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2.2. Export Project and
Lack of Supply for the
Domestic Demand

In May, 2010, Peru LNG will export to Mexico
half of the Camisea reserves. This export has
been broadly criticized since it favors the
international market over the regions of Peru
which need it for their own development and
consequently toachieve national development.

Consorcio Camisea has decided to allocate to
domestic consumption only 80 mmpcd, when
the unsatisfied demand is actually no less than
500 mmpcd?' and the remaining gas will be
used for export despite domestic need. The
Executive has passed Executive Order 068-
2009-EM to allocate 1 TCF to supply the big
south region; however, this rule is in practice
unenforceable and only fulfills a political goal
for the following reasons:

First, it is a company and not the State who
is the owner of the extracted hydrocarbons,
therefore the State cannot mandate over
things it cannot administer. In this sense, this

order establishes what assumptions are legally
impossible to fulfill. Second, the reserves
approved by Camisea are 8.8 TCF, and they
are all committed by contract; 4.6 TCF for the
domestic market, and 4.2 TCF for export; hence
there is no molecule of gas left to allocate to
the south region. This order once again suffers
of physical impossibility since it is allocating
something that does not exist.

On the other hand, the export project is also a
bad business for Peruvians. By way of example,
the domestic industry buys 2 dollars of BTU
natural gas, while the purchase of natural
gas for export costs 0.51 dollars per BTU. This
means that the sale of natural gas for export
costs 4 times less than the one sold in the
domestic market. Therefore the concerned
regions will receive, with the Export Project,
fewer resources from the mining contribution
("canon”) than what it would have received if it
had allocated that same amount of gas to the
domestic market.

Legal grounds:

Executive Order 068 — 2009 — EM.

21 “Uso del Gas Natural debe de priorizar al mercado local” (“Use of Natural Gas must prioritize the local
market”), La Republica, Lima, February 20, 2010. Queried on February 22, 2010: http://www.larepublica.pe/
economia/20/02/2010/uso-del-gas-natural-debe-priorizar-al-mercado-local-0.



Strengthening of the Incumbent Position of the Camisea Project Companies

Legal Changes (Legal and Contract)

2000 State Control

2008 Control by Consorcio Camisea

Royalty There was no Minimum Valuation Value | There is a Minimum Valuation Value (MVV).
Methodologies | (MVV). For every MMBTU sold over US$10, Peru
gets US$1.76.
Permanent There was a permanent horizon There is no permanent horizon.
Horizon guaranteeing the reserves of Peru in
the long term.
Export Domestic demand prevailed. Export of Gas to international market
prevails.
Reserves There was 11 TCF reserves of natural There is 8.8TCF natural gas (Blocks 88 and
gas in Block 88 56). The consortium manages and controls
over three quarters of the natural gas
reserves in Peru.
Sales and Other companies could transport and | Consorcio Camisea was assigned all of
transportation  |[sell gas. the stages of the project; hence they buy
Exclusivity and sell the Gas to and from each other,

thereby resulting in poorly transparent
transactions.

International

No international funding.

International funding from IDB, other

Financial multilateral banks, and private banks.

Support

Awarding of Camisea consortium was the winner Consorcio Camisea is the holder of Block

Block 56 of block 88; block 56 had not yet been |88 and Block 56.

offered.

Investment Possibility for other companies to use [ Other companies cannot transport

Disincentive the pipeline to carry hydrocarbons hydrocarbons because Consorcio Camisea
has exclusive use on the pipeline for 10
years.

Subsidy for the [ Main Network Surety (GRP) would be Main Network Surety (GRP) was collected

construction
to the
Transportation
System

charged during the operations stage of
the Transportation System.

from the construction stage of the
Transportation System.

Support to State
investment with
public funds

TGP would pay for all easements.

The State was allowed to pay for
easements for up to two million dollars.

Reducing Bank
Sureties

Performance Bond for up to 300 million
dollars.

Striking cut down of Performance Bond
was allowed to 92 million dollars.

Participating in

the same group
in the stages of
the Project

During past experiences Shell was
prohibited from holding more than
stage of the project (production,
transportation, and distribution).

Bid bases allowed bidders to the
exploitation concession to partiicapte
in the transportation and distribution
concession bid and vice-versa.

Source: DAR Energy Program / prepared by Jimpson Dévila 2008



