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CENTRAL AMERICA 


· Belize


· Costa Rica

· El Salvador

· Guatemala

· Honduras


· Nicaragua

· Panama

Background
The 1990s brought peace and significant economic growth to Central America, including annual real GDP growth of 3.9%, and annual real per capita GDP growth of 1.2%. In 2000, the Central American nations, with a combined population of around 36.5 million and economic output of $67 billion, accounted for 1.0% of total U.S. imports ($12.2 billion).

Today, the economic outlook for Central America is moderately positive, given relative political stability, and increased intra-regional economic integration. Major problems in Central America include current-account deficits, heavy reliance on multilateral aid, high debt burdens, slow movement on economic reforms, financial sector problems, higher oil prices (and import bills) and poor infrastructure (further damaged by Hurricane Mitch). Also, prices for major agricultural exports, such as coffee and bananas, were low in 2000. 

In May 2000, after four years of negotiations, the three "northern triangle" Central American countries, El Salvador, Guatemala, and Honduras, signed a free trade agreement with Mexico. The agreement was to have taken effect on January 1, 2001, but has been delayed by political opposition and other problems. If and when the deal actually takes effect, it will facilitate trade in raw materials and process exportable products under standardized rules of origin. The agreement also is to establish an 11-year schedule for complete elimination of tariffs on manufactured goods. Besides this agreement, the "northern triangle" countries reportedly are negotiating a trade agreement with the Andean Community (Bolivia, Colombia, Ecuador, Peru, and Venezuela), and Central America as a whole is negotiating for a free trade treaty with Canada. Finally, the governments of El Salvador, Guatemala, Honduras, and Nicaragua are working on plans for a customs union eliminating trade and tariff restrictions. 

Another recent development affecting Central American trade occurred in May 2000, when the U.S. Congress approved legislation extending benefits of the Caribbean Basin Initiative to a number of countries, including Central America. The legislation will grant increased duty-free access to the U.S. market. Meanwhile, the U.S. Overseas Private Investment Corporation (OPIC) has begun several initiatives in the Central American region, including a $200-million medium- to long-term program aimed at supporting private sector development in the region. In April 2000, OPIC signed an agreement with Panama on guaranteeing U.S. investments in that country. 

Energy Consumption
In 1999, Central American countries collectively consumed 0.70 quad-Btu of energy.  Oil is the dominant fuel in Central America, accounting for 74% of 1999 total energy consumption in the region, followed by hydroelectricity (21%), other renewables (5%), and coal (0.4%). As of 1999, there was no natural gas or nuclear consumption in Central America.

Energy Resources and Supply
Installed generating capacity in Central America was about 5.9 GW as of 1999, of which 52% was hydroelectric, 43% thermal, and 5% geothermal and biomass. Central America contains about 0.05% of the world's proven reserves of crude oil, negligible natural gas reserves, and no coal.  Hydro, geothermal, and biomass electric power are important sources of energy for Central America, accounting for about 26% of total regional energy consumption in 1999. Costa Rica is the most dependent (about 50%) on renewable energy (including hydro), while El Salvador, Honduras, Nicaragua and Panama are between 15% and 25% reliant on renewables. 

At present, Central America's main importance from an energy perspective is as a transit center for oil shipments via the Panama Canal. In 1998, approximately 625,000 bbl/d of crude oil and petroleum products passed through the Panama Canal, with around 62% of total oil shipments moving south from the Atlantic to the Pacific, and oil products dominating southbound traffic. In 1999, U.S. crude oil imports transiting the Panama Canal averaged 78,670 bbl/d. 

Energy Import Dependency
Central American region is a net importer of energy. In 1999, while Central America consumed about 0.7 quadrillion Btu, it produced 0.2 quadrillion Btu. Its import dependency varies by fuel and individual country. Panama is Central America's largest net importer of energy; exporter. In addition, a great amount of non-commercial energy, mainly wood and other "biomass," is used, contributing to widespread deforestation in the region. 

Projected Natural Gas Pipelines
Guatemala and Mexico have agreed to build a natural gas pipeline from Ciudad Pemex, in southern Mexico, to the southern Guatemalan city of Escuintla. The 347-mile, $450-million line would follow the path of an existing oil pipeline in Guatemala's Peten jungle region, and the gas would be used both for industry and electricity generation. Initial demand would be about 40 million cubic feet per day (MMcf/d). The pipeline, which is expected to be completed by about 2004, could eventually be extended to the Honduran and Salvadoran borders, and possibly Nicaragua and Costa Rica as well, as part of a wider Central America gas pipeline network. 

In 1999, Colombian natural gas producers proposed building a pipeline into Central America, which would initially be built from Cartagena to Colon, Panama, where it would supply a planned thermal power plant. Exports would start at about 40 MMcf/d, and more pipelines and distribution systems could grow with demand. Eventually it might extend into other countries and possibly meet the Mexican pipeline in Guatemala. This Colombian pipeline might be built from Colombia's northern offshore fields directly into Panama, as the border area between the two countries is extremely rugged.

Electricity Interconnection: SIEPAC 
With strong power demand growth, Central American countries require more reliable, less polluting electrical systems, plus more regional integration to alleviate power blackouts and rationing. A study by the IDB in 1998 found that total investment through 2008 in the region's power sector should reach over $7 billion, to meet annual average 6% power demand growth during this period. Although private sector participation varies in the region, in general it is increasing. Panama and El Salvador alone raised almost $900 million from the sale of state-owned distribution companies in 1998, while Guatemala garnered more than $500 million from the sale of a controlling stake in its largest electric utility.

Currently there are few electricity interconnections among the Central American nations, and most those that do exist are old and unreliable. The energy integration initiative is aimed at unifying the region’s electrical power markets and thus attracting more investment in power generation as a means to reduce the high cost of electricity. The cornerstone of this initiative is to be the Electrical Interconnection System for Central America Project (SIEPAC), whose objective is to link up the electricity grids of Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Panama. Interconnection of multinational transmission grids would help to alleviate periodic power shortages, reduce operating costs, optimize regional use of hydroelectric power, and create a competitive market in the region. Central American countries also are considering the creation of a regional electric power market. 

Specifically, SIEPAC calls for 1,125 miles of transmission lines, with a capacity of 300 MW between Guatemala and Panama, as well as improvements to existing systems. SIEPAC likely will involve upgrading links and building 230-kV links between Guatemala and Honduras, and Honduras and El Salvador. In the future, the private sector could own a stake and, eventually, state-owned power generators in some countries could be in direct competition with private plants in other countries. SIEPAC could be completed by 2006.

The SIEPAC project could cost more than $300 million, with the Inter-American Development Bank (IDB) having pledged $170 million, the Spanish government $70 million, and the Central American nations $106 million. It has also attracted one of the world’s largest electricity companies, Endesa S.A., which now holds a stake in the firm that owns the SIEPAC transmission lines. Other firms are keeping a close watch on the process and are refining the details of their own projects. This significant level of investment in power generation would not only lower the price of electricity in Central America; it would also increase the reliability of its energy systems, which is a factor that carries a great deal of weight with manufacturing industries. Despite many years of consideration, only in the past decade have countries reached the political agreements needed to launch SIEPAC.  The recently created regional electricity operator, EOR, is developing regulations for SIEPAC. 

Under a more broad regional initiative, SIEPAC would be supplemented by the interconnection of the power grids of the National Electricity Institute of Guatemala and of the Federal Electricity Commission of Mexico, and later also by Belize. 


BELIZE

Electricity capacity in Belize is around 45 mw, of which 40 percent is from hydropower facilities, 40 percent is imported from Mexico, and 20 percent is from diesel fired power plants. Belize began privatizing its electricity sector in 1992 and completed privatization in 1999 when majority ownership of the company was sold to a private firm.  Hydro facilities are owned by Belize Electricity Ltd. (BEL), while the diesel-fired units are owned by a separate company, Belize Electricity Company Limited.  BEL is the sole distributor in the country.   In recent months, BEL has been embroiled in a controversy over a proposed hydropower dam on the environmentally sensitive Macal River, labeled a "biogem" by the Natural Resources Defense Council and part of a Central American "biological corridor" slated for protection.

Belize has no oil production, but has signed a deal with U.S.-based Capital Energy to explore for oil and gas in the country. The main exploration area is known as Block 19.

Regulatory Framework 

In 1999 Belize established the Public Utilities Commission to regulate the electricity, telecommunications and water and sewer sectors.  The Commission regulates the final price to consumers and encourages development of the electricity sector to insure adequate supply at reasonable prices.  The Commission is comprised of 7 members, all of who are selected by the Governor General of Belize after advice from the Prime Minister and consultations with the Leader of the Opposition. 


COSTA RICA 

Until recently, Costa Rica has shown little movement towards privatization of its energy assets. In September 1998, however, President Rodriguez unveiled a proposal to liberalize Costa Rica's power generation market by encouraging private investment and introducing full competition after a five-year transition. Although state power monopoly Instituto Costarricense de Electricidad  (ICE) would not be privatized, it would be reorganized into a more profit-based structure. The plan also calls for retaining independent power producers' sales obligations to ICE for five more years, after which time they could market power directly to local end-users, in competition with ICE, as well as to customers elsewhere in Central America. ICE would retain its monopoly on distribution. All new IPP projects would be hydro- or gas-fired, and the proposed law would also encourage ICE to form strategic alliances with private developers. At the same time, private power producers are limited to about a quarter of the nation's total generating capacity. Costa Rica is connected to the grids of Nicaragua, Honduras, and Panama.

Costa Rica needs an estimated $3 billion of investment in its power sector by 2011, with electricity demand growth expected (by ICE) at around 5.7% annually through 2020. Approximately 80% of Costa Rica's population has access to electricity, nearly 90% of which is generated by hydroelectric plants. To meet growing power demand, Costa Rica's National Energy Plan calls for building 29 new power plants -- mainly hydro -- by 2020.  Costa Rica's first build-own-transfer regime, and the first geothermal build-operate-transfer (BOT) project in Latin America, the 37-MW Miravalles III geothermal power plant was completed in July 2000. Since then, ICE has awarded several new contracts to the private sector.  

Costa Rica had its first round of oil exploration bidding rounds in 1998, for two offshore and two onshore sites on the Caribbean. In April 2000, Costa Rica granted U.S.-based Mallon Resources Corporation an oil and gas exploration concession for 2.3 million acres on six onshore blocs in the northeastern part of the country. U.S.-based Harken Energy and MKJ Exploration also hold oil and gas concessions in Costa Rica. Trinidad and Tobago's state oil company, Petrotrin, plans to diversify downstream in the Costa Rican market, and will help upgrade the state-owned Recope refinery, as well as assist with project engineering. 

Regulatory Framework

· The Ministry of Environment and Energy (MINAE) is in charge of defining the policies, setting the strategy and coordinating activities in the electricity sector. It formulates policies for the use and protection of renewable energy and other natural resources as well as the environment in general.

· The Ministry of Planning (MIDEPLAN) coordinates economic expansion among the various sectors at the Ministry level.

· The Autoridad Reguladora de los Servicios Publicos (ARESEP) was established by law in 1996 through the transformation of the Servicio Nacional de Electricidad (SNE, established in 1928 as the regulatory authority for the electricity sector).’ It issues new concessions for all public service entities, regardless of ownership or type of service, as well as for the use of renewable energy resources in power generation applications. These include electricity suppliers, telecommunications, potable water and sewage, irrigation, transportation for hydrocarbons, public transportation and cargo services. ARESEP is in charge of issuing regulations that cover the establishment of sectoral operating, technical, and quality of service standards, including network access policies. It is also in charge of overseeing operating rules and norms, quality of service, and technical standards relevant to activities under its jurisdiction and compliance with other relevant laws and regulations. Furthermore, it is in charge of approving regulated retail tariffs and service charges and the methodologies used to set them up and of overseeing the application of regulated tariffs and charges. ARESEP undertake the technical and safety inspections and also determines the amount of subsidies and fees to be collected for the Electrification Fund, a second subsidy program.  ARESEP holds public hearings on proposed tariff/price changes; changes in pricing/tariff formulas; on proposed new generation projects; and will take other appropriate measures to increase the transparency of the regulatory process. Other duties include establishing information systems for sector participants, establishing customer rights and obligations, and arbitrating conflicts.


EL SALVADOR

Privatization of energy assets is the recent trend in El Salvador. In 1998, U.S.-based AES and Houston Industries, Enersal of Chile, and Electricidad de Caracas, won 75% stakes in four power distribution companies, with bids totaling $585 million, with 900,000 customers. CEL, the state-owned utility, does not plan to privatize its 379 MW of hydro generating assets, but has solicited a strategic partner to invest in two geothermal units, each of which will have the initial capacity to produce 30 MW of energy. Several companies are interested in building power plants in El Salvador, and the country is planning to privatize some state-run plants. Geothermal plants may be constructed in Chinameca and San Vicente.

In November 2000, Duke Energy International announced that it had completed work on a $75 million, 100-MW expansion of the Acajutla power plant, which serves wholesale power markets in El Salvador and Guatemala. The expansion brings total capacity at the plant to 300 MW. In January 2001, following a serious earthquake in El Salvador (and the partial destruction of the country's power infrastructure), Guatemala temporarily supplied El Salvador with around 40% of its power demand. Power generated in El Salvador can be exported to Guatemala via an existing interconnection, and a connection to Honduras is planned. 

The government will remain involved in some commercial activities at least for the time being. It will keep control of two hydroelectric companies and the transmission assets. Also, the government is planning to form a strategic alliance with a private investor to operate and develop the geothermal company.

Regulatory Framework

The regulatory, oversight, and tariff and standard-setting functions previously under CEL, the state owned utility, were reassigned to the new regulatory entity, General Regulatory Superintendence of Electricity and Telecommunications (SIGET), in 1997. This new entity is a financially and administratively independent institution with its own leadership. SIGET is in charge of proposing implementing regulations and setting standards, which are subsequently subject to Presidential approval. It also regulates and oversees compliance with established norms in the electricity (and telecommunications) sector, fosters competition, and ensures compliance with the regulations. SIGET also sets the fees and tariffs for electricity. 
SIGET will also authorize concessions for geothermal and hydro resources under established competitive conditions, define sector norms for bidding procedures, protect consumer interests, undertake international treaties and maintain and promote relationships with foreign institutions. SIGET will also inform the appropriate authority in the event of noncompetitive practices in the electricity and telecommunications sectors, collect relevant information from sector enterprises and periodically publish data on the sector. SIGET keeps a Public Registry for Electricity and Telecommunications with resolutions related to concessions.

No agencies have been assigned sector policy-making or planning responsibilities, and there is not a specific proposal under consideration.


GUATEMALA

Central America's sole oil producer had about 23,000 bbl/d of output as of 2000. Guatemalan oil and gas officials hope for increased production, and in the last few years many blocks have been auctioned. Over the years, low prices, disappointing finds, and low production levels have lessened interest. Also, in February 2000, two Guatemalan environmental agencies recommended that President Portillo suspend oil drilling operations being carried out in the Maya Biosphere, part of the world's second-largest rain forest in the northern Peten region. The Peten is the location of Guatemala's proven oil reserves, which total 526 million barrels. Meanwhile, Guatemala reportedly is planning to hold an oil and gas licensing round for 11 blocks in 2001. Basic Resources, a subsidiary of U.S.-based Anadarko, is Guatemala's only oil producer.

Guatemala's power sector was liberalized in 1996, allowing private plants free access. In addition, generating companies were allowed to enter into contracts with customers and to connect to the system. Private investment could help Guatemala, which suffers from periodic droughts that cut hydroelectric output and sends prices higher during peak demand. In 1999, about 56% of the population had access to electricity, with lower figures in rural areas. Annual power demand is growing rapidly, and the government plans significant capacity increases and private investment. Among new projects planned are 12 hydro plants, a geothermal plant, and two, 120-MW thermal plants. 

In January 2000, Guatemala's largest electric generating facility, the 120-MW San Jose Power Station, began commercial operation. The plant is the first fired by coal in Central America, and was developed by Tampa-based TECO Power Services, along with Coastal Power and Guatemala's Compania Electrica de Centroamerica SA. In January 2000, TECO increased its ownership stake in the plant from 46% to 100%.

The urban power distributor EEGSA distributes 70% of Guatemala's power to 510,000 consumers in greater Guatemala City. In July 1998, an 80% share of EEGSA was sold to private interests for $520 million. The new investors planned to invest $100 million and to compete in the region's deregulated energy market. The rural power authority INDE, with about 580,000 users and 30% of the nation's power, was auctioned in December 1998 to Spain's Unión Fenosa, for $101 million. In August 1998, four new power plants came online, including the country's first geothermal plant, first private hydroelectric plant, and an oil-fired plant. In mid-1998, Guatemala and Mexico agreed to set up eleven connections along their border, to enable Guatemala to buy electricity. Work is also well along on the first merchant power plant, a 40-MW plant near Puerto Barrios.

Regulatory Framework 

· Policy-making remains under the Ministry of Energy and Mines (MEM).  MEM is responsible for establishing coordinating sector policies, norms, indicative programs and sector planning.  The wholesale power market is currently administered by the transmission company, but a new administrator of the wholesale market (AMM) will be created as a private company.

· The Comisión Nacional de Energía Electrica (CNEE) is in charge of formulating, issuing and overseeing the compliance for the new regulatory framework that is being implemented in the country.  The law assigns it the role of protecting consumer rights; preventing anti-competitive behavior; defining regulated transmission and distribution tariffs; attending to disputes among sector participants; and issuing provisions and standards that guarantee open access to transmission network.


HONDURAS

In addition to the extensive damage sustained from Hurricane Mitch, a fire at the 300-MW, El Cajón dam in early 1999 knocked out 60% of the country's electrical supply, highlighting Honduras' over-dependence on hydropower (well over half its estimated 610 MW capacity). An IMF mission to Honduras in July 2000 insisted that the country's entire power sector be privatized and deregulated, including the electricity board, ENEE; at an estimated cost of $500 million. Such deregulation is expected to encourage private generators and facilitate interconnections between Honduras and other Central American nations. 

The planned development of a $650 million, 780-MW gas-fired power plant in Honduras is anticipated to spur Central American power grid integration and cut electricity costs throughout the region. AES Corporation is building the plant, and nearby liquefied natural gas terminal and storage facility, which will be the largest foreign investment ever made in Honduras. When completed, possibly by 2003, the power plant will sell power domestically and will export power to El Salvador, Guatemala, and Nicaragua, and possibly to Costa Rica and Panama as well. Honduras also is planning a new 50-MW hydroelectric plant (Cangrejal), with construction slated to begin in early 2002.  Honduras also promotes renewable energy programs to electrify rural villages and communities. 

Regulatory Framework  

· The Energy Cabinet of the Ministry of Environment and Natural Resources is in charge of policy making.  

The National Electricity Commission (CNE) is the sole regulatory and oversight agency for the energy sector.  It was created by the 1994 Electricity Law as a separate regulatory agency under the Department of Communications, Public Works and Transport (SECOPT) to apply and oversee compliance with legal norms and rules for the sector.  By law it proposes or submits: regulations to the Executive Office, indicative expansion plans and concessions for renewable resources to the Energy Cabinet, and EENE’s proposed purchase contracts from other generators (and their SRMC) to SECOPT. It also proposes and adopts tariffs for regulated end-users and node prices and tariff adjustment formulas.  CNE also upholds environmental standards, safeguards against anti-competitive, discriminatory, or monopolistic practices, selects award criteria and issues solicitations for distribution or generation concessions and proposes changes in them to SECOPT. CNE establishes the discount rate for tariff applications, approves/implements node prices, rules on applications for classification as a large consumer and on energy purchase contracts of distribution companies. It approves the quality; safety and reliability norms adopted for use in system operations and in expansion plans, and rules on the expansion plans of majority state-owned distribution enterprises. CNE also proposes, to the Energy Cabinet, when greater liberalization of the generating market is seen as needed.


NICARAGUA

Nicaragua made no investments in its energy sector during most the 1980s and 1990s, only 52% of the country's people have access to electricity, and overall the country suffers from inadequate power generation capacity.   Nicaragua's Energy Institute (INE) expects power demand to grow by about 6% annually over the next 20 years, requiring $1.8 billion in new investments to boost generation capacity by 1,179 MW. Nicaragua's current system is composed of two 50-MW hydroelectric plants; one 33-MW geothermal plant; and five major thermoelectric plants (for a total of 220 MW); a new 40-MW diesel plant in 1998; and a 30-MW plant is under lease. 

The National Energy Cooperation (ENEL) is the government-owned integrated utility, in charge of all commercial activities in the sector.  It is also in charge of investigating the present and future needs for the electricity sector; undertaking studies and exploration of conventional and alternative energy resources for electricity generation; and coordinating the National Load Dispatch Control Center and operation of the SIN. 

Congress passed privatization legislation for ENEL in March 1998, but Hurricane Mitch delayed actual privatization. After its restructuring and privatization, it will be transformed into a transmission company (EST), which will keep the National Load Dispatch Control Center and the operation of the new wholesale market.
In October 2000, the first phase of ENEL's privatization (and the largest in Nicaragua's history) was completed when Spain's Union Fenosa purchased 95% of ENEL's distribution network (the Northern and Southern Distribution Companies) for $115 million. The sale of two ENEL power-generating companies (GECSA and GEOSA) failed to attract any bidders on October 10, 2000, and ENEL plans to retain its transmission company. The fate of 26 small, isolated power plants remains uncertain. Work began in late 1998 on a 232-MW geothermal plant in western Nicaragua, with backing from Germany, the United States and Russia. Spain's Iberdrola is working on a 22-MW, $25 million wind power project south of Managua. 

New laws in 1998 established procedures for oil exploration and for facilitating private sector involvement in the country. Following delays due to financial, environmental, and other concerns, Nicaragua's finally held its first offshore oil licensing round in November 2000. Around 50,000 square miles were offered for exploration on both the Caribbean and Pacific coastal shelves. Currently, Nicaragua has no commercial oil production or proven reserves, but despite this, the country is considered to be one of the few remaining areas in Central America to be worth exploring for oil and gas. INE has stated that many nations have expressed interest, and that there might be commercially viable sites in the Miskito Basin off its Atlantic coast and in the Sandino Basin off its Pacific coast. 

Regulatory Framework

The government currently holds most of the institutional and commercial activities in the sector. CNE is in charge of policy-making, INE is the regulatory and overseeing agency and ENEL (Empresa Nacional de Electricidad) is in charge of the commercial and operational activities of the system.

· The National Energy Commission (CNE) is in charge of formulating, coordinating and setting overall objectives, policies, strategies, and general directives for the entire energy sector (as transferred from INE). It is also in charge of undertaking strategic indicative planning for the energy sector aimed at achieving development goals and optimizing the use of national energy resources. CNE reviews energy demand and supply balances, pricing policies, energy conservation programs, service coverage, and investment and financing strategies. It undertakes studies; issue criteria for investment projects; promote private sector participation and propose concessions for use of natural resources by the private sector to the National Assembly.
· The Instituto Nicaraguense de Energía (INE) is in charge of regulation, overseeing and standard-setting activities for the electricity and hydrocarbon sector. INE is also responsible for the issuance of licenses in the sector (including permits for exploration of energy resources and other activities). It is in charge of the formulation of the new market structure by developing the bidding criteria, defining the methodology for setting regulated tariffs and tolls and the formulating technical operating and safety criteria. It will also define indicators for performance and quality of service. Furthermore, INE will assist the National Energy Commission (CNE) in policy-making and concession activities, and is in charge of implementing further policies and directives issued by CNE. It will also oversee energy development activities undertaken by other agents of the State. Other assigned duties include safeguarding energy consumers’ rights; ensuring compliance with sector norms and standards; performing inspections; approving regulated transmission, distribution, and retail tariffs; defining customer categories; resolving disputes among sector participants and acting to prevent anti-competitive practices. It is also in charge of overseeing licensees and concessionaires (including those undertaking energy resource development or exploration/exploitation projects) and advising CNE on the extension or revocation of licenses and concessions for generators using natural resources.  


PANAMA 

Panama has negligible hydrocarbon energy reserves and imports over 70% of its energy. Virtually all oil is imported, and the country neither produces nor consumes natural gas. In June 2000, neighboring Colombia's Senate approved a bill allowing natural gas exports, which previously had been banned. This paves the way for the possible construction of a gas pipeline leading from offshore Colombian gas sources directly to Panama. 

There is increased competition in Panama's growing energy market. In 1998, the state-owned electricity company, IRHE, was broken up into four generating and three distribution companies, and sold for a total of $603 million. Since then, four additional electricity generators have begun operations in Panama. The Panamanian government is still the country's largest generator with a 49% share of generation, and 300- MW of hydropower. Electricity generation accounts for most of Panama's domestic energy production, with hydroelectric generation alone accounting for 75% of the country's total energy production.

Since the breakup of IRHE, the Panama City area has been facing a power shortage. To deal with this, Panama has turned to the private sector for a 60-MW, fast-track power supply project. In March 2001, a construction contract for the 120 MW capacity Esti hydroelectric project was awarded to Sweden's Skanska. Construction is scheduled for completion in November 2003. Other possible hydroelectric projects include Rio Cocle del Norte (18 MW), Rio Indio (25 MW), and Indio-Gatan (10 MW).

Transmission remains in the hands of the government through the publicy-owned Etesa company. 

In other news, the Panama Canal currently is undergoing a $1-billion modernization program, to be completed by 2005. The objective is to increase the Canal's capacity by 20%. 

Regulatory Framework

The same year that IRHE was unbundled, Ente Regulador de los Servicios Públicos (ERSP) was created to oversee the electric, telecommunications, and water sectors.  In the power sector, the ERSP is in charge of establishing the rules, norms, and regulations of its activities. Specific duties of the ERSP as defined in the Electricity Law include: 

· Issuing concessions, licenses and other authorizations for public service providers including (new) hydro and geothermal plants as well as public transmission and distribution services.

· Setting efficiency and performance standards for the relevant public service providers. 

· Defining the rights and obligations of service providers and consumers. 

· Confirming the service providers’ compliance with all legal and regulatory requirements and established norms, including expansion and efficiency criteria stated in the concessions.

· Promoting competition and efficiency in the areas under its jurisdiction and guarding against monopolistic or discriminatory behavior. 

· Establishing the principles, methodologies and formulas far tariff setting purposes in regulated market areas under its jurisdiction, and for overseeing their application. 

· Establishing procedures to resolve conflicts among public service entities. 

· Arbitrating conflicts between public service providers under its jurisdiction and other government agencies, municipalities, or customers and handling complaints and claims of customers, government entities, or service providers. 

· Recommending actions including expropriation to assure the provision of public services or intervening in the service under designated circumstances.
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