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CHILE

ö In the last week of October, Chile's Economic
~ Development Agency, Corfo, brought together nearly

(1,200 people from Latin Aroerica, the US and Europe
in the capital city Santiago for a week's worth of

conference sessions and investor-developer matchmaking
meetings, aiming to raise the country's profile as a first-choice
host of "non-conventional" renewable energy projects.

For four years, Corfo has been courting investment in
small hydro, wind, biomass and geothermal energy projects
in response to the resource-dependent country's need
for domestically-produced sources of energy and a new
renewable energy law. The new law stipulates that 5 per cent
of energy sold in Chile must come from renewable sources by
2010, and 10 per cent by 2024.

Energy Minister Marcelo Tokman told the conference that
the renewable energy quota will continue to grow as Chile
curbs its dependence on energy imports and diversifies its
energy mix.

"I invite you all to identify projects," Tokman told the
crowd of clean development mechanism (CDM) projeet
developers and investors. "We have enormous potential."

Of the more than 100 potential clean energy projeets
identified by Chile, more than 60 can be done under the
CDM framework, according to Javier Garcia, deputy head of
investment and promotion for Corfo.

"CDM helps renewable energy projects on their private
profitability around 1-2 per cent in the Chilean electricity
market," he told Trading Carbon. "It is an important element
for taking decisions related to building a small- or medium­
sized renewable energy project."

The CDM - a UN project-based flexible mechanism that
allows carbon credits to be created from emissions reduction
projects in developing countries - will also help
Chile "change the current energy matrix to a
low-carbon one," he said, adding that the recent
trend in energy investments in the power sector
has moved toward coal.

Francisco Cubillos, Santiago-based vice
president of environmental markets at JP
Morgan, said that the main driver influencing
decisions to take on CDM projects in Chile is
energy prices, not emissions factors - carbon
dioxide (C02) per MWh.

"There is definitely a lot of good will for the
development of renewable energy through mid­
and small-sized projects," he said, but added
that these decisions depend on Chile's access to
foreign sources of energy.

While its economy has advanced in recent years, ensuring
a stable energy supply has been Chile's Achilles heel. The
country signed an agreement with Argentina in 1995 to buy
natural gas and built the pipeline infrastructure to enable
more imports. At its height, it imported nearly 90 per cent of
its natural gas supply from its neighbour and more than half
of Chile's electricity was generated by Argentine natural gas,
according to the Chilean National Energy Commission.

In 2004, Argentina faced its own energy supply crisis,
forcing its energy ministry to enact aresolution that said the
country could restrict or suspend its exports of natural gas for
domestic consumption. Over the past few years, Argentina has
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rationed the natural gas supplies it sends to Chile, forcing its
power sector to switch to either expensive diesel fuel or dirtier
fuel oil, and to seek out coal.

Chile has also been forced to buy natural gas from
Bolivia via Argentina. Chile cannot import gas directly
from Bolivia for historical reasons. After a war in the 1800s,
Chile closed Bolivia's one route to the ocean, leaving it
landlocked. Previous attempts to transport natural gas from
Bolivia to Chile triggered civil unrest. The country's power
problems have also been aggravated by declining water levels
in reservoirs due to a lack of rainfall, affecting electricity
produetion at larger-scale hydroelectric dams. In 2007, Chile
suffered one of the driest years in 50years and the forecasts for
2008 had not improved.

Chile's vulnerability to energy supply uncertainty has
been one of the main drivers in its early success in the CDM
market, regional market participants have said. The country
has the third largest portfolio of CDM projects in Latin
America with 56 projects, trailing behind its significantly
larger regional partners Brazil (310) and Mexico (188).

"Chile was one of the front runners in terms of doing
CDM projects world wide," said Sergio Vives, vice president
for South America at broker Cantor C02e.

"What was moving the market were high prices of
electricity. The Chilean (energy) market is completely indexed
to the price of international fuel," he added.

When Chilean electricity prices have spiked, renewable
energy CDM projects have come through, said Vives. But
with oil prices falling again, project proponents have found it
difficult to push forward small-scale energy projects.

Vives, a former diplomat, represented Chile between 1995
and 1997 in the Kyoto protocol negotiations. After leaving the

foreign ministry in 2000, he decided to return
to the private sector and started to look at the
possibility of developing CDM projects in his
country. He joined Cantor in 2004.

Vives reached out to some of the country's
biggest companies, such as food giant
Agrosuper and natural gas distributor
Metrogras, to do some CDM pilot projects. With
very few CDM rules in place at that time, he
said getting those projects off the ground was a
"big challenge."

But the Chilean government followed the
lead of some of the country's large companies
that used international financing to reduce their
greenhouse gas emissions and started to get

actively involved in promoting the CDM in the country a few
years later.

"Chile quickly came out with projects and showcased them
in Europe," said Robert Fraser, Latin America director of
carbon credit originator One Carbon.

He added that all of the "Iow-hanging fruit" in terms of
large-scale CDM projects have been taken, such as large urban
landfills, large-scale biomass and hydroelectric projects.

What is left in Chile are the small-scale projects, such
as the ones Corfo and the environment minister have been
calling for, he said.

According to Fraser, doing projects in Chile is like
"squeezing the sponge more and more."
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Chile remains attractive to investors because of the ease
of doing business in the country, said JP Morgan's Cubillos,
noting the stability of the economy and the strength of rule
of law. But these factors have made the narrow country a
crowded playing field.

"The Chilean market presents lots of opportunities, but it
is very competitive," said Cubillos.

According to Arturo Brandt, senior project manager with
environmental consultancy First Climate, Corfo and CDM
promotion office Pro Chile, have done a good job in raising
Chile's profile as a host country for projects.

"Chile is a very low-risk country. Even though we do not
have the volumes that other countries have, we still have a big
chunk of projects here," he said.

Brandt added that aside from small-scale energy projects,
Chile mayaiso see some opportunities with programmatic
CDM (PCDM), in which a number of similar small projects
in different locations are grouped together under one project
design document (see pages 38-39).

The government is hoping that PCDM can help them
scale-up the amount of emissions reductions from smaller­
sized projects, which some project investors hesitate to do
because of the high transaction costs and low economic
returns. Latin American countries are keen to do PCDM
projects to be able to achieve the scale of emissions reductions
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rest of Latin America," said One Carbon's Fraser.
Once investors get their feet wet in Chile, they tend to

look for opportunities in other countries, such as Peru or
Colombia, he said.

"I see Latin America as a high-priced market, which
means you have to have a strategie reason for being here," he
added, noting that One Carbon views Peru as having a lot of
potential, with an active CDM promotion office like Chile's.

Arturo Errazuriz, Santiago-based Andean regional
manager for Ecosecurities, said that there is still huge
potential in Latin America for reducing emissions until 2012.
He estimated that an additional 800 million tonnes of C02
equivalent can still be mitigated in the region.

But achieving the region's potential in countries other
than Chile is difficult, because of a lack of education about
the benefits of the CDM and how the programme works, said
First Climate's Brandt.

"We have realised that to get some CERs in Latin America,
you have to secure them at the early stage of development. You
have to help the developers (with project design documents)
and help them through the validation process," he said.

He added that First Climate is trying to diversify its CER
portfolio and has a mandate to buy carbon credits from
projeets in the early stages of development for its climate
change funds. He noted that China dominates the CDM

The government is hoping that programmatic CDM can help
Chile scale-up the amount of,reductions from small projects

that are common in CDM leaders China and India.
Last year, Corfo seleeted environmental engineering

company Poch Ambiental to identify two sectors of the
economy where PCDM could be implemented and achieve
large-scale reductions. It identified a programme of biomass
energy projects with an emissions reduction potential of
881,000 tonnes of C02 per year until 2010, as well as a fuel­
switching programme in the poultry production sector of
659,000 tonnes of C02 per year unti12012.

Cantor C02e's Vives argued, however, that while scaling
up reductions is a desirable goal, his company finds the
PCDM process too complicated because the parameters are
not yet finalised. As of press time, the UN has not approved a
single PCDM project.

Instead, Cantor C02e is looking at informally bundling
small-scale projects - 3,000 to 20,000 tonnes per year ­
together for buyers who are interested in a portfolio of
projects, allowing them to sell the credits forward or sell them
on an internet auction platform once the certified emissions
reductions (CERs) - CDM carbon credits - are issued.

In October, Cantor C02e sold 255,592 CERs to four
anonymous buyers at a settlement price of €19.05 ($24) that
were generated from two biomass projects owned by Chile's
Arauco, the largest forestry company in Latin America.

While some project developers and consultants continue to
seek out the small-scale or plan to scale-up opportunities in
Chile, they consider the country a useful base for exploring
project possibilities in the rest of the continent.

"It's crowded here, because people think Chile is a good
place to have a business. Chile is just the springboard to the
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market with 73 per cent of expected CERs until 2012;
compared with the whole Latin America region with 16
per cent.

Brandt pointed to Uruguay and Paraguay as two countries
with small pipelines and enormous potential for project
development, which would necessitate an investment of time,
in addition to money, to accelerate.

"Ifyou don't go and stay there for a couple of months like
a teacher, it's very difficult," he said.

Although there is no clarity about whether some of the
more advanced economies in Latin America, are likely to
accept some form of international commitment to reducing
emissions, some companies are beginning to enquire about
how to position themselves for potential caps a few years
down the line, said Brandt.

"One big energy generator enquired about booking some
CERs just in case they have future comrnitments," he said.

Cantor's Vives said a country, such as Chile, despite its
stable economy, would have a hard time accepting mandatory
emissions targets because of its vulnerable energy supply.

The country has swung from having a clean grid in
the 90s, when it switched to natural gas imported from
Argentina from coal and oil, he said. Now that Argentina has
restricted Chile's supply, the country has turned to coal and
oil again and is now seeking to import liquefied natural gas
from Asia, which would bring emissions down again.

"We are 100 per cent dependent on an international
supply of fuel," said Vives, "and it is clifficult to assume
commitments when you aren't sure of what fuel to use from
one day to the next." •
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