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ENAP

ENDIESA

GASCO

GASCO-CONCEPCION

GASVALPO

MIDEPLAN

SERNAGEOMIN

sic

SING

SONACOL

:Empresa Nacional del Petr6leo
(National Petroleum Company)

:Enpresa Naclonal de Electricldad
(National Electric Company)

:CompaMia de Consumidores de Gas Santiago
(Santiago Gas Consumers Company)

:Couupalfa de Gas de Concepci6n
(Concepciôn Gas Company)

:Conupafla de Gas Valparafso,
(Valparaiso Gas Company)

:Ministerlo de Planlficaci6n Nacional
(Ministry of National Planning)
Servicia Nacional de Geologla y Minas
(National Geology and Mining Society)
Sistema Interconectado Central
(Central Interconnected System)
Sisteula Intercinectado del Norte Grande
(Far North Interconnected Syste,)
Sociedad Nacional de Oleoductos
(National 011 Pipeline Company)
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TH1E EMERGY SECTUR IN CHuE

AN INTRODUCTURY OUTLUDK

I. INTRODUCTION

1. Overviev

Chule has chosen an open, export-oriented econonty, wlth as
lltt.le State control as possible.

Opening up the economy ineans having low and f lat import
duis reasale> -taxe, -and. treats!ent of foreign
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Equiv. 011 Barrels Percent
x1000 M~

Petroleum 136 42
Hydroelectricity (1) 46 14
Natural Gas (2) 43 13
Coal 49 15
Firewood 51 15

Note: 1. Calorific Equivalent for hydroelectricity: 2150 kCalIkWh
2. Includes IPG and natural gasoline obtained froni natural

gas.

Energy Dependency (1990)

Iniported Energy : 42 %
Domestical Energy : 58 %

Source: CNE

2. Chilean Poltcy on Energy and the. Role of the. GoverîmegiL

The strategy that leads the way for the development of the
energy sector in Chule is consistent with the natlon's

r- the
for
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NATIONAL ENERGY COMI1TEE (CNE, Ca., sién NaclI nal de
Energfa)

- Studies and proposes legisiation, regulattons, and
standards

- Plans the development of the sector to be used by
private companies for reference only

- Coordinates investments for major pro.jects, worktng
jointly with the Minlstry of National Planning
(MIDEPLAN)

- Establishes price policies and regulates pricing
- Serves basically as an advisory agency.

MINISTRY 0F ECONUMY (Mini steria de Econasufa)

- pproves standards on fuels and electrIc power
- Regulates prices under the advise of CNE

MINISTRY 0F MINING (Ministerlo de MIneria)

- Represents the government in oil related contracts
- The Minister of Mining is Chairman of the National

Petroleum Company (ENAP)

MINISTRY OF NATIONAL- PLANING~ (MIDEPLAN, Mlni sterlo de
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4. General ForeIgn Investuent Regulattons

There are two basic legal procedures governIng foreign
Investments entering Chile: a) 1977 Decree-Law No 600,
Foreign Investments Statute, and b) debt-equlty swap
iechanisms,regulated by the provisions of Titie I, Chapter
XIX, Foreign Exchange Regulations of the Chilean Central
Bank.

The main principles, rules, and guarantees of these
officiai regulattons are descrlbed in Annex NO 1.
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IL. PETROLIEUIS SECTOR

A. G-EERL DESCRIPTION

1. General (verviev

The Chilean petroleui sector includes the following
acti vit les:

- Exploration and exploitation of petroleuni fields
- Inporting, transportation, and refinlng of crude
- Inporting, production, transportation, and distribu-

tion to priniary and final users of petroleui deriva-
tives, including gasoline and propane obtained froni
natural gas

1.1 Exploration and produiction

More than sixteen sedinientary basins have been studied
along the Chilean territory, both Inland and offshore. The
offshore sedinentary basins run along a narrow subinarmne
strip between the coastal line and the Chile-Peru submarine
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Tierra del Fuego island and the mainland. By the
mid-seventles works were starteci offshore in the Straits of
Magellan, between its f irst narrow inlet and its eastern
inlet. In 1988, ENAP operated in this area with nearly
2,100 workers.

Several ohl exploration operations have begun In northern
Chile through risk-contracts mnade by ENAP with several
foreign finis (HUJNT-USA, HAMILTON-NORCEN-USA, MAXUS-USA,
EUROCAN-CANADA). To-date, resuits have been negative.

1.2 Crtade 011 Reftning

There are two oil refineries and a topping plant in the
country, all of them subsidiaries of ENAP. One refinery,
(coîuulssioned late 1954), is situated in Concôn, near the
Valparaiso and Quintero harbors in Chlle's Fifth Region.
The other, -is located 10 km (6 mi) from Concepciôn in the
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PRESENT NATIONAL REFINING CAPACITY (cu ft/day)

Concôn Concepciôn Gregorio
Refinery Refinery Topping

cracking
reforming

185,000
185,000
77,700
17,300
3,885
2,650

52,900

202,000
202,000
102,700
22,250

47,675
47,675

56,500

and San Vicente,
mal is connected
) long pipeline;
o the Concepción
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- Esso Chule Petroleuni Comipany (ESSO), operating ln
Chile since 1913.

- Sheli Chile Comipany (SHEIL), in Chile since 1919.
- Chule Petroleuni Company S.A. (COPEC), a private

Chilean cooupany, established in 1934.

Since 1979, when the 1964 Decree N920, which virtually
blocked establishment of nev o11 distribution companies in
Chile, vas abrogatedfive new ones have started operations
(APEX, ENEX, ABASTIBLE, COt4AR, TEXACO, GAZPESA).

With the exception of COMAR, these new distribution
conipanies do not own any facilities for wholesale
distribution. They rent storage capacity f rom EMALCO and
surface space f rom ENAP. They do have their OWfl loading
systems, though.

2. Governmenrt PoltcMes

2.1 HIstorical background
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fron, ENAP to the Ministry of Ming. Therefore, the
Ministry af Mlning is authorized ta enter into
contracts regarding ail aperations. This is the
usual vay "the door is opened"l to private Investors
ta participate in exploration and production projects
in the country.

- Approval of a nev, free price pollcy for petroleu,
and its derivatives, along wtth authorIzatIon ta
import, refine, and dIstribute ail in the country.
As long as Chile continues ta be a net ail importer,
and if custom, duties are kept low and f lat, this
policy drives prices -near ta their true ecanamîc
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especially regarding the areas of exploration, production,
refining, importation, and distribution.

3.1 Exploration and exploitation

Present legislation in this area is based on the Political
Constitution of the Republic of Chile, enacted in 1981.
Article 19 of the Constitution reads as follows:

"The exploration, development, or exploitation of deposits
containing substances not subject to concession may be
managed directly by the State, or by state-owned
enterprises, or by means of administrative concession
arrangements or special petroleum operation contracts. In
this regard, all requirements and conditions set forth by
the President of the Republic, in each case by presidential
decree, must be met. This standard shall apply also to
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Minist.ry of Mining to perfori the duties
rights of the State as stated
petroleum-operation contract and in
presidential decree.

and exercise the
in a speclal
the applicable

SPECIAL PETRDLBHN OPERATION CONTRCT LAW

Sosie relevant regulations contained in this law are as
fol 1 ows:

ýol eun-Operati on ContractI,
"Speciflc Petroleu, job
are defined.

cified in the special pe-
ie contractor is allowed to
!d as payment, without the
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petroleuuu-derived fuels, and any other fuels. Likewise, he
is also authorized to set forth standards applicable to the
marketing of these products.

The lav provides that any producer or importer of liquid
fuels derived froni petroleuni is responsible for malntaining
an average reserve stock for each product i n an amount
equivalent to a 25-day average sale computed oven the last
six iuonths, or the average Imiport amount for the sanie
period, provlded it is kept for his ovn consumption.

The pricing systemf must comply with regulations set forth
by the Organic Law of the Ministry of Economy.

Incentives, Regulattons, and Restrictions to, Petroleu

ration
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Another influential government department Is the Ministry
of Mining. The Minister is the chairman of ENAP, andi he
represents the State in petroleum operations contracts.

The Office of the Superintendent of ElectrIcity and Fuels
bas the responsibility to enforce current legisiation,
regulations, and standards in this area.

The main corporation working with CNE in the design of
policies for the petroleum sector is ENAP, the executIve
arin of the State in the sector.

ENAP Is the only producer of national crude oil, and it bas
the exclusive concession to the Magallanes deposits. it
owns the two refineries existing in the country. Through
its subsidiaries, it controls fuel storage centers and
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The overall result has been a diminishing comparative
importance of oil in total energy consumption, from 58% in
1972-73 to 47% In 1987-88.

In general, the oil consumption/GDP ratio dropped from a
pre-oil crisis index of 100 in 1973 to an index of 72 in
1988. This means that production of one unit of GDP In
1988 required nearly 30% less petroleum than in 1972-73.



.....~~~~~~~ × .............



- 18 -

B. ANALYSIS 0F THE PE1OLEMI4 SECTDR

1. Overview

The average Investment figure in the Chilean petroleum
sector for the last 10 years has been close to 150 million
dollar/year (currency value of 1990), 75% of which has been
earmarked for exploration/production activities
(approximately 35% in exploration and 65% in exploitation).

Petroleum is the main energy source presently used in the
country, representing 49% of total energy consumption.
National demand for petroleum derivatives in 1991 has been
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2. Exploration and Productlon Sect.or

Thme internai production of crude ail, lncluding liquld
products obtained froni natural gas, aniounts ta only 30,000
barrels a day and it is entirely produced by ENAP.
Therefore, It contributes only 23Z ta the national supply.
This figure has diiuinished slgnlficantly ln recent years
due te a decline in national praduction levels and a rise
ln consumption levels.

A steady decline ln production Is expected for the
Magallanes basin, the only oil producing area ln Chule.
According te currently available information, prospects are
that petroleuni production ln Magallanes, lncluding gasoline
and LPG, wtll faîl front 1,8 million cu.m in 1988, to 1.1
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3. Refining and Distribution Sector

In 1990, ENAP iaported 6,152,000 cu.ni (217 million cu.ft)
of crude oil for refination, this represented 894 million
US$. The suppliers were : Nigeria (24%), Gabôn (21%),
Venezuela (14%), Colombia (9%), Argentina (7%), Ecuadar
(5%), Ouuin (2%) and Angola (2%).

Future expectations are that major investunents will focus
an projects designed ta adapt refineries ta the changlng
denand, mainly Increased production of lighter products
(gasoline and diesel fuels). Heavier products will be
replaced by tiare econouuIc alternatives, such as coal or

)n fr
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Another possibility is the construction and operation of
gasoducts to import natural gas fro. Argentina and/or
Bollvi a.

5- Compantes Active In thie Petroleun Sector

-National Petroleiu Company (Eiq>resa Naclonal dle
Petrôlmo, ENAP)

Activities: Crude ohl production, refining, priiuary
distribution, and storage of petroleum and
derivatives. Business for inported crude ohl, are
mnade through Mis offices located at New York and
Huston.

Market share: It is the only crude ohl producer in
Chule. -It is also the only f irm that operates ohl

total
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It owns three refineries and runs processes for
topping, catalytic cracking and reformation,
alkylation, solvents, visbreaking, and ethylene.

Ownership Structure: ENAP is owned by the Chilean
State. Its equity capital amounts ta US$420 million.

New projects: In the exploration and developinent
area, it nay be emphasized that ENAP bas slgned six
Special Petroleum- Operat ion Contracts with forelgn
f irns. Five of these risk- contracts, where ENAP's
share ranges froni 20 to 35%, are aimed at opening up
development in northern Chile areas, frai, where
preliminary data are encouraging. The agreed
exploration area for each contract covers 5,000 sq.kmfi nnn -- -4 _ - --
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conipanies. This means 2 million cu.m (70 million
cu.ft) per year.

Technological features: It owns a retail network of
over 500 service stations, f ive storage plants wîth a
total capacity of' 68,000 cu.m (2.4 million cu.ft),and nine additional plants, totalling 33% of' the
market.

Ownership: Controlled by the Angelini Graup with a
participation aof 60% (private sector).

New prajects: Recently (August 1991), COPEC formed aconsortium ln conjunction vith Shell, Abastîble, and
ENAGAS, ta negatiate the purchasing of natural gas
fro. Argentina. If the deal is settled, agas-pipeline of approxImately 1000km (600 mii), f roi,
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Technological features: Owns a retail network of
approxiunat.ely 270 service stations, as veil as
storage facilittes.

Ovr*ersbip: Owned by the Dulrch Sheli Group, wlth
Dtch and British~ capital.

MARINE FUELS COMPANY (CaiWstlb1es MarftiuDs S.A.,

Act1vites: Supply ad distribution~ of liquid fuels
and 1ubrIcants 1te m~arine~ consIjers.

Market ;hre 6% of the liqufcf fuels market.

Tecbnoiogicul features: Owns a retai network ofapproxtwately_120 seric stations, as well as six
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Market share: 20% (52,000 tons/year) of the
Industrial and retail LPG market in the Metropolitan
Region (Santiago).
CODIGAS and ail of Its affiliated co<npanies operating
tn the rest of the country, own approxlnately 48% to
50% of the national mnarket.

Aff i

ig In Bth, 9th,ý and lOth
5% share of the miarket In
of its Is owned by CODIGAS.

1 to
s 1 to
in. 80%
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Future projects : Recently, GASCO formed a
consortium with an Argentinian firm, Pérez Companc,
for the construction fo a nearly 500 km (300 mile)
long gasoduct, to transport natural gas from
Argentina to Santiago, through the Maipo Passage.
Estimated cost is about US$ 140 million.
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III. ELECTRIC PWER SECTUR

A. GOUMJ. DESCRIPTION

1. Gerneral Overvtev

Due to the geographical features of Cile, the electrlc
power sector is physically divided into four independent
zones of electric power supply:

a) In the far north (lst and 2nd Regions, with 0,7
mlllion lnhabltantq)- wa mi ý& 4k- i u. - -
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Note:
It is worth mentioning that in the tWo SyStems
descrIbed, the generating (transmission) companies
are separate from distributing companies. There are
mmny generating compan les compettng aniong each other,
and only one distribution company for each speclfic
geographlcal area.

For the next two zones, hovever, there is a single
company at every location handi ing both generati on
and distribution.

Ini southern Chile (part of lUth Region and llth
Region, with 0,2 million inhabitants), we have three
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Generation Ilispatch Center (CJEC), with the responsibllty
of deterining regulations for electricity generation.

2.2 Current PolIcles

The current deuuocratic goverfiment considers the privatesector to be the driving force within the electricity
sector, unaking investnents in new generation, transmission,and distribution works. The State reserves the right toensure comnpliance with ail lavs, rules, and regulations onthe part of the companies. It also regulates rates, andreccNmmends new facility building prQgras with a view tominimîzing updated costs of investsuent, operation, andreliability of the power system. However, It does flotforce solutions or Interfere with projects ifivestors seek
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to bulld power plants, substations,
linos, and facilities for public service

ems for the. marketing of electrical
inmx W' 3 for priclng policies).

Qtbqr than byciro, such as thermal,
ad geothermal, do not require a

may b. freely built by any company,
ecpnouicai ly attract iv>e, and tjiat al
enviromn lavs and regulations are
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ssurtnq a shared use of transmission
preventing the formation of monopol les
*existing lunes in areas where new

!ar.

x.tIonps

co power plants requires submlssion of a
ater utilization rlghts," whlch are
race with the Water Code. This Codes

use of water resources In the country,
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5. ntrises, Orgaftfzattons, anad Agenctes that Have an
Impact on PoIcy Iomu an for the. Electric Power Sector

The. ai agen havîng an Imupact on the foriuuation of
eneg policy ln Chi le Is the National Energy Comiuttee
(VNE) * t fs a direct adiser to the Chilean President,

an bas the responibtUity of making and coordlnatlng
plan, pol ices, and rules for ensuring the snooth

opeatIn ad dveopment of the. energy sector.

To inset these goals, CNE requests the participation and
collbortio of ajo copanes. and entities operatlng lni
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generation-transmission companies and 23 dlstributing
coupantes of varlous sizes (see Directory).

Nevertheless, at the generatton-transmission level there Is
a noticeable percentage of electrlcity producted by
Industrial and mlning coupantes (self -supplilers), more or
less meeting their own demand and mostly tnterconnected to
utilittes. There are also 14 electric cooperatives
dIstrlbuting electrtcity ta their members, mainly in rural
areas (see Olrectory).

Gross pover generation in Chile was 17,810 GWh in 1989, of
whlch 54% vas hydro and 46% thermal (70% coal and 30% o11).
On the average, the hydro portion has been 60% for the last
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Regardlng generation, investments should focus malnly onhydroplants, for whtch ChUle has significant potential.

Recent studies on resources indicate that hydroelectricalpotential ln ChUle Is about 24,000 MWl, wlth a possibleaverage annual generation of 130,000 GWb. Only 10% of thisIs nov exploited.

This potential is distrlbuted throughout the country asshown on the next table. The greatest potential (65%) is
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's 50 million dollar, 50 MW Blanco power
for 1994 on the Aconcagua River.

million dollar, 450 MW Pangue power
for 1996 on the Biobio River.

million dollar, 500 MW Ralco power plant
301 on the Bioblo River.

million dollar, 260 MW Huequecura power
3iobfo River.

million dollar, 92 MW Corrales power
:achapoal River.

i million dollar, 360 MW Cuervo power
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Public Service Energy Distributed During 1989

Category GWh %

Residential 2,472 13.9
Commercial 1,168 6.6
Municipal government 605 3.4
Public lighting 437 2.5
Transportation 216 1.2
Irrigation 50 0.3
Copper mining 4,519 25.4
Paper & cellulose 1,106 6.2
Iron 615 3.5
Cement 268 1.5
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and they wlll probably reach the US$350 million mark in
1991. Nearly 20% of this equipinent comes from the USA.
Other Important suppliers are Germany, France, Japan, and
Brazil1. Canadian suppliers wlshlng to get a share of the
muarket will need to focus their attention on havlng
appropriate representation as well as competitIve
financing, providing f irst quality service, and so on.

The niost significant kinds of equipsuent are listeci in the

1990
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e: During 1989, ENDESA generated 6,835
of the total public supply generation in

the entire transmission system In central

1 features: ENDESA has a total installed
:apacity of 1,600 MW hydro (82%) and 346
(18%). 59% of thermal power corresponds
nerating plants (oil firing).

;tructure: ENDESA is owned by many
including several private Social

nds (AFPs) holding 24%. and the Fnprçie
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features: Chilgener has a total
erattng capacity of 247 tM hydro (33%)
F%) coal-fired plants.

tructure: Main stockholders are
nternational Finance Corporation (14%),
al Security Funds-AFPs (19%), the
mIancderas FP Chile S.A. group (20%),
ie public (47%).

Chilgener Is now starting up the new
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FAR NORTHI ELECTRIC COPA1« (EhURESA ELECTRICA DEL
NORTE GRAND3E, EIJELNOR)

Activities: Generation, transmission, and selling of
electrlc power in northern Chile (SING).

Market share: Duri ng 1989, EDELNOR generated 185 GWh
and purchased another 309 GWh from Tocopilla
(Division of Codelco). EDELNOR is the sole ovner of
the northern power transmission system (SING).

Technologlcal features: EDEINOR holds a hydroplant
with 10.2 MW and several -diesel motors and gas
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- GENERAL INIUSTRIAL POWER COWANY (CWPARIA
ELECTRICIDAD IMIXSTRIAL S.A., CGEI)

GENERAL DE

Activities: Public service distribution.

Market share: CGEI distributes power in Concepción,Rancagua, Talca, Temuco and other important cities in
central Chile, with a total of 450,000 customers.
During 1989, it sold 285 GWh.

owns 154, 66, and 15 kV
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lonally, sniall deposits of gas are also
lary sandstones in the Magallanes basin.

ipter II, on minerai oil, ENAP is the
In that area.

.ed in Magallanes is extracted from
itinental area in Tierra del Fuego and
with other liquid hydrocarbons Included
ed oil.

A.ons as vell as technical and econninir
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was necessary for GAS CONCEPCION to
ifacturing plant, and a technology of
i coal was chosen. This plant started

It has a capaclty of 140,000 cu.m/day
.ftlday), thus allowing for total
Ls prevlously obtained from the steel
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contracts made by the State for the
*ocarbons.

es natural gas use in the Magallanes
capital Investments in related projects.
;portation over longer distances is
posits were found in northern Chile, and
nt to transport it ta the central area,note such projects and even contemplate
in then, to bring the project into



g

t

t

4%

t? t t t

I t

t~t

>4% ~

j 4



- 46 -

3. Current Legislatton

Legisiation presently governing the relationships among gas
cosupanies and the central government, municipalities, and
individuals, vithin their concession areas, is contained in
the Gas Services Act, and 1931 Decree-Law N9323 partlally
asuended by 1989 Law N918,856 (see Annex No 4).

4. IncenrtIves, Regi1ations, and Restr1ctlons to Gas Production

4-1 Matural Gas

The main Incentive for natural gas exploitation lies in the
fact that it acts as a substitute for the more expensive
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economlcally attractive as natural glas,
!xpenslve. In fact, If the project for
las froni Argentina Is completed, or If
eventually found In northern Chile,
also be used as raw materlal for
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ean territory (lncludlng a branch
lente), andi a 350-km (217-mile) long
AIna, from the Centro-Oeste Gasoduct,
Ity of San Rafael. Studies made by CNE

price for imported natural gas, at the
iately US$2.5 per million BTU. At this
could be sold in Santiago at a price

jei oil. This would create a demand of
:u.m per day in 1995 (46 million cuft),
-t i n 1992. The demand could reach 2,1
iy In 2005 (74 million cu.ft/day). These
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public service, and 80 million cu.M
~for electric power generation.

a 100-km (435-mile) long gasoduct
Ivia and Tocopilla, northern Chile, is
?asiblity stage. It would represent
Ing and electric power generation plants
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2. Armas of Interest and Business Opportunities for Canadian
Inves toi s

Best opportunities for natural gas related business are
found in the exploration of new reservoirs in northern
Chule, or In partnerships that will build gasoducts froou
Argentina and Bolivia. Also important are the supply of
equipments required for gas transportation networks, and
participation In modification projects for industries and
public transportation systems enabling them to use this
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igh the Cajôn del Maipo Pass. EstlImated
US$140 million.

COeAaff (GASCO CONKEPCION S. A.)

Production, distribution, and selling of
jas.

Là: Only ca.upany produclng and
nianufactured _gas in the city of
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Aion of natural gas produced by ENAP ln
carried out by GASCO ln Punta Arenas,

J Puerto Porvenir, under a contract
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V. CAL SECTUR

A. GENERAL DESCRIPTION

1. General Overview

In 1988, Chile produced 2.5 million metric tons of coal, afigure roughly equivalent to 1.8 million tons if expressed
on a 7000 kcal/kg basis for the Upper Calorific Power as
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10th 12th

:iÔn- Valdivia- Magallanes
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lned ln force up to 1932, when a new
:ted.

:he 1932 Code used a different approach
agulations, as conipared to the rest of
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itioning that at present government
isidering the possibility of subsidlzing

the Concepclôn and Arauco areas. In
1 Governinent announcei recently its
to Congress a bill that would give the

ducers a declinng subslcty over the next
ubsIdy would start at between 5% and 14%
)ducers to reduce costs f rom around
iton. This substdy would decrease the
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be met for 150 years at current
The fact that the biggest reserves are
l2th Reglon, should posslbly cause a
in the relative liportance of this

1 to other producIng reglons, assumlng
±:Ion and transportation remain lower in
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Chile, to
feasibi 1 fty
Induced by

o the SING network. A
,d recently (August 1991),
new clients operating ln
power station should start
provlcled further studies

arge coking plant exlsts ln
(8th Region), with a

tons/year of metal lurgI cal

In the
Chi le,
procfuct
coke.

plants operati ng In
:ombi ned consumption
Is represents a low
insformation centres.
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IMPORTED COAL

413,000 tons

(tons) CIF Cost
(million US$)

259,000 15.7
155,000 8.9
35,000 1.6
28,000 1.7
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features: Open-pit exploitation.
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1 really become a substitute for crude

-,ed that potential energy resources froin
y planted for energy production would be
,000 Tcal/year, that is, 0.28 to 0.32
il million cu.ft) of equivalent oil per
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Future of the Sector

ed that by 1991 total forestry planted
million hectares (5 million acres),

f stocks of the 'radiata" pinetree
ig this increase in wooded areas. it Is
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-ea located 4100 m (13,500 ft) above sea

a temperatures of the thermal springs
IF), which corresponds to the bolling
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te use of solar and eollc energies is

'i Import duties anount to 11% of CIF
Is of equlpiient.

ind BusIness Opportunities for Canadlan
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* The Lo Aguirre center bas a 10 144V research reactor, aise
of Vhe MTR type, which Is being actapted to operate with

* less enriched U)235 than the original design calis for.

Z. Prospects for Development of Nuclear Power Statlons

* WhI le the country bas abundant hydrool ectrlc reseurces, i t
1$ necessary, lnt order to ensure ~a re11ab1e supply, Vo have

* an installed capacity for tiiertoiectrical generatien,
* ranglng frotu 10% te 40% of total generation capacity at the

Central Intercovnnected Systeu. This proportion depends on
rainfail variabllIty and econooeics.

Mcear energy could tbeoretically be one of the choices

althotugh up to nov iV frs not proven Vo be econoiically
attractive due te high original investinent cests and the
h$gh cost of the fuel required.

Early ,lin 1979, CNE carried out a technicai-econonic
fMasibiiity stuciy to verif>y the. advrsaility of building a
nuclea power station in Cile for the. Central

InteconnctedSysteu.

The tud cosidrednucearpower plants of 600, 900, andt
1,20 M, cal-ire thrmolectric power plants ef 300,450 anl0 W 0 W g trites, and elgbt*yreeti poet ihcacitiMs raninig from 70 te

5a0 MW.lç r~ i

Basically the std ocue htbidn ul
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guaranteed access to the exchange market for the purchase
of foreign currency and the transfer of it out the country.

*2. The second guarantee is the right of the investor to
include ln the investnient contract, at his request, a

* provision establishing that a rate of 49.5% as total tax
* burden on the income he recelves from his contribution

shall be kept invariable for a 10-year period from the date
*of the starting up of the cmay

Investors chosing this invariability clause niay later re-
nounce this right only one time and adopt the regular tax

* system, thus remaining permanently subniitted, from then on,
* to the regular tax legisiation.

ê3. The third guarantee Is the right of the investor to estab-
*lish in the contract that, during the time period nee

for impleiuentation of the agreed investment, he will be
invariably submitted to the Value Added Tax system and

*customs system in force at the date of the contract. Both
these .systems are applicable to imiports of machinery and
equipments flot nanufactured ln Chile, a special list of
which Is included in Article 12 of the Value Added Tax Law.

Applicable taxation authorizes Importation on this kind of
* goods free of VAT, when they are included ln the above list
* and there Is a fore ign i nvestment contract coveri ng the.

Today, VAT rate Is flat a 18%.

* The customs system permits deferred payment of customls du-
* ties, taxes, dispatching charges, and other obligations per-

ceived through Customs. These amounts are expressed in US
* dollars and are payable, without Interest, ln a single in-
* stalloient seven years after the goods vere imported. This

payment is made ln national currency, at the exchange rate
*val Id on the day of payment. At present, Chileancutm

rate Is 11%.

4. Finally, there is the non-discrimination guarantee. It es-O tablishes that foreign Investments and the enterprises
* incorporated on their basis will be submitted to the legal

system applicable to domestic Investuents, vith no
* discrimination vhatsoever, eitber direct or Indirect, wtth

the only exception of rules applicable specifically to
forelgn Investments restricting their access to doouestIc
credit. This limitation, hovever, bas neyer been put Into
practice until nov.
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* ANNEX NU 2

* SPECIAL PErROLEIJI-OPERATION CONTRACTS

* This Annex contains a sununary of the law on Special Contracts for Petro-
leum Operations, Decree-Law NQ 1089.

* The main provisions of these regulations are the following:

* - [t defines the ternis "Special Operation Contract," "Contractor,"
* "Compensation," and "Contract for a speclfIc oil job."

*- It provides that, if authorlzed by the Special erlu
* Operation Contract, the contractor may export hydrocarbons
* recelved as his compensation wlthout having to meet export

regulations, and havlng guaranteed free disposition of the
forelgn curregncy amounts percelved from said export operations.

- It stipulates that the State guarantees the contractor access to
the forelgn currency market, called the "free bankIng market," orb whlchever system may replace It ln the future, for conversion and
further remIttance abroad of Incomes perce lved from the sale of

* hIs own equIpments or other goods, ln accordance wlth the ternis
and conditions stlpulated ln the contract.

- It establishes that the contractor wlll be subject to a taxC figure calculated dlrectly on the amount of his compensation,
which is now 50% of sald compensation; or he may be subject to
the regular provisions of the Income Tax Law. NotwIthstandIngC this, the President of the Republic may authorize, whatever the
applicable tax systei, reductions of the payable tax, or of all
or any of the taxes established by the Income Law, equivalent to
a figure ranglng from 10% to 100%, in 10% Increments. The
applîed systei substîtutes all other direct or Indirect taxes
that could be levled on the-compensation or on the contractor
wlth regard to his compensation, and it remains Invariable durlngC the terni for which It was granted.

- It authorizes, the President of the Republlc to condone, In 10% ln-C crements up to 100%, the duties, fees, taxes, or contributions
and, in general, any other payments or taxes whlch may directly
or Indirectly be levied on imports of machinery, equlpment,
niaterials, spare parts, and Items or goods lntended for works ofS exploration or exploitation of hydrocarbons.
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- It Indicates that hydrocarbon transfers made to the contractor as
* payment of his compensation, and the repurchases made by the
* State or state enterprises f rom the contractor, as well as the

actions, contracts or documents recording these operations, will
* be free from ail taxes.

* - It states that payments to forelgn subcontractors, with no regis-
tered address In Chule, shall be subject to a tax computed on the
basis of those payments at a rate of 20%, and that this tax will

* substItute for ail other taxes, direct or Indirect, which might
be levIed on payments to subcontractors. The Presldent of the

* RepublIc may decide to reduce that tax amount ln Increments of
* 10% up to 70%.

* - It establishes that the machines, equipments, Instruments,an
tools, and their pieces or parts necessary for the fulfIlîment of

* a special contract for a petroleum operat ion may enter the
country under the system of -temporary admuission for a 5-year

Cterm. This term may be extended by the National Customs
* DIrector, according to the needs and peculiarities of the

respective petroleum contract.

- The Law authorIzes the State, for expropriation purposes, to de-
clare as being "for public goodu any piece of land that, by su-
preme decree Issued by the Ministry of Mining, has been

* determined by the President of the Republic to be needed for
* hydrocarbon deposit exploration and exploitation works to be

performed by persons or corporate bodies who may have entered
*into special petroleum operation contracts with the Sae
* Alternatively, easements may be establIshed applying entirely to

hydrocarbon research, exploration, and exploitation activities
* conducted by persons who may have entered Into speclal operation
*contracts with the Sae

- It stipulates that the system, benefits, and exemptions
* applicable to contractors under this Law shahl remain Invariable
B during the time each contract remaIns ln force.
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ANNEX NO 3

ELECTRIC SECTOR PRICING POLICIES

1. Priclng PolIcles

The main purpose of electricity pricing policies is to have
prices which reflect the real costs of efficiently
generatlng, transmitting, and di stributing power.

The current priclng policy vas designed by CNE and it has
been in force since 1980. A distinction needs to be made
between areas of distribution to consumers, where natural
monopolies exlst and prices must be regulated, and the
areas of generation and transmission, where energy Is sold
to a few clients, on a competitive basis, s0 prices are
freely set.

1.1 Free prIces

For major clients, with an Installed demand of over 2 MWi,
prices and other supply conditions are negotiated directly
between client and generatlng companies. Power Is normally
supplied ln hlgh voltages.

1.2 ModJe prIces

These are the sale prices used by generatIng companies to
seli power to distributors. They correspond to the
marginal costs of meeting the maximum demand (kW) and
energy consumptIon (kWh) at each of the points of supply or
nodes. Marginal costs are set each year ln April and
October, calculated for a generatIon-transmi ss Ion system
which Is well adapted to the demand.

1.3 Value added at dIstrIbiton

Distributors add a certain value to the node price

reflectlng three important distribution costs:

a) Fixed costs including administration, invoicing and
custonier services.
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tzes the government to set maximum rates
sumption customers. Also, a method for

of distribution concession holders is
hey are hlgher than the maximum level
w, the government may impose maximum

f ted, however, that the government may
ibution surcharqe fîiure. which is the
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Moneda 921
* Ph: (562) 380521

Fax: (562) 6711058
Santiago

5. ASOCIACION DE EMPRESAS DE SERVICIO PUBLICO

Rafael Salas
Gerente General
Av. Andrés Bello 1051, Torre A, Of. 2404
Ph: (562) 499995
Fax: (562) 499995
Santiago

6. MINISTERIO DE MINERIA

Juan Hamilton
M1nistro

Iván Va lenzuela
Subsecretario

Teatinos 120 Pl 10
Ph: (562) 6984254
Fax: (562) 6991025
Santiago

7. COLEGIO DE INGENIEROS DE CHILE

Hiernán Holley
Gerente General

Av. Santa Maria 0508
Ph: (562) 778015
Fax: (562) 778681
Santiago

8. INSTITUTO DE INGENIEROS DE CHILE

Juan Enrique Castro
Secretario General

San Martin 352
Ph: (562) 6726997
Fax: (562) 6971136
Santiago
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ENAP
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ôn

DE COMBUSTIBLES LTDA.. EMALCO
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1000

)RES DE GAS DE SANTIAGO S.A., GASCO
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LENERACION ELECTRICA S. A., CHILGENER
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IUENCHE S.A., PEHUENCHE S.A.
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iAn

ARICA. EMELARI S.A.
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DE LEBU S.A.. CARVILE SA.
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Of. 61
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Ph: (5632) 250051
Fax: (5632) 213092
Valparaiso - V Reglôn
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