite the above, in countries like
El Salvador, Guatemala, Guyana,
Haiti, Honduras, and Nicaragua, fire-
waod had a share of over 80%,, with
lower shares of electricity being
recorded in these countries, between
0.8% and 8.4%, as well as lower
electric power service coverage of
between 45% and 70%.

A higher share of commercial ener-
gy, especially electricity in the resi-
dential sector, implies greater welfare
for the population. Figure 6 provides
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the linkage between the human
development index {(IDH) calculated
by the United Nations Development
Programme (UNDP] for the countries
of the region and their respective
electric power coverages.

The countries with lower electric
power coverage index and higher
share of the firewoad in residential
energy consumplion mentioned in
the previous paragraph are those
cauntries that have lower |DH,
hetween 0,34 and 067, whereas
countries with a higher electricity
coverape are those that have higher
human development indices, such
as Barbados, Chile, Costa Rica, Suri-
name, Trinidad and Tobago, and
Uruguay, whose coverage is over
97% and whosze IDH is hetween
(.88 and 0.9,

Commercial Sector

Electricity is the principal energy
product for the commercial sector.
In 1998 its share amounted to 639,
following by oil products with a
share of 17% (8% diesel, 4% fuel
oil, 3% LPG), gas 16.7%, and oth-
ars 3%,



Transportation Sector

Gasoline is the fuel that is con-
sumed the most in the transporta-
lion sector. In 1998, it accounted
for 52%, although this share has
been declining since 1990, al
which time it recorded a 54%
share. This decline has been cov-
cred by a parallel rise in diesel and,
marginally, kerosene,

The impact of this rising use of
diesel has been considerable in var-
lous  countries  like  Argentina,
Bolivia, Paraguay, and Peru, where
the share of this fuel increased from
6 to 13 percentage points between
1990 and 1998, proportionately
substituting gasoline.

In half the countries, diesel has a
higher share than gasoline, espe-
cially for Argentina and Paraguay.
Kerosene has a relatively low share
in all the countries, except for
Cuba, Jamaica, and Suriname,
where the share is 21%, 30%, and
18%, respectively.

Energy Sector and Development

This overview of the current situa-
tion of the energy sector in Latin
America and the Caribbean clearly
reflects that transformation and
modernization pracesses have con-
solidated the sector’s importance
for the region’s economic and
social development. Qy
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Energy Consumption in the Transportation Sector by Source | Mbog)

Energy preducts 1990 - 1998 | 1897 - 1998
1940 1997 1098 ki k]
Gasoling 413 530 250 365 3.8
Die el 278 347 406 484 4.54
Farosens 44 ] 72 5.03 4,85
CHher 24 33 34 4.24 1.59
TOTAL 764 1.019 1,062 4.20 £23
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Reg_ula’tiun
and global
devetupment

) Deating with monapolies | Learning from each other
» Fnsmrfﬂg camgg;‘,&fqg@_

As energy becomes a global industry,
energy regulators on five continents must
contend with far-reaching changes.

Energy regulators and those concerned
with energy regulation need to establish
their own global perspective.

The World Forum on Energy Regulation
is an unprecedented gathering of leading
figures from around the world.

It will provide a unique opportunity
to share experiences and create a new
world view of energy regulation.

www.energyforum.org iiﬁ‘:’; :£ it, in Montréal,

REGIE DE LENERGIE
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A New World Perspective on Energy Regulation in Montreal in May 2000

Energy regulators and &ll the parties interested in their
work, including policymakers, industry representalives,
consumer advocates, academics and others from every
part of the world will converge on Mantréal in its late
spring glory, May 21-24, for the World Forum on Energy
Hegulation, They are seizing the opportunity presenied
by this first truly global forum on energy reguiation to maet
their counterparts and logk more closely at the most
successiul approaches in energy regulation.

Everywhere, regulators responsible for electricity and
natural gas are facing unprecedented challenges, as
market liberalisation changes their roles, and forces them
to develop new rules and new structures. Globalisation
forces them io contend with new players whose
operations go far beyond any single jurisdiction. As Jean
A. Guérin, President of Québec's energy board, the Régie
de 'énergie, puis it: “It's a challenge to create competitive
markets that are bath open o the world and respansive
to local needs.” All face a similar urgancy to get it right,
however: the slakes are rising as energy prices and
reliable supply become even maore critical to the success
of every other part of the economy.

Some 110 leading figures from Morth America, Eastern
and Western Europe, Asia, South and Central America,
Africa and Australia are confirmed as speakers at this
event. More than 1,000 delegates are expected to attend.
The Forum is co-hosted by the National Association of
Regulatory Utility Commissioners i(NARUC) of the United
States, the Canadian Association of Members of Public
Utility Tribunals (CAMPUT). and the Régie de |'énergie du
Québec,

“This is the first time we've seen such a comprehensive
global gathering of energy requlators and the time is very
right,” said Bob Rowe, Presidant of the MNational
Association of Regulatory Utility Commissioners and
Presioent of the Mentana Public Service Commission. "It's
an unparalleled cpporiunity to share our experience,
findings, and fresh ideas for the 2000s". The United States
s providing speakers such as James Hoecker, Chairman
of the US Federal Energy Regulatory Commission, and
Bill Richardson, the United States Secrefary of Energy.
Also from the United States, the conference will feature
economist Dr. Arthur Laffer, former presidential advisar,
and seminal figure in the evolutlion of supply-side
economic policies.

Europe, whose new electricily and natural gas directives
provide another very promising approach lo marxet
liberalisation, is providing keynote speakers such as
Layola de Palacio de Valle-Larsundi, Vice-president of the
European Commission and Commissioner for Energy and
Transportation, and Callum McCarthy, the UK's General
Director, Office of Gas and Electricity Markets.

“While there are basic needs common to all, priorities vary
in each jurisdiction,” noted Jean A. Guérin, the Régia de
I'"énergie. “Complete restructuring may be needed in some
places, while in others, goals may be accomplished by
praserving successful existing institutions and bringing
about more gradual change.” Speakers such as Professor
S.L. Rao, Chairman of India's Central Electricity
Regulatory Commissicn, Dr, Hector Olea, Chairman of
Mexico's Comision Beguladora de Energia, and Dr. Jean
Constantinescu, President of Romania’s MNational
Electricity and Heat Regulatory Authority, will show the
diverse range of approaches to liberalisation and
globalisation.

As the demand for investment in energy developmant
continues to burgeon in many parts of the world, senior
officers from the leading global institutions concerned,
including the World Bank, the International Energy
Agency, and the United Nations Development Program
me will provide their agenciss' views on the role of
economic regulation in  securing energy supply
development. Energy companies will zlso be well
represented, offering perspectives ranging from China's
State Power Corporation to the Enren Carporation of the
United States.

‘Energy requlators and the energy industry urgently need
this opportunity to share success stories, best practices
and pitfalls,” said Paul Vlahos, Acting Chairman of the
Canadian Association of Members of Public Utility
Tribunals (CAMPUT). “The Forum promises 1o be the
must-attend event of the year for people involved in
energy. It should also be a greal occasion to network on
a global scale and build international good will.”

Further details about the World Forum on Enargy
Regulation can be found at wew.anargyforum.crg
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Actions that can be promoted in
the energy sector as part of the
Binational Border Development
Plan

The Latin American Energy Organi-
zation (OLADL) has reviewed the
energy sector options being offered
by the Binational Fcuadorian-Peru-
vian Border Development Plan and
has expressed to the governments
of the two countries, which are
members of the Organization, its
interest in making available its tech-
nical capacity and international ties
to channel resources that would
help to implement projects related
tor the energy sector.

These projects involve the lapping
of hydroenergy resources, rural
electrification and electric power
interconnection, cooperation in oil
transport to foster the development
of uil and gas exploration and pro-
ducticon, and the socivenvironmen-
tal promotion of border populations
in a framework of sustainable
development.

Among the Binational Projects Pro-
gram, the Puyango-Tumbes Project
is noteworthy. 1t has been a long-
standing aspiration of the people
living on the Ecuadarian-Peruvian

12

border. 1t is aimed at jointly tapping
the water of the river which in
Ecuador is referred to as Puyango
and in Peru as Tumbes. The build-
ing of multi-purpose dams, in addi-
tion to permitting the distribution of
irrization in an area with a huge
potential lor agriculture, will facili-
tate expanding energy supply by
the construction of hydropower
plants to cover a deficit calculated
to he about 50%.

As a result of the new peace sce-
naric, it has been decided that the
Project should be reformulated on
the basis of technical and, especial-
lv, economic criteria. Its cost is est
mated to be USS5321.5 million, on
the basis of which an economic
prefeasibility study will be conduct-
cd to define the best alternative,

It is believed that 100 MW could be
cenerated by tapping the shared
waler FESOUTTeS of the
Puyango/Tumbes river.

One of the components of the same
Program involves reforestation of
about 300,000 heclares of the

Andean border zone, which has
been undergoing the impacts of
eropsion over the last few vyears,
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JLADE, thanks o experiences in
projects implemented in other
member countries of the Organiza-
tion, can support those reforestation
efforts that are linked to energy,
such as the sustainable use af fire-
woad and charcoal.

Likewise, OLADE is capable of
offering its support in binational
basin management ancd human
development projects that are part
of the same program and that are
aimed at ensuring the technical and
suslainable management of the
hasins of binational rivers to sup-
port  ecosystermn  preservation.
Regarding this, OLADE could pro-
vide technical assistance [or the
implementation of small and medi-
um-sized hydropower generation
stations, which would permit the
exploitation of major resources
located in seven binational basins:
Catemayo-Chira, Chinchipe, Zamo-
ra-Santiago, Morona, Pastaza, Pin-
toyacu-Tigre, and Napa.

In the framework of the National
Production Development Programs
and the Social and Environmental
Development  Programs,  with
regard to the energy sector, the
identification of integral production
or ecological tourism programs thal
take into account energy self-gener-
ation through small hydropower
stations, photovoltaic systems or
hybrid systems, which in addition
could contribute to the electrifica-
tion of the rural areas of the border
zone, could be considered. Envi-
ronmental education campaigns
focusing on the impacts of energy
development on the environment
could also be promoted.

Private-sector participation in bor-
der development

The countries of Latin America and
the Caribbean have the private sec-
ter as the fundamental player for



their development over the last few
vears. Likewise, private-sector
investment has become a basic ele-
ment for energy sector transforma-
tion and modernization in the
Fegion.

In this context, the Binational
Fcuadorian-Peruvian Border Devel-
opment Plan has a Private Invest-
ment Prometion Program, It should
be highlighted that private-sector
investment, whether coming from
national or foreign capital, will be
indispensable for the area’s energy
development.

One scheme that is being used to
aftract private-sector investment is
the concessions granted o compa-
nies to build, ensure maintenance,
and manage infrastructure projects,
Thus, the sector attracting the most
interest for private-sector investors
on the border area will be the elec-
tric power scctor, specifically the
interconnection between the two
countries.

Regarding this, in 1998, an agree-
ment was drawn up between the
Ministries of Energy of Ecuador and
Peru for an electric power intercon-
nection at different voltages. At
first, linkages between primary feed-
ers and between subtransmission
systems are being envisaged. For
the interconnection of the national
transmission systems, to be carried
out in the immediate future, a link-
age on the coastal area of the two
countries between the towns of
Milagro or Machala in Ecuador and
the towns of Piura or Talara in Peru
has been planned.

Other actions that could contribute
to Ecuadorian-Peruvian energy
integration

As for OLADE, it has reviewed the
actions that could complement the
cooperation and integration of the

two countries in the energy sector
as part of the peace process.

Thus, in the oil and pas subsector,
the current situation with respect to
oil exploration, production, trans-
port, and supply in both countries
was analyzed to establish the com-
plementary projects that could be
developed.

The two countries have oil produc-
tion fields and potentially produc-
tive zones located on both sides of
the border.

Peru has sub-

scribed  explo-

ration and pro-

duction  can-

tracts In new

hlocs belonging

ta the Maraficn

basin, which is

the largest and

with the highest

production  in

the country, _
located on the -
Feuadorian bor- :
der. In  this
basin, there is
Selva  Narle,
which  has a
production  of
about 70,000
barrels of oil per
day (BPD). o
Puerto
A third  of
Ecuador’s
potentially  oil-
bearing surface is lacated in the
border area with Peru. Al present,
Ecuadorian production amounts to
about 380,000 BPD and the closest
production fields are located at 200
kilometers from the border.

The Northern Peruvian oil pipeline
Norperuano, with a length of 850
kilameters, has a carrying capacity
of 200,000 BPD between the fields

Organi zaci 6n Lati noaneri cana de Eneraqia

Guayaquil

Bayovar
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of Selva Norte of Peru and the sea
terminal of the port of Bavovar in
the Pacific Ocean, At present,
about 62,000 BPFD are being car-
ried, which means that there is an
unused carrving  capacity  of
138,000 BPD.

This capacity could be tapped by
Ecuadar, whose production poten-
tial is being restricted by the con-
straints of its crude oil transport
pipeline system, although it has
been promoting the construction of
a heavy oil pipeline by private com-

COLOMBIA

Guite

ECUADGR:

panies that are currently involved in
exploration activities in the country.

Therefare, one of the short-term
integration possibilities between
Ecuador and Peru, which would
benefit the two countries, would be
the optimization of oil transport
resources and facilities on both
sides of the border to enhance and

13



promote development of oil and
gas exploration and production.

Orer the mediom term, it would be
advisable to undertake a compre-
hensive indicative planning study
that would contribute to optimiz-
ing the use of energy resources of
the supply and demand markets of
the two countries, which could
change the cnergy matrix, since
LPG and diesel oil imports could
be substituted for natural gas in the
Aguaytia and Camisea fields in
Peru.

In another area, as part of the
Regional Energy Integration Project
for  the  Andean  Community
(Andean PIER), which QOLADE will
be implementing as of this vear
with funding from the European
Commission, the participation of a
Peruvian city and an Ecuadorian
city has been planned. They will
be carrving out actions in order to
reduce investment needs in the
electric power sector, giving incen
tives far energy efficiency as a
means to improve the economic
and financial situation of the power
utilities of these cities, while build-
ing up energy efficiency engineer-
ing capacities, and raising the
awareness of users about the advis-
ability of efficient use of electrical
energy.

14

The inhabitant of border areas as
the focus of attention for the peace
process

Promoting the peace process
between Ecuador and Peru neces-
sarily involves bringing to the agen-
da the issue of the ancestral peoples
who lived in the geographical areas
located on both sides of the border,
especially in the Amazon region,
and who were displaced because of
the canilict,

On the border zone, there are 90
native communities from Ecuador
and Peru. These communities are
extremely poor, are nol very much
involved in the market economy,
and have kept their own ethnic and
cultural identity. Their population
thrives on hunting, fishing, and very
rudimentary farming, which are
complemented by trading aclivilies,
including handicrafts and medici
nal plants.

Taking intu consideration that a
large part of the zone occupied by
this population is the larget of oil
exploration and production and
bearing in mind the will of the
countries to consolidate energy sec-
tor cooperation, it would be of spe-
cial interest for the Energy, Environ-
ment and Population Program
{EAP] that OLADE and the World
Bank are coordinating in 11 coun-
tries of the region to consider the
social and environmental impact of
this oil and gas cooperation on the
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population whose reunification
should now be promoted and to
contribute to the sustainability of
development of all indigenous
groups living in the arca.

Meetings in the framewaork of the
IDB Governors Meeting

(On occasion of the Annual Meeting
of the Governors of the Inter-Ameri-
can Development Bank (106} held in
New Orleans, in the United States,
on March 22-29, 2000, at which
OLADE was reprosented by its Exec-
ulive Secretary, the Consultative
Group for Financing the Binational
Ecuadorian-Peruvian Border Area
Development Plan held a meeting to
analyze the Plan’s progress and to
continue steps to formalize this non-
reimbursable cooperation.

Ecuador and Peru attended the
KMeeting with top-level delegations,
headed by their respective Ministers
of Foreign Affairs, who repeatedly
received expressions of support
from the international community
and especially from representatives
af countries and cooperation agen-
cies channeling funds to promote
programs and projects that are part
af the Plan.

The twa countries are carrving out
this exemplary peacemaking process
and working together to ensure their
integration and  development.
Together they are building their
common future. Qy
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zee EUrolac

2000 more sustainable efficiency

Cartagena de Indias, Colombia » June 19-20, 2000

turolac 2000 Technical and Trade Forum for
Promoting Renewable Resources and Energy Fifi-
ciency

The Energy Conference and Exhibition of Europe,
Latin America and the Caribbean (Eurofac 2000),
focusing of Energy Efficiency and Renewable
Resources, will take place in Cartagena de Indias,
Colombia, on June 19-20, 2000,

Furolac 2000 was conceived and organized inthe
tramework of the relationships between O ADE
and the Luropean Commission, especially bearing
in mind thal, over the past Tew vears, Latin Ameri-
ca and the Caribbean has become one of the most
attractive regions for enargy seclor inveslmesnls. s
high potential, along with the dynamic reforms that
have heen carried out in this sector, with clear,
transparent rules, has stirmulated public and private
investment in the different stages of the cneray
chain.

The region has a very high renewable eneray
patential and has the possibility of cconomically
using small-scale renewable sources of enerpy,
such as mini hyvdropower plants, wind energy, and
photovoltaic energy to meet the needs of a high
percentage of il raral population. In addition, pro-
grams for the efficient use of energy by end-users
are amaong the most aliractive alternatives to meet
regional energy requirements,

At the same lime, the European Union has intensi-
fied and enlargad ils cooperation activities with
Latin America and the Caribbean and is involved
in many areas of development in the region’s
counlries, among which the eneray sector,

In this context, OLADE and the European Come
mission through its Synergy Programme, have
agrecd to launch a series of conferences that,
under the name of furolac, promole cooperation
and the exchange of technology between Furope

and Latin America and the Caribbean and foster
husiness activities hetween countries and compa-
nies involved in the energy development of the
bwo regions.

Eurofac 2000 is the first installment of the abowve-
mentioned series of conferences. It will he
addrassing two topics of the utmost importance:
renewable sources of energy and ensrey efficiency:

Organization of Eurolac 2000

The institutions in charge of organizing the Con-
ference are QLADL, the Institute for Energy Diver
sification and Saving (IDAE of Spain, and the
Mational Technical University of Athens, Greece
[EPL-NTLIA).

The event is sponsored by the Government of the
Republic of Colombia, through the Minisiry of
Mines and Eneriy and its Energy and Mining Plan-
ning Lnit (LIPME). In addition, il will be supporl-
ed by public and private companies involved in
the energy development of Furope and Latin Amer-
ica and the Caribbean.

Objectives

The specific objective of Eurolac 2000 is 1o pro-
muote the development of renewable sources of
energy and energy efficiency in the new competi-
tive framework for the energy sector of Latin Amer-
ica and the Caribbean.

The gencral objectives of the Conference are:

= Promote husiness meetings between the Ener-
gy Ministers of Latin America and  the
Caribbean and businessmen of the two regions
interested in investment opportunities in Latin
America and the Caribbean.

+  Facilitate the exchange of know-how aboul
the development of energy efficiency and
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renewables and their prospects in competitive

+ ldentify common areas of cooperation and pro-
mode business and financing agreements and
mechanisms hetween entities of Furope, Latin
America, and the Caribbean involved in energy
efficiency and renewable sources of energy.

*  Promole actions for the transier of lechnology
between the bwo regions,

= [oster the development of joint inilialives and
projects between the two regions,

*  Enhance the ties helween entities of Europe, Latin
America and the Caribbean involved in energy
efficiency and renewable sources of energy.

= rganize an exhibition and trade show for ener
oy sector goods, services, and technological
breakihroughs that promote energy efficiency and
renewable sources of energy.

Participants

Eurolac 2000 has been designed as a technical and
business forum, with the participation of the f{jll{m'inH:
Ministers and Secretaries of Encrgy of Europe, Lalin
America, and the Caribbean: representatives of com-
panies that supply goods and services for the eneray
seclon; cooperation agencies and financing institutions
from the two regions; experts, ressarchers and univer-
sily professors working in the areas of energy efficien-
oy and renewables, as well as universily students.

Eurolac 2000 Topics

lhe topics to be included in the Conlerence’s Pro-
pram will be addressed by leading experts from

Furope, Latin America and the Caribbuzan, They are
indicated below:

*  Evolution and current status of eneray efficiency
and renewable sources of energy in Latin Ameri-
ca and the Caribbean and the European Union

= Palicies and legal frameworks for energy effi-
ciency and renewables in the hwo regions

s Praclical cases of energy efficiency improvements

=  (Cogeneration

s Experience of Latin America and the Caribbean
and the European Union in renewables:

- Wind energy
GCeathermal energy
- Biomass
- Solar energoy
Rural energy
- Mini hydropower

*  Financing possibilities
- Multilateral institutions
- Commercial banks

ESCOs

* Investment opportunitics in Latin America and

the Carihbean

Presentations of Mational Projects by Ministers

Alongside the technical sessions; Ministers and Sec-
refaries of Fnergy are being oiven the opportunity to
make presentations on national enerpy development
projects o entreprencurs, businessmen, and investors
to facilitate the analysis of the region’s many invesl-
ment possibilities.
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Commercial Presentations and Business Meetings

During Eurolac 2000, there will also he commercial
presentations aimed principally at facilitating contacts
and fostering specific projects, as well as promoling
institutional image, products, or services.

The participants will be given the opportunity to pro-
mole trade lies and discuss business. For this pur-
pose, al the express request of participants, private
appointments and business meetings will be set up,

The business meetings will be an excellent opportu-
ity for prriviate and F}LI|:I|EII'. seCior entreprensurs to
establish contact with Ministers, represemntatives of
government, international organizations and agen-
cies, and financing institutions. The mestings will
taker place on the basis of previoosly requested and
scheduled appointments made with the organizers.

Technology Exhibition and Trade Show

Eurolac 2000 will also include an Energy Industry,
Technology, and Services Exhibition and Trade Showe
where public and private companies thal manuiac-
ture goods and equipment and encrgy service com-
panies of Europe, Latin America, and the Caribhean
will be participating in order 1o display their products
and promote them on the markets of the two regions,

Meeting place for Eurolac 2000

The orpanizers and sponsors of Furelac 2000 have
agreed 1hal the besl meeting place for the Conference

Latin American Energy Organizaticon « OLADE

is the city of Cartagena de Indias, not only because
of the driving force behind the transtormations that
hiave highlighted Colombia as one of the countries
with the most important development of its cnergy
secior but also because of the city's beanty, its facili-
lies and hospitality 1o visitors, and above all because
of its historical significance for both Europe, Latin
America and the Caribbean.

he participants of Eurofac 2000 will be accommo-
dated in the Cartagena Hilton, a five-star hotel where
the Conference’s meetings and activities will take
place and which is offering special rates for those
allending Eurofac 2000.

n be obtained from

Further information on Eu
the izing entities at the fo

E-mail;
hiy

P
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structural Reform of
the Energy Sector in
Mexico

by Luis Téllez

Secretary of Energy of Mexico

e
e
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ver the past few vyears, the

Mexican economy has made

major efforts to extend ongoing
pracesses of domestic deregulation and
trade liberalization. These efforts have
given considerable impetus to the func-
tioning of its domestic markets and have
ensured greater competitiveness and fo-
reign trade. The actions that were under-
taken have undoubtedly contributed to
Mexico’s present ranking as one of the
strongest economies of the world, with
one of the most promising environments
for investment. Growing and steady
flows of foreign direcl investment cor-
roborate this. From 1995 to the present,
Mexico has received an average of about
UIS$10 billion per year of foreign direct
investment.

The participation of the country’s energy
sectar has heen essential in this efforl to
transform and consolidate the Mexican
economy as one of the most dynamic
and competitive in the world. In order
to avoid becoming an obstacle to the
development of Mexico and the welfare
of its inhabitants during the 21% century,
over the last few years the country’s
energy sector has taken major strides to
ensure its expansion and modernization.

In the near future, national industry will
not be content with merely saining
access to nothing more than basic ener-
gy inputs, The Mexican industrial sec-
tor, as well as the services sector, will be
requiring increasingly more and com-
prehensive energy products and services,

Latin American Energy Organization = OLADE

similar to those pravided in Europe, the
United States, Canada, Chile or in any
other market of the principal trading
partners of Mexico, where the compa-
nies can purchase especially tailored
energy services with higher gquality and
lower prices.

To a large extent, Mexico's economic
and trade position in the next century
will depend on the timely supply of suf-
ficient amounts of high-quality energy
inputs. On the basis of this approach,
over the last few vears, the Government
of President Ernest Zedilllo has steadily
promoted structural changes in the sec-
tor. To do this, he has relied on major
reforms in this matter and on a highly
dynamic investment program in which
the private sector’s participation has
been essential.

Using the attributions legally conferred
upon him, President Zedillo has under-
taken important reforms in natural gas
and liquefied petraleum gas. Likewise,
he has proposed others reforms in the
petrochemical sector and recently in
the electric power sector. By laking up
the challenge of rapid technological
change and moving ahead with the
deregulation processes currently taking
place in the sector worldwide, these inj-
tiatives have striven, without exception,
to incorparate the best international
experiences in restructured energy sec-
tors, without ignoring the specific cir-
cumstances of the country’s energy sec-
tor. In other words, the effort for struc-
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ural change of the energy sector
in Mexico has sought to adopt the
best in the world by adapting it to
its particular realitv. This effort
toward structural change and
investrnent evidently has built up
the energy sector’s capacity to
respond to Mexico’s present and
future challenges.

One of the industries that has best
taken up the challenge of expand-
ing and modernizing the national
energy seclor and which is benefit-
ing increasingly from change in
technology and  deregulation
processes that is currently taking
place in the sector throughout the
world, has been the national natur-
al gas industry. Belween 1995 and
1996, the Government of Mexico
undertook major legal reforms in
this area in order obtain a transpar-
ent regulatory framewaork, attract
privale-sector invalvemenl and
promote the development of com-
petitive markets. This reform effort
introduced important amendments
to Article 27 of the Constitution
and opened up the sector to pri-
vate-sector participation in trans-
part, storage, and  distribution
activities, leaving exploration and
production activities in the hands
of the State.

In view of its wide range of envi-
ronmental benefits and high ther-
mal efficiency, natural gas is the
fuel that has been recording the
highest growth in demand in the
world, It is estimated that world
natural  gas  consumption  will
increase its volume almaost twofold
over the next 20 vears, growing by
about 93%.  In Mexico alone,
demand for this energy product
over the next ten vears is expected
ta grow at a rate of about 9% per
year. This impetus stems principal-
lv from the expansion of our elec-
tric power sector based on the
most modern  combined cycle
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technology available, wath this sec-
tor accounting (or almost 46% of
this demand. Likewise, it also has
to do with the consolidation of
national production facilities, our
insertion into the North American
free trade market and soon the
European market, and stricler envi-
ronmental norms.

The notable expansion of the nat-
ural gas industry in Mexico, which
is indispensable to meet the grow-
ing demand for this hydrocarbon,
would not have been possible
without the legal reforms that
began five years ago and opened
up the natural gas industry to pri-
vate-sector participation in the
above-mentioned tasks.  In this
context, from 1995 Lo date, the
Energy Regulatory Commission has
granted 81 natural gas lransport
and distrihution  permits  that
account for cumulative invest-
ments of more than USS2.1 billion
and close to 36,000 kilometers of
pipelines.

Nevertheless,  the  progress
achieved in securing grealer pri-
vate-seclor participation in the
above-mentioned activities will
come to a standstill without paral-
lel investments in gas exploration
and production, which are now
being made. From 1994 lo date,
Mexico has increased it natural gas
extraction levels by 34%, from 3.6
billion to 4.8 hillion cubic feet per
day in 1999, Alongside this, with
the implementation of the Gas
Strategy Program this vear, it is
forecast that production capacity
will increase by two thirds of what
is currently available at the end of
the first decade of the century. This
important progress has been and
will continue to be possible with
the active participation of the pri-
vate sector, which has facilitated
the availability of natural gas in
broad regions of the country and in



the majority of its urban centers,
which in turn has triggered the use
of cleaner and more eificient
sources of energy in industrial and
services activities.

In short, expansion of Lhe natural
gas industry, thanks to the active
participation of the private sector
in transportation, storage, and dis-
tribution, has led to & reduction in
costs and greater efficiency in pro-
duction processes, the generation
of employment, and protection of
the natural environment, The
Mexican experience in this indus-
try provides a convincing example
of apportunities for expansion and
mvestment based on modern regu-
latory schemes that permit mixed
participation and create competi-
live conditions.

Although the reforms that were
undertaken  enable  substantial
progress to be made in industries
like the natural gas industry, there
is still much to be done in other
areas of our couniry's energy
industry, One of these areas is the
electric DowET Sector,

In 1999, the demand for electricity
in Mexico grew at a rate of almost
6%, substantially higher than the
gross domestic product growth rate
and it is expected that it will grow
at the same average rate during the
next ten years. Thus it is estimated
that, by the year 2007, Mexico will
have increased its electric power
generation capacity by at least half
the capacity that it now has avail-
able. In addition, for this same
vear, we will need to have con-
cluded modernization and enlarge-
ment of the electric power trans-
mission and distribution infrastruc-
ture,  The investment resources
needed are enormous:  almost
LIS$46 billion at 1999 prices.

The first step taken to modernize
Mexico's electric power sector was
in 1992 when the Electric Power
Public Service Law was amended
in order to promate the participa-
tion of the private sector in electric
power generation through schemes
such as cogeneration, self-supnly,
independcm production, imporls,
and small production. This reform,
although important to the extent
that it opened unprecedented
space for the participation of the
private seclor in gencration capac-
ity expansion activities, was nof
sufficient in the face of the magni-
tude of the challenges of expansion
that our country will have 1o tackle
in this area over the medium and
long terms. To the extent that these
participation schemes substantial-
by limit the participation of the pri-
vate sector, because they do not
give private enterprise the opportu-
nity to deliver electric power ser-
vices, the new generation ca pacity
promoted by the 1992 refarm is
very small compared to the growth
rales of demand for electricity.
Greater participation is still lack-
ing.

In view of the abave, in February
1999, President Ernesto Zedillo
submitted to Congress an initiative
for structural reform in electricity,
which proposes amendments to
Articles 27 and 28 of the Political
Constitution of the United Mexican
States.  The initiative intends 1o
stay ahead of a situation that,
although not as vet urgent, already
involves very tight margins of
maneuverability. The scheme cur-
rently in force in Mexico, by estab-
lishing a State monopoly, is not
sustainable over the medium term.
On the basis of the current madel,
fully meeting present and future
needs for the sector will use up
major resources that the State
could use to address the pressing
social lags that only the State can
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handle. The participation of the
private sector will guarantee
expansion of the electric power
sector and will release major
resources for higher social spend-
ing.

22

The ohjective of the proposal is to
guarantee electric power supply,
under the best of quality and price
conditions, which Mexico will

demand in the future through:
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. The rearganization of the coun-

try's electric power industry
using competitive schemes in
the areas of electric power gen-
eration, marketing, and distrib-
ution, with the participation of



ution, with the participation of
national and foreign investors,

[

. The establishment of a compet-
itive bulk market for electricity
in which prices are freely set by
supply and demand of this
resource.

3. The creation of two slate enti-
ties, one in charge of the sys-
tem’s operation and the other in
charge of nuclear power gener-
ation.

iz

Instrumentation of a transparent
subsidy policy with explicit
sacial welfare goals.

(]

. Development of a clear, trans-
parent and predictable legal
framework that provides securi-
ty for private-sector investments
and grants the necessary powers
to the Energy Regulatory Com-
mission, as an aulonomous
authority, to regulate transmis-
sion and distribution systems in
terms of prices, investments and
service quality for the benefit of
the end-user.

This comprehensive seclor reform
initiative is being studied by
Congress and, in view of the
pressing present and future needs
of Mexica's electric power
industry, we trust that a favorable
legislative consensus will soon be
reached.

Without a doubt, the efforts made
by the Federal Government
toward extending its internal
deregulation processes and ensur-
ing trade liberalization have given
considerable impetus to the func-
tioning of domestic markets and
have placed the country in a posi
tion of greater competitiveness
and foreign trade. Nevertheless,
there is still much to do in other
areas of the economy as well as
with respect lo the fiscal regime,
the banking system, and legal
guarantees for investment.

The Mexican Government trusts
that the steps taken to reorganize
the national energy sector will con-
tribute to improving its service
standards, which in turn will
enable the sector to continue per-
forming its role as promoter of the
country’s economic and social
development.  The structural
reform process is far from having
concluded. In coming vears, the
domestic production apparatus will
be requiring further upgrading of
energy goods and services so that
it can remain on par with the para-
meters of its international competi-
tors. In this sense, Mexico should
continue its transformation and
modernization efforts inside ils
energy sector so that it continue to
be a driving force behind econom-
ic growth and social development
in a global environment full of
challenges and opportunities. Qy
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La Fuerza del Sol
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ISOFOTON 5 A develops
various electrilication pro-
jects in the rural zones of
Latin
Caribbean. Nine countries
of the region have wel-
comed the energy solutions
being offered by this Span-
ish company, which ix a
picmeer in the application
of solar energy svstems,

America and  the

ISOFOTON systems are
vsed not only 1o meet ener-
v needs in areas that,
because of their difficult
location. have restricted
aceess oo conventional
power grids, but also to
substitute part of the ener-
oy generaled by conven-
tional means, without dete
rioraling the environmenl
and collahorating in ensur-
ing the sustainable develop-
ment of the places where
they  operale, cither  hy
training technicians and
users of promoting the ere-
ation of local service com-
panies.

Josd Luis Manzano, Direc-
tor General of ISOFOTON
5.4 savs that, ar present,
Costa Rica, Coba, Hait, the
Daminicen Republic,
Baolivia, Colombii, Chile,
Ecuador and Peru are coun-
tries of Latin America and
the Cartbbean where the
company s currently work-
ing in a wide spectrum of
highly wversatile projects,
ranging from the installa-
tion of energy coverage
swstems Tor hospital centers
in Cuba. the desizn, supply,
and installation of phato-
voltaic systems for feeding

large Tand telecommunic-
tions stations in Costa Rica
and Colombia, the supply
ol photovoliae systems for
the rural electrification of
isolated housing in Bolivia
and Haiti, the supply and
installation of photovoltaic
aysiems for basic rural elec-
trification in the most vul-
nerable social arcas of the
Dominican  Republic as
part of a social develop-
renl assistance project, the
clectrification ol schools in
Fonador’s Integral Rural
Development Programes. 10
integral rural electrilieation
in lquitos, Peri, among
many othars.

José Luns Manzano recalls
Chal ISCRFCYTON woas estab-
lished in 1981, and there-
fore i is a pioneer in the
warld of solar energyv. “In
those years talking about
photovoliaic solar eneray,”
remermnbers  the Dircetor
General, “was a hit like
being a kamikaze.” Never-
theless, probably becavse
of its experimental focus
and dedication to research,
at first [SOFOTON worked
exclusively with photo-
voltaie  solar energy.
Indecd, the majority of iis
invoices, accounting {or
Q0% of its total sales in
1999, today soill come from
this sector and the rest from
thermal solar encrey. This
type  of energy
based on the photoelectric
effect of light and consisi-
ing of the direct transfor-
mation of sunlight into
clectricily, has a very large
ol applications

SORITCL,

nuimhber

ISOFOTON: SOLAR ENERGY
FOR DEVELOPMENT

closely ted 1o socioeco-
nomic development,

José Luis Manzano also
mentioned thar, when they
started this venture, they
were Tacing yel another
problem,  They had the
necessary technology, they
had the product, but they
had no machinery to manu-
Facture i1 on wn industrial
scale because 11 did not
cxist on the markel. Thuos,
they had o desizn and
develop the machines twcut
and  shape the silicon
ingals, the automatic cell
solderning equipment, ancd o
short the majority of the
machines needed to manu-
facture their products.

At present. there are 150
persons working in ISOFC-
TOMN, claims its Director
General, and all share a
comumon interest in nonpol-
luting and environmentally
friendly renewable sources
of energy. “This is a prod-
uct that is sold for its tech-
nology but it is also sold for
the imagination and enthu-
siasm that go into selling it
It you don’t beligve in the
importance of alternative
eneray, then the market is
very hard. . Solar eneray is
a current reality and alsoa
gamble for the future.
There are places where you
can’t use anything but solar
cneray bul there are also
places  where  uwsing il
meakes no sense. 1 does not
have to substitute anyvthing
else, rather it has to be
complementary.”  slates
José Luis Manzano.
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solar energy 15 nol sulli-
ciently  well
Among its advantages. the
minimm mainteninee el
TEUITes,
despite 1ts high wechnolooy,

known.

a solar panel

i noleworthy; 1S enough
e clean its crystal surfiee
from fime to time. The bai-

teries.  regulators,  and
imverters  last aboul ten
yLars.

Research.  technological

progress, and the interest in
cooperating o coniribute o
the development ol even
the most remote corners of
the planet have led to 150-
FOTON's  high  growth
tram the very stare. At pre-
sent, it has branches in
Colombia, Ecuador, Chile.
Peru, Bolivia,  United
States, Tunisia, Senegal and
Ghana. s delegations are

in Argentina, Uruguay,
Venesuela, Mexico,
Diominican Republic,

Micaragua, El Salvador,
Honduras, Moroceo, Mau-
ritanid, Pvory Coast, Zim-
babwe, South Africa,
Tapan, Philippincs. Thai-
land, Germany, the Nether
lands, Switzerland, Bel-
cium, Italy, and Ukraine.

ISOFOTON,  concludes
José  Luis  Manzano.
exports Ta% ol its produc-
tiem, and its products and
svslems are operating in
more than 30 countries of
BEurope, Latin America and
the Cuaribbean, Asia, and
Adrica,
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arecasting conducted for the

first decades of the 21 cen-

tury indicate that the
demand for oil products in Latin
America and the Caribbean will
increase by 40%, principally
owing o growth in the trans-
portation sector. The same fore-
casting exercise asserts that, on
the contrary, fuel oil consump-
tion for thermoelectric genera-
tion will be partially substituted
by natural gas.

Alongside the above-mentioned
growth, it is expected that the
region’s refining sector will be
facing even greater challenges in
terms of profitability and effi-
ciency, owing to the high level of
compeliliveness as a result of the
liberalization trend in world mar-
kets and improvements in prod-
uct quality, on the basis of grow-
ing environmental demands and
new technological develop-
ments.

Refining Sector Development in
Latin America and the
Caribbean Project

In the face of this situation, the
countries of the region requested
the Latin American Energy Orga-
nization (OLADE) and the
Regional Association of Oil and
Natural Gas Companies of Latin
America and the Caribbean
{ARPEL) to conduct a study that
would specify, over the long
term, the impact on the prof-
itability of the region’s reflineries
sternming from changes in refin-
ing patterns owing o new envi-
ronmental  requirements  and
their trends, modifications in the
use of installed capacity due to
the redefinition of areas of influ-
ence of each refinery as a result
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of the liberalization, integration,
and new regulations of con-
sumption markets, and the pen-
etration of natural gas in markets
consuming refined prrJn:luu:Ifﬁ.

In this context, the Latin Ameri-
can and Caribbean Refinery Sec-
tor Development Project was set
up. It will also focus on the
importance and need of down-
stream sector reforms and the
resulting restructuring that will
enable the consumer to gain
access to clean and economical
fuels and increase intra-regional
transactions. Another issue 1o be
addressed by the Project is the
impact on air quality and public
health in the region’s urban
areas, as a result of the introduc-
tion of clean fuels.

Expecled Results

The Project intends to identify,
for the next 20 vears, those
refineries that will have the high-
est levels of profitability in the
region and those refineries
whaose products will not be able
to compete with the opportunity
prices of products coming from
other sources. It will also deter-
mine the madifications and/or
expansion in capacity that will
be necessary in existing installa-
tions and will quantify associat-
ed investments. The study will
also indicate the incremental
costs stemming from the upgrad-
ing of refineries to address new
factors affecting the profitability
and efficiency of these refineries:
location, timeliness, capacity,
and configuration to install new
refineries that will respond to
incremental demand during the
period considered. The study
will propose several alternatives

Latin American Eneray Crganization = OLADE

far reforms and solutions to apen
up the market and promote
investments and will recommend
that those aspects of refining
activity and fuel quality affecting
the environment be improved.
Likewise, on the basis of the
results of the study, financial reg-
ulations and options for each
type of ownership scheme will
be proposed.

The benefits to be obtained from
the Project include promoting
improvements in air quality as a
result of fuel guality optimiza-
tion, contributing to the expan-
sion of intra-regional transactions
and regional integration as a
result of greater harmonization of
fuel quality standards, and iden-
lifying the economic benefits that
can be achieved from rational-
ization of the refining sector.

Institutions Conducting and
Sponsoring the Project

The Latin American  and
Caribbean Refinery Sector Devel-
opment Project will be conduct-
ed by OLADE and ARPEL as the
institutions in charge of coardi-
nating actions with governments
and oil companies and will be
sponsored by the World Bank, the
Canadian International Develop-
ment Agency [CIDA), and the fol-
lowing oil companies: the Brazil-
ian state oil company Petréleo
Brasileira S.A. (PETROBEAS), the
Venezuelan state oil company
Petrdleas de Venezuela (POWSA),
the Mexican state oil company
Petroleos Mexicanos (PEMEX),
the state oil company of Trinidad
and Tobago PETROTRIN, and the
Spanish  state oil company
REPSCIL.
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Structure and Methodology

The Project is divided into two
principal studies, involving differ-
ent specializations and experi-
ences and requiring the establish-
ment of teams of specialized con-
sultants. The first study will deter-
mine the schedule and magnitude
of the investments required to
respond to refining sector change
trends. The second study will indi-
cate what options are available to
reform the downstream sector and
secure funds from public or private
sources, adapted to the invest-
ments that are needed.

Scope of the Work
* Refining Sector Study

This study includes activities to
obtain forecasting for crude oil
supply in the region, including dis-
tillation vields, gualities and prices,
demand forecasting for products
by geagraphical area and principal
tvpe of refined product for the peri-
od 2000-2020; the incorporation
of the most important technical
quality specifications for oil prod
ucts and their forecasting. The fol-
lowing will also be studied: the
trends and costs of intra-regional
and international trade of oil prod-
ucts; analysis of parity import and
export prices of oil products; and
the incorporation of environmental
regulations  governing  refinery
operatians,

All  the information  will he

processed by a mixed program-
ming model, which will be formu-
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lated to run simulations of case
studies. The current situation will
permit an analysis of cases where
the following variables are incor-
porated: liberalization and open-
ing up of consumption markets
and competitive prices; incorpora-
tion of guality trends for oil prod-
ucts to achieve environmental
goals; penetration of natural gas
inte oil products consumption
markets; and suitable tax svstems
o promote competition.

In the results evaluation phase,
there will be an analysis of incre-
mental costs and benefits.

In addition, options will be devel-
oped (or the financing of projects,
taking into account the status of
transformation processes, global
compelitiveness of facilitics, and
other relevant criteria for their eco-
nomic viability, which could affect
the interest of potential investors.

¢  Downsftream Sector Reform
Study

Part of this study is aimed at ana-
lvzing the policy breing applied in
the sector in each country and the
possible reforms to the regulalory
framewaork that would facilitate
market competitiveness and pro-
mote the investments necded to
ensure the sectors development.

The barriers there might be ta
intra-regional transaclions stem-
ming from the asymmetries detect-
ed in the regulatory frameworks
and other technical, economic,
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geographical, and environmental
barriers will also be studied.

Finally, another focus of the analy-
sis will be the typical ownership
schemnes to attract to private sector
lo invest in the refining industry:
shared risk partnership, conces-
sions, and other,

* Environmental aspect

The positive impact on the envi-
ronment as a result of the use of
clean fuels and various aspects
linked to this subject will be
important components of the Pro-
ject. In addition efficient operating
and maintenance practices in the
refineries will be identified. A
warkshop on environmental issues
will also be included.

Project organization

The follow-up of project achieve-
ments and development will be in
the: hands of the Steering Commit-
tee, which is comprised ol repre-
sentatives of sponsoring institu-
tions, except the Canadian Interna-
tional Development Agency. The
activities will be administered by
two task managers, one for the
Refining Sector Study entrusted to
OLADEARPEL, and the other for
the Downstream Sector Reform
Study entrusted to the World Bank.
The task managers, along with a
representative of ARPEL and the
consulting firm COMCEPT of
Canada, will set up a Technical
Committee for the Project’s imple-
mentation, G}
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ECUADOR-VENEZUELA: OIL DEVELOPMENT COOPERATION

The Minister of Energy and Mines of Ecuador, Pablo Terdn, reported that the
Ecuadorian Government requested Venezuela to grant it an oil loan for the next
two years, as a way of raising the efficiency of the ail and gas sector. The Minister
traveled to Caracas in April 1o discuss the details of the plan but informed that the
loan would consist of 28 and 38 API grade crude oil, because Ecuador has to mix
crude oils of different quality to optimize transporl through its oil pipeline.

The loan will help to increase the exports of Ecuadorian crude oil and will improve
refining processes. Ecuador would pay Venezuela back with oil, after 24 maonths,
once its new oil pipeline for heavy crude oil starts up.

PERU: PLANS TO EXPORT ENERGY TO ECUADOR, BOLIVIA, AND CHILE

Peru plans to become a major exparter of electrical energy Lo its neighbors, Ecuador,
Bolivia, and Chile, reported the Minister of Energy and Mines, Jorge Chamat.

He specified that the canstruction of a high-vollage transmission line to Guavagquil
in Fcuador is being studied. He asserted that it would be possible to carry out studies
o interconnect and export energy to both northern Chile and Bolivia.

At the end of the year, the Peruvian Government inaugurated one of the largest
hydropower stations in San Gabdn in the Department of Puno, on the Bolivian border,
to supply energy to the country’s entire southern zone.

The Prime Minister of Trinidad and Tobago, Basdeo Panday, reported that the
expansion of the country’s natural gas plant, which includes the process of converting
natural gas into liquid gas, will increase ENG production and exports threefold, from
3 million tons currently being produced to 9 million tons by the year 2003,

BP Amaoco, British Gas, and Repsol will be financing the project at a cost of US$1.1
billion. This will be the highest investment made in any single project in the history
of Trinidad & Tobago, stated the Prime Minister.

The Government hopes 1o receive US$240 million per year over a 20-vear period

for LNG sales. In addition, the project will be providing 3,000 direct jobs during its
construction.
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Fvcropower stations in San Gaban in the Department of Puno, on the Bolivian baorder,
lo supply energy to the country’s entire southern zone.

TRINIDAD AND TOBAGO: EXPANSION OF THE NATURAL GAS PLANT

The Prime Minister of Trinidad and Tobago, Basdeo Panday, reported that the
expansion of the country’s natural gas plant, which includes the process of converling
natural gas into liquid gas, will increase LNG production and exports threefold, from
3 million tons currently being produced to 9 million tons by the vear 2003.

BP Amoco, British Gas, and Repsol will be financing the project at a cost of LS$1.1
billion. This will be the highest investment made in any single project in the history
of Trinidad & Tobago, stated the Prime Minister.

The Government hopes to receive US$240 million per year aver a 20-year period

for LNG sales. In addition, the project will be providing 3,000 direct jobs during its
construction,
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Nelies

The principal guidelines for the strategic
orientation of the Latin American Energy
Organization were analyzed by the
Secretary of Energy of Mexico, Dr. Luis
Téllez Kuenzler, and the Executive
Secretary of OLADE, Dr. Julio Herrera,
during the working meeting they held on
April 5, 2000 in Mexico City.

At the meeting, they emphasized the nead
to consolidate OLADE's role as the forum
for the elaboration and discussion of energy
policies in Latin America and the Caribbean
and to promate regional energy cooperation
and integration.

Emphasis was laid on the decision to
conduct a process aimed at strengthening
OLADE's ties with the countries of the
region that are not members of the
Organization, with governments and
cooperation agencies of countries from
outside the region, with subregional
integration agreements of Latin America
and the Caribbean, international
organizations, and energy companies, both
public and private, inside and outside the
region.

ENERGY SECRETARY OF MEXICQO AND EXECUTIVE SECRETARY OF OLADE
REVIEW ENERGY DEVELOPMENT TOPICS

In addition to these topics, the two
executives examined the Organization's
current activities, especially the future
projects that are part of its new strategy.

It should be underscored that Mexico is a
member of the recently established
Strategy and Programming Committee of
OLADE, which in the immediate future will
be in charge of elaborating a proposal to be
submitted to the upcoming Meeting of
Ministers on the following:

* Revision of the Lima Agreement
(OLADE’s charter)

*  QOLADE's action with subregional
agreements

* The Organization's relationships with
the Hemispheric Energy [nitiative, the
European Union, the Asia-Pacific
Economic Cooperation and other
international entities.

The meeting also addressed issues
invalving the results of the major structural
reform in Mexico's energy sector.
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