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GENERAL BACKGROUND 
Uruguay is a highly urban country of about 3.3 million people, of which nearly half reside in greater Montevideo, Uruguay's capital and largest city. Uruguay ranks among the highest in Latin America in literacy, education, provision of social services, and political cohesion. Uruguay is a full member of the MERCOSUR common market with Brazil, Argentina, and Paraguay (Chile and Bolivia are associate members). 

The public sector in Uruguay is unusually large, having avoided the wave of privatization that swept its neighbors in the 1990s, but the country has begun some reforms. Economy and Finance Minister Bension stated in February 2001 that "free competition" would be a government priority. In addition to the government's privatization plans in the energy sector, privatization activities in recent years have included concessions for cellular telephone networks, a container terminal at the Port of Montevideo, a major private toll road between Montevideo and the resort town of Punta del Este, and a new $40-million airport for Punta del Este.  Uruguay has one of the highest rates of electrification (95%) in the Americas. Uruguay may pursue the alternate strategy of developing private-sector competitors for the state-owned monopolies. A $1-billion, 22-mile bridge -- the longest of its kind in the world -- between Buenos Aires, Argentina, and Colonia, Uruguay, is planned. This would further open up Uruguay as a major trade and transit center between Argentina and Brazil.  

Uruguay has a strong domestic economy, but its small size and geographic location make it susceptible to the economic downturns in its larger neighbors.  Trade with these countries accounts for a large share of the Uruguayan economy. From 1992 to 1998, Uruguay's real gross domestic product (GDP) growth averaged 4.2% per year. In 1999 real GDP contracted by 3.2%, and although a recovery was forecast for 2000, this did not occur because of factors such as high oil prices, higher interest rates, a drought, and an outbreak of foot-and-mouth disease. 

Uruguay has no fossil fuel resources and only a small amount of hydroelectric power, and thus relies heavily on imports to meet its energy needs. About 60% of total energy consumption in 1999 came from imported sources. The possibility of building more hydroelectric dams is limited, as Uruguay's rivers already are highly dammed. Economic integration is on the rise throughout the region, including integration of the region's energy sectors. For these reasons, Uruguay is planning major changes in its energy strategy and fuel mix. The use of natural gas is set to be increased greatly, as part of a wider regional trend, and is to be used in homes as well as for thermal generation in existing or new power plants. High oil prices and a drought created problems for the state-owned petroleum and electric companies, respectively, which in turn were problematic for government finances in 2000. Regulations prevented increased costs from being passed on to consumers and the state had to absorb losses from Administracion Nacional de Combustibles, Alcohol y Portland (ANCAP), the state oil company. 

OIL 
Uruguay has no known oil resources, and must import the 43,000 barrels per day (bbl/d) it consumes. ANCAP owns Uruguay's only refinery, the 37,000-bbl/d La Teja refinery in Montevideo. ANCAP has a strategic plan for its La Teja refinery for an extensive refurbishing and expansion that is expected to bring a refining increase of $1.50 per barrel by the end of 2002. ANCAP is active abroad and also announced in May 2000 that, jointly with Repsol-YPF, it will explore Uruguayan waters to determine definitively if there is any offshore oil. Other news in the Uruguayan oil sector includes: ANCAP began shipping naphtha to Brazil, in competition with Petrobras, in November 2000. Iran is interested in forming an association with ANCAP as a means of access to MERCOSUR. The government is proceeding with accepting expressions of interest in the partial privatization of ANCAP in March 2001. The government approved an 8% fuel price increase to take effect March 23, 2001. 

GAS 
Approximately 850 megawatts (MW) of new gas-fired generating capacity is expected to be installed in Uruguay over the next 10 years, and present plants using oil are to be converted to oil and gas. Gas, to fuel this expansion, will come from new pipelines linking gas-rich Argentina to Uruguay. 

The first natural gas pipeline connecting Argentina and Uruguay was inaugurated in late 1998, running from Entre Rios, Argentina, to Paysandu, western Uruguay, where a large power plant is planned. This $8-million, 12-mile pipeline started with a volume of 4.875 million cubic feet per day (Mmcf/d), with a potential to double throughput. Distribution is handled by Sempra Energy of the United States and Union Fenosa S.A. of Spain. ANCAP has rights to a 45% stake in the distribution. 

Substantive work began in March 2001 on the $170-million, 176.5-Mmcf/d, Cruz del Sur gas pipeline that will link Argentina with Uruguay and Brazil. The main market will initially be Montevideo. The gas will be supplied from Argentina's western Neuquen basin and southern Austral basin fields. This pipeline is part of a 681-mile line from Buenos Aires, Argentina to Porto Alegre, in southern Brazil, and represents a design-construction-operation concession agreement with Gasoducto Cruz del Sur, a consortium comprising British Gas (40%), Pan American Energy, itself a joint venture between BP Amoco and Bridas Energy of Argentina (40%), and ANCAP (20%). Cruz del Sur will provide energy to residential, industrial and commercial consumers as well as to power plants. According to the agreement, National Electric Power Generation and Transmission Administration (UTE) will purchase natural gas from this pipeline for the next 15 years. Other investments totaling approximately $961 million will eventually extend the gas network throughout Uruguay. Another $67-million pipeline will be built by a Skanska-led consortium from Colonia to Montevideo by February 2002. 

Argentina's Transportadora de Gas del Sur S.A. (TGS) announced in February 2000 that it had reached an agreement with British Gas PLC and Pan American Energy to build, operate, and maintain a $20-million gas pipeline to supply Uruguay and southern Brazil with Argentine gas. The pipeline will connect with the Gasoducto Cruz del Sur pipeline, running about 25 miles (40 kilometers) from Buchanan to Punta Lara, with an initial capacity of 2 million cubic meters (about 71 million cubic feet) per day. Capacity could be expanded to reach 18.5 million cubic meters (about 653 million cubic feet) per day. The pipeline is expected to begin operations in 2001/2002.

Plans call for Gasoducto eventually to extend its pipeline to Porto Alegre in southern Brazil, located some 540 miles north of Montevideo, at a cost of about $500 million, of which Bridas already has invested $200 million in initial construction. This major pipeline is part of broader trends in the Southern Cone-wide gas market: increased privatization and deregulation; a need for clean-burning, reliable fuel supplies; increasing cross-border cooperation; and a growing web of pipeline projects. Overall, the Southern Cone's natural gas industry is poised for unprecedented growth that will limit these economies' exposure to the volatility of world oil prices. 

Presently, Gaz de France, through its subsidiary Gaseba, controls the gas distribution of greater Montevideo. In December 1999, the Conecta consortium including Union Fenosa, Sempra Energy, and ANCAP won a 20-year contract to distribute gas in Uruguay. The consortium's investment in the project over a 5-year period is expected to be in the $150-$200 million range, with plans to distribute gas to 770,000 potential customers outside of Montevideo. 

ELECTRICITY 
Uruguay's electricity consumption decreased in 1999 after growing steadily since 1992. This partially reflects economic recession over the period. Nevertheless, consumption is expected to grow over the next decade. Uruguay's electricity generation capacity currently amounts to about 2.2 gigawatts (GW). Uruguay's main source of electricity comes from hydroelectric plants. Uruguay's remaining electricity generation comes from oil and diesel, as well as a small amount from coal and firewood. Uruguay has four dams producing hydroelectric power: Gabriel Terra Dam (148-MW capacity); Baygorria Dam (108 MW); Constitucion Dam (333 MW); and the Salto Grande Dam, shared with Argentina (total capacity of 1,890 MW, of which Uruguay is allotted 945 MW). Electricity had to be imported in 1999 and into 2000 as a drought reduced hydroelectric power supply. This drought continued into 2000, and the Administración Nacional de Usinas y Transmisiones Electricas (UTE) had to absorb the bulk of increased energy costs. The National Interconnected System (SINU) has a 500- Kilovolt(kV) system linking up the hydroelectric generators in the central part of the country with all the southern areas, where more than 60% of total demand is located. According to the Regional Electrical Integration Commission (CIER), in 2000 there were 2,118 miles of 100-160 kV high-tension lines and 478 miles of greater than 450 kV high tension lines. 

The use of natural gas in electricity production will rise dramatically in the future. State planners estimate that companies will add some 850 MW of new gas-fired generating capacity in Uruguay over the next 10 years. According to an agreement signed with Argentina and contractors Pan-American Energy (BP) and Wintershall Energy (of Germany) in late 2000, UTE will purchase 61.8 million cubic feet per day (Mmcf/d) (1.75 million cubic meters per day) natural gas from the Cruz del Sur pipeline to generate electricity at its 360-MW Batlle y Ordonez plant and 226-MW La Tablada plant over the next 15 years. 

Uruguay has begun integrating parts of its transmission network with neighboring countries and is promoting a series of transmission and generation projects intended to make the country a key link in the growing trade in electricity between Brazil and Argentina. Interconnection with Argentina's electric system--with a capacity to handle up to 2,000 MW--has been in effect since 1974, and Uruguay often exports electricity to its western neighbor. In January 1997, the presidents of Uruguay and Brazil signed an agreement that would allow the interconnection of the power grids of both countries. Presently there is a 60-MW converter station in Uruguiana, Argentina, which Uruguay uses for its limited exports to Brazil. In June 2000, UTE announced plans to build a thermal power plant at Casablanca, Paysandu having a capacity of 800 MW. This power plant will be used mainly to export electricity to Brazil and will use gas pumped via pipeline from Entre Rios province, Argentina. 

UTE controls and supervises all Uruguayan power companies, and coordinates the integration of the sector. This includes coordinating and supervising the expansion and operation of the country's generation, transmission and distribution systems. UTE currently has the option of taking 40% stakes in any new power plants built by private developers.

REGULATORY FRAMEWORK

In June 1997, the Uruguayan Parliament approved legislation liberalizing the generation and commercialization of electricity and allowing independent power producers to generate power. Accordingly, Uruguay's executive branch has the responsibility to determine maximum tariffs for the generation, transmission and distribution of electricity. This legislation also created two independent agencies to facilitate electricity markets and regulation.

· The Electrical Market Administration (ADME) is the non-governmental institution controlling Uruguay's electrical wholesale market. ADME is authorized to negotiate with UTE on the distribution of energy throughout the national grid and is allowed to purchase UTE's energy distribution facilities to carry out these services. 

· The UREE is the electrical industry regulatory body of Uruguay, whose objective is to protect electrical energy consumer rights through current regulation compliance and ensuring service fair price, quality and security through determination of rules regarding electrical consumes technical measuring and invoicing. As an independent regulator, UREE is responsible for the promotion of industrial competition and the regulation of transmission and distribution monopolies through the establishment of minimum quality and price control levels.
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