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BACKGROUND 
Colombia currently is experiencing improved economic conditions after weathering a deep recession in 1999. The country experienced real gross domestic product (GDP) growth of 3.1% in 2000. Domestic private consumption, investment, imports, and exports all improved in 2000. 

In early 2000, Colombian President Andrés Pastrana announced his "Plan Colombia", which aims to spend $7.5 billion ($4 billion from Colombia and $3.5 billion from the United States and the international community) over three years to resolve conflicts with insurgent groups, fight illegal drug trafficking, modernize Colombian legal and military institutions, and strengthen the economy. The United States has been strongly supportive of Pastrana, with $1.3 billion committed to Plan Colombia. The country's recurring violence problems, with armed conflict between two main rebel groups and the government, historically have inhibited the growth of private investment. In March 2001, the Colombian government and the largest rebel group, the Revolutionary Armed Forces of Colombia (FARC), announced that a new 10-country commission of foreign governments will be formed to advise and support a two-year peace process between the two parties. 

Oil is Colombia's largest export, followed by coffee and coal, generating a reported 35% of government revenues in 2000. The country was the seventh-largest source of U.S. crude oil imports in 2000. However, current oil reserves are projected to last only for about a decade, and some analysts predict that Colombia could become a net oil importer as early as 2004. The volume of petroleum exported in 2000 decreased, although higher world oil prices more than compensated for the lower quantities in terms of export revenues. Encouraging foreign investment in oil exploration and production is a top priority, as much of the country remains unexplored. Coal is also a major export earner, and the industry became fully privatized as of October 2000. 

OIL
[image: image2.png]Colombian Oil Production and
Consumption, 1980-2000

900
2 800

T m

H Production

£ Damestic Cansumption

couceElA



Colombia has about 2.6 billion barrels of proven oil reserves, although potential reserves are much larger. Estimates indicate that, without new discoveries, Colombia could become a net oil importer in the medium term. Colombia's oil production declined by 125,000 barrels per day (bbl/d) to 700,600 bbl/d in 2000 after reaching an all-time high in 1999. State oil company Ecopetrol predicts a further decline to 632,000 bbl/d in 2001. Colombia exported 332,000 bbl/d to the United States during 2000 (almost 50% of the country's total production). Colombia's crude oil is lighter and sweeter than that of other major Latin American oil producers.

NATURAL GAS
Colombia's proven gas reserves stand at an estimated at 6.9 trillion cubic feet (Tcf), and production (and consumption) in 1999 totaled 183 billion cubic feet (Bcf). Production is centered along the Northern Coast and Barranca regions; other areas of production are in the south and in basins to the east of Bogotá. 

Colombia's gas industry is controlled by three key players: Ecopetrol, which manages exploration and development of natural gas reserves; the Energy and Gas Regulatory Commission (CREG), which oversees regulation and distribution markets; and Empresa Colombiana de Gas (Ecogas), a state-owned company tied to the Ministry of Energy, in charge of managing the country's transmission system and operating most transportation pipelines. CREG has segmented the industry into production, transmission, distribution, and marketing sectors. 

The year 2000 was not particularly active for the Colombian gas sector. Exploration and production and pipeline expansion continued at a "minimal level," according to the Colombian Association of Natural Gas (Naturgas), with exploration and production investments reaching only $5 million. An unattractive legal environment and excessive surcharges explained the low level of investment. 

In early 2001, the Colombian Congress was considering legislation to galvanize the sector by de-regulating natural gas prices by 2003. The bill also aims to increase natural gas production for both domestic consumption and exports. Debate about the bill centered on concerns that price deregulation would result in higher prices for domestic consumers. Because there is a monopoly on production, many legislators believe that price regulation is necessary; however, potential new producers will not invest in the sector until prices are liberalized. Colombian gas consumption is insufficient to support significant further development of the country's reserves, so the bill also aims to promote exports. Finally, the bill plans to support increased domestic consumption of natural gas, especially for electricity, to make the largely hyro-powered electricity sector less vulnerable to droughts. 

Colombia is considering building a gas pipeline to Venezuela, linking its gas-rich Guajira basin to neighboring Maracaibo. Enron affiliate Promigas has been negotiating with the government for two years the possibility of building an export pipeline to Panama. Legislators have proposed more flexible tariff schemes and reduced royalties to get the project off the ground, but the judicial system has overridden the legislators' offers. 

Most of Colombia's natural gas currently is produced offshore by Texaco, which has an association contract with Ecopetrol through 2004 and an agreement to continue operating the fields under a build - operate - maintain - transfer (BOT) agreement until 2016. A Canadian consortium of Millennium Energy and Mera Petroleum finalized a contract with Ecopetrol at the end of January 2000 to explore for oil and gas in the Guajira basin. The Guajira basin produces an estimated 500 million cubic feet (Mcf) per day.

COAL
Colombia is the largest coal producer in Latin America (see graph), and its reserves consist of high-quality bituminous coal and a small amount of metallurgical coal. Its coal is relatively clean-burning, with a sulfur content of less than 1%. Coal is Colombia's third largest export in terms of revenue, after oil and coffee, and the country is one of the largest coal exporters in the world. Coal exports over the next 5-6 years are expected to increase significantly, and private investment over that period also is slated to increase. 
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Colombia has electricity generation capacity of 12.8 GW, and typically almost 70% of generation is hydroelectric. Colombia's power sector endured a difficult year in 1992, as a severe drought left hydroelectric plants unable to meet electricity demand and forced power rationing. In the wake of that drought, plans to reform the sector began to form. The construction of coal and natural gas-fired power plants is being encouraged over the medium to long term, and hydropower's share of generation is expected to decline. 

Since March 2001, the Colombian electricity sector has been facing serious challenges. Repeated attacks on electric infrastructure by rebel separatist groups are straining the system and causing prices to spiral. Grid interconnections have been blown up, leaving the country divided into several, smaller grids and preventing repair crews from reconnecting the fragments. Distortions in local markets have resulted, as regions that normally export electricity are now cut off from markets where the power typically is consumed. In the hardest-hit areas, including the provinces of Valle, Tolima, and Caldas, state distributors cannot pay generators and are on the brink of collapse. The government announced in early March 2001 that the country might soon face electricity rationing. 

The current problems have delayed privatization in the sector, which had progressed throughout the late 1990s and was slated to see the sales of power generator Isagen and transmission company ISA in 2000. Analysts had predicted that the economic recovery of 2000 would lead to increased electricity demand, creating an attractive environment for sales of these state assets. However, the increase in guerrilla attacks on the system has put privatization plans on hold. 

Regulatory Framework

The Electricity Law and the Public Utilities Law created new regulatory and oversight authorities and a separate policy-making agency. These entities operate relatively independently of the central government’s commercial interests, i.e. the publicly owned utilities; however, both Comisión de Regulación de Electricidad y Gas (CREG), and Mines and Energy Planning Unit (UPME) operate under the Ministry of Mines and Energy (MME). The dispatch entity and the energy exchange operate under ISA. Municipal governments retain considerable authority over their respective municipal utilities.

CREG has been operating since 1993 when it was established by decree, and affirmed by law in 1994, as a new institution in charge of regulating the electricity and gas sectors. CREG sets the transmission fees and regulates retail tariffs according to formulas, which provide for coverage of various costs and include a rate of return to the investor.  The 1994 Law also created the Superintendence of Public Services (SSP) to oversee the compliance of public service enterprises with legal and regulatory criteria.
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