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EXECUTIVE SUMMARY 
 

As a region, Central America has the unique opportunity to take full advantage 
of the economic opportunities presented by the DR-CAFTA trade agreement. However, 
to make this a reality, the region must overcome the common challenges that affect its 
competitiveness and the availability of reliable power.  Fundamentally, greater emphasis 
must be placed on the development of an integrated power market. 

While there are efforts such as the SIEPAC regional transmission infrastructure 
project, the Central American energy sector is confronted with numerous obstacles 
which prevent private investment in the industry to meet growing demands.  There 
continues to be broad-based regulatory uncertainty and in some cases regulatory voids. 
Some national frameworks are not yet fully compatible with the efforts to promote a 
Central American regional electricity market. There are also too many pricing disputes 
and theft incidents that lead to rolling blackouts. This situation is further compounded 
by high global fuel prices. The Central American Energy and Competitiveness 
Conference was designed to target these weaknesses and secure a commitment by 
decision-makers to undertake critical “next steps” to create a more favorable investment 
climate that is predictable, transparent and market-friendly. 

Regulatory agencies must be strengthened, made independent of state 
producers, generators and political influence. Reforms should be transparent, results 
orientated and consistent with the goals of regional harmonization. Greater 
formalization and better management of institutions and regulatory bodies is a central 
tenet of reducing sovereign risk and is a necessary step in attracting the private sector 
investment that is lacking in many of the regions commercial sectors. 

Public Private Partnerships (PPP) must be pursued and will allow strategic 
promotion of energy policy without further contributing to fiscal deficits. Cooperation 
between states and private equity is a requisite for increasing regional competitiveness 
and achieving long term goals, not only in the energy sector, but also in terms of grander 
aims of fostering economic and social development at the country and regional level. 

Ultimately, the region must pursue policies and types of contracts that 
incentivize investment in renewable energy. Diversification of the generation sector is 
vital to achieving success along the triple bottom line of economic, social and 
environmental criterion. Dependency on foreign oil threatens macro-economic stability 



as rising oil prices contribute to a deterioration of national terms of trade and the 
external debt of regional governments.  

The negative macro-economic implications of increased fuel imports make 
extension of current networks to rural sectors, whose participation in national and 
international markets depend upon access to electricity, unattainable. Divestment in 
thermo-generation would make such advances substantially more viable. Apart from 
the obvious environmental benefits that accrue from an increased role for renewable 
capacity, the incremental income that renewable projects can generate through the sale 
of tradeable carbon credits could also contribute significantly to national incomes. 
 To achieve these goals active dialogues between disparate stakeholders must be 
pursued and institutionalized. It is in this aim that the Central American Energy and 
Competitiveness Conference has been carried out. The ideas, discussions and 
innovations proposed in this forum must be acted upon by those same stakeholders if 
the true potentials of the conference are to be realized. 
 
Fiscal Incentives to investment in renewable energy must be fostered and governments 
must promote the Power Purchasing Agreements (PPA) that best suit renewable 
projects. 
 
A Regional Ministry should be created to assist with the harmonization of norms and 
best prepare for future electricity demand through the strategic use of the energy 
resources available to the region as a whole. 
 
Authority, autonomy, and accountability must be strengthened within national and 
future regional regulatory bodies in order to ensure objective monitoring, optimal 
service on behalf of providers and ultimately reduce sovereign risk for investment in all 
phases of electricity services. 
 
Dialogues between governments and investment sectors must be institutionalized and 
bureaucratic processes must be streamlined to ensure shorter implementation periods. 
 
The region’s governments, along with Mexico and financing agencies should elaborate a 
plan to promote 100 projects along the SIEPAC network. The selected projects would 
potentially be drawn from an array of infrastructure, tourism, electricity generation 
endeavors and commercial promotion projects. The plan should strive to help connect 
investors with viable projects that lack the necessary financing for implementation. 
 
Public - Private Partnerships (PPP) are necessary to facilitate private development of 
capital-intensive projects. Efforts should encourage the involvement of new generators, 
apply transparent and competitive bidding principles, engender private financing of 
renewable based generation, and promote the creation of a portfolio of contracts to 
manage price risks.  
 
 
 
 
 
CONFERENCE OBJECTIVES 



The conference focus was to encourage dialogue between the public and private sector 
stakeholders involved in power generation, transmission and distribution. This included 
government regulators and policy makers, energy providers, the investment community 
and customers.  The emphasis was placed on strategies for developing regional 
regulatory and infrastructure integration, policy harmonization, improved investment 
climates and encouragement of energy diversification into renewables and conservation. 
The goals of this Conference were to encourage decision makers and business leaders to 
agree upon realistic recommendations and “next steps” that will positively improve the 
regulatory climate and encourage investments which would ultimately strengthen and 
diversify the power generation sources and reduce energy costs. The dialogue was 
framed to ensure that recommendations will be congruent with the context of the DR-
CAFTA in order to maximize the trade benefits of the agreement.  
 
The Central American Energy and Competitiveness Conference aimed to engage leaders 
from industry and government including entrepreneurs and small and medium 
enterprises; foster interactive dialogue between top level executives; build capacity and 
disseminate information on energy regulation and investment opportunities and 
financing; identify best practices in regulation structure and management; forge 
partnerships between the public and private sector inter-regionally and extra-regionally; 
find equitable solutions between energy suppliers, generators and consumers; generate 
recommendations that will deliver results to the Central American community, and 
encourage commitment from decision makers to implement and act on 
recommendations. 
 
TARGET AUDIENCE 
Government officials, regulators, investors, private sector executives, business and 
industry, regulatory specialists, financial institutions, and business associations from the 
Dominican Republic, Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua; as 
well as the U.S. public and private sector executives involved in the energy and 
investment sectors who are seeking to do business in Central America. 
 
FOCUS AREAS 
Regulation of Power Generation and Supply 
In order to remain competitive the region must move to integrate its essential 
infrastructure in a compatible and cohesive manner. Central to this effort is the 
integration of regional energy and power generation systems. Achieving this however 
calls for harmonized regulatory regimes and adoption of regional best practices. What 
measures need to be implemented to create market efficiencies and to render long-term 
benefits to the region? What steps can governments take to encourage investment 
sufficient to meet increasing demand for new power generation? Is regional regulatory 
harmonization economically feasible? What innovative policy solutions and legal 
standards should the region adopt to meet these energy challenges?  
 
Energy and Competitiveness 
While the efficiency of the region’s utilization of traditional imported petroleum supply 
must be managed and optimized to lower end user costs, enhanced energy security can 
be realized by diversifying the energy portfolio. How can countries and the region 
optimize this potential? What regulatory frameworks need to be in place to encourage 



the integration of new energy resources into generation and transmission systems? 
Which renewable energy sources hold the most potential for the region? Are these 
sources technical and financially feasibility? Are policies in place to create incentives for 
investment and entrepreneurship in this sector?  
 
Regulatory Practices which Encourage Investment 
The deficiencies in the energy and power generation infrastructure throughout the 
region require the inflow of foreign and local investment. To make investment attractive 
there must be more than just “dialogue” between the public and private sectors to 
provide investors with confidence in the market. What do international and multilateral 
lenders and investors take into account in making investment decisions? How can 
governments ensure the operating environment is attractive?  
 
Conference highlights 
The conference boasted participation of over 200 individuals, including regional 
ministers, members of the diplomatic corps, U.S. government officials, representatives 
from multilateral organizations, business executives and representatives from non-
governmental organizations (NGOs). The discussions were thought-provoking and 
generated many valuable ideas. What follows are highlights from the conference. 
 
Opening Session 
Welcome: Manuel A. Rosales, President and CEO of CCAA. 
Remarks: Ambassador Charles Ford, US Ambassador to Honduras; Nick 
Rischbieth, Executive Vice-President Central America Bank of Economic 
Integration; Geoff Jackson, Director of Policies and Programs USTDA. 
 
Principal Speaker: Yani Rosenthal, Secretary of State, Republic of Honduras. 
 
Key points: 
Great efforts have been made in terms of modernizing power generation in the region. 
However, much work remains left to be accomplished. There has never been such an 
appropriate moment for discussions surrounding the theme of energy generation. The 
implementation of CAFTA/DR and forthcoming SIEPAC electricity network provide 
great impetus for further harmonization of regional norms and regulatory frameworks.  
 
CAFTA/DR has already left a positive mark on the region in terms of opening markets 
and strengthening regional export sectors; but CAFTA/DR is not solely about free trade. 
The agreement must serve as a conduit for modernizing the “rules of the game” and 
improving the framework that governs business, investment and trade.  
 
While the regulatory adjustments that have resulted from the implementation of 
CAFTA/DR assist in the renovation of regulatory frameworks, including that of the 
energy sector it must also be understood that only through revamped, more efficient 
energy policies can the region take full advantage of the latent benefits of the trade 
agreement. 
 



Prudent policy is needed for the region to position itself to best take advantage of the 
new opportunities presented by CAFTA/DR and continue the path of the economic 
growth that is the best hope for the region’s development and poverty reduction goals. 
 
New technology and financing mechanisms are needed for the realization of national 
energy goals.  Increased collaboration is needed on the part of all sectors within Central 
America, and endeavors such as this conference, that foster dialogues between regional 
stakeholders, are crucial to increasing competition, investment opportunities and 
ultimately development in the region. 
 
Energy security and economic growth go hand in hand, and the region must diversify 
the composition of the electricity sector as its national economies grow and regional 
electricity demand surges. 
 
Reductions in petroleum based imports will better the region’s terms of trade, increase 
national solvency and isolate Central America’s developing economies from fluctuations 
in oil prices.  
 
Reliable access to electricity is an important component in increasing the 
competitiveness of regional commerce and without it productivity suffers, exports are 
deterred and growth is dampened.  
 
Access to electricity is also an important component of poverty reduction. Losses must 
be controlled so that prices can be accessed by those who need energy the most. Social 
programs can play an important role in stimulating increased access but it is important 
that these programs operate within regulatory frameworks in ways that are 
economically viable. 
 
Increased demand is a by-product of development and economic growth and like all 
other forms of expansion such progress can lead to “growing pains”. In Central America 
this process has been met, all too often, with declining electrical reserves and persistent 
shortages. Ballooning demand must be managed through sound policies, and long-term 
strategies that assess and plan for corresponding needs for growth in installed capacity. 
If capacity is not expanded these “growing pains” threaten to transform themselves into 
more serious “growth impediments”.  
 
The CAFTA/DR community must learn from its neighbors, world leaders and its own 
best practices to ensure appropriate outcomes in the all aspects of energy provision. 
 
As the region’s economies pursue national energy policy the best practices of neighbors 
must be properly understood. These examples and the burgeoning partnerships with 
countries such as the United States and Brazil must be leveraged as platforms from 
which future strategies can develop. 
 
Successful programs such as the promotion of biofuels program in Honduras, which has 
been deemed one of the world’s best by the World Bank, can provide examples for other 
regional members. 
 



Incentivizing investment in renewables has rendered positive results, particularly in 
Honduras and Guatemala, and the ratification of fiscal incentive laws is an important 
first step for national legislatures.  
 
Cooperation between the region and world energy leaders presents national economies 
with the opportunity to borrow from the expertise and experiences of those on the 
forefront of energy policies.  
 
The US government is committed to helping Central America achieve energy 
independence through the promotion of domestically viable renewable energy sources 
and the substantial presence of US government officials attending the conference serves 
to reinforce that commitment.  
 
While discussion of these themes is paramount, this dialogue contributes little to large-
scale progress if the ideas and innovations that are born of this conference are not acted 
upon in successive periods. 
 
 The Highly Indebted Poor Country Initiative (HIPC) has greatly benefited several 
members of the region and will allow for increased investment in energy. This 
investment is desperately needed and will pay vast dividends in the long run.  
 
Governments need to develop adequate norms to facilitate the use of the natural climate, 
conditions and resources to meet the energy security needs of Central America. An 
appropriate balance of the needs of producers, distributors, regulators and consumers 
must guide government actions.  
 
Reduction of oil dependency will ultimately promote solvency in the region but it is also 
important that public-private partnerships be pursued and that over auspicious 
programs do not, by themselves, further indebt regional governments. Plans of action 
must be developed for dealing with energy priorities in varied time horizons. Programs 
and strategic approaches must be developed to deal with short, medium and long term  
generation needs. 
 
Plenary Town Hall Meeting 
The plenary session served as the official presentation of the results of the USTDA 
authored White Paper. The report seeks to facilitate a dialogue centered upon the overall 
energy environment of the region and creates the basis from which future actions should 
be derived.   
 
Moderator: Teofilo de la Torre, Instituto Costarricense de Electricidad (ICE) 
Panelists: 
Rafael Moscote, Advanced Engineering Associates International, Inc. (AEAI); 
Waldo Moncada, Banco Centroamericano de Integracion Economico (BCIE); 
RandallPeterson, USAID; Edwin Rodas, Duke Energy; Ignacio Rodriguez, PA 
Consulting; Jorge Rovira, Ministerio de Energia de El Salvador 
 
History 



Market Facts 
Current Regional Capacity =10,000 
MW 
For comparison 
Mexico=50,000 MW 
Colombia=20,000 MW 
Current Composition 
45 % Hydro 
45 % THERMAL 
6 million customers region-wide 
25% of consumption from Industry 

The sector was characterized by government operation throughout the 80’s. Poor 
management resulted in high volumes of blackouts and low consumer prices. The 90’s 
ushered in the era of privatization of inefficient State Owned Enterprises (SOEs) and the 
market was infused with fresh capital in the form of Independent Power Producers 
(IPP). By the late 90’s markets had become competitive and were attracting additional 
private investment. Despite measured improvements in many of the regions countries, 
market regulations failed to provide adequate incentives to facilitate long term 
investment. Investor concerns over the lack of objectivity on the part of regulators 
continue to hamper investment in the sector. 
 
Needs for Tomorrow 
National market regulations must be improved and 
new markets pursued. Energy sources must be 
diversified to decrease pressure on national capital 
accounts and facilitate long term sustainable growth. 
Dependency on imported oil must be alleviated 
through the promotion of renewable sources, gas 
and coal based sources.  
 
The region needs continued market consolidation, 
harmonization and improved legal statutes in 
conjunction with the construction of the regional 
electricity network. SIEPAC will provide greater 
regional flexibility in times of need and presents the 
opportunity to achieve consistency within national 
regulatory frameworks. In light of the opportunities that will be presented by SIEPAC it 
is important that regional administrators deal with important issues that will be born of 
greater integration. Active dialogues surrounding the benefits of regional electricity 
exports must be incorporated into planning processes. Two key questions that must be 
answered are whether or not intraregional sale of electricity is optimal and if so, what 
should be the norms that govern such transaction?  
 
Regardless of the precise nature of improved legal statutes, regulation must be 
transparent, non-ambiguous and stable, in addition to regionally harmonic. When 
crafting these frameworks it is important to note that the largest amount of risk exists in 
distribution and special considerations should be in place to mitigate these inherent 
hazards. 
 
Distribution losses must be reduced if prices are to reflect the cost of production. 
Regional governments must use the example of Costa Rica, the country will the smallest 
percentage of distribution losses, as steps are taken to reduce technical and non-
technical transmission losses. The provision of energy is not sustainable in an 
environment where transmission losses exceed 20% of total production as is the case for 
the rest of the region. The most expensive energy is energy that cannot be used due to 
inefficient networks or theft. Lowering losses to around 5% will be an extremely 
important achievement and a necessary goal for attracting investment. 
 



Larger generation facilities are also needed for firms to properly take advantage of 
economies of scale in energy production to ensure prices remain affordable without 
unsustainable subsidies. 
 
Regional Integration 
The Sistema de la Interconexión Eléctrica para América Central (SIEPAC) has been in the 
development process since 1996. Regional operator and regulatory bodies have been 
successfully established and detailed rules have been approved by regional 
governments. The process has not reached the final stages as amendments to the treaty 
are soon to come and the region awaits the completion of transmission lines under 
construction. 
 
Key Points: 
Mr. Rodriguez of PA Consulting stated that it is important to remember energy 
problems weren’t resolved with privatization. The region must identify errors 
committed in the post-privatization period and strive to correct them through regulatory 
adjustments 
 
Edwin Rodas of Duke Energy stressed the need to create rules that ensure that 
generators will have buyers. If such an environment does not exist the private sector will 
be hesitant to invest in the sector. Improving the security of power purchasors will also 
be paramount as SIEPAC is implemented. National problems with purchasers will 
translate to regional issues as integration is pursued. 
 
Waldo Moncado from BCIE pointed out that providing investment incentives is 
important but the creation of such programs should be part of planning for future 
periods and not a product of reacting to past failures.  Banks such as the BCIE are 
committed to financing Public-Private-Partnerships as long state commitments do not 
contribute to increased government debt. 
 
USAID is committed to promoting the role that renewable energy can play in providing 
reliable access to electricity for small, impoverished agricultural producers and other at 
risk populations. 
  
Energy and Economic Development 
Speaker: Valerio Gutierrez, Vice-Minister of Energy, the Honduran Ministry of 
Natural Resources and the Environment. 
 
Honduras is in a period of historic growth and with that growth inevitably leads to 
increases in demand for electricity. To meet the increase in demand, the Government of 
Honduras creating the t investment incentives that will spur an increase in installed 
capacity from renewable sources, with particular emphasis on hydro-electric 
production. The regulatory framework which governs energy production, purchasing 
and distribution was established in 1994 under the “Ley de sub-sector energetico”. 
Objectives of the law include: 



 
• Establish the conditions to meet electricity 

demand at the lowest economic cost. 
• Promote reliable operation of the national 

electricity sector and the efficient use of electricity on the behalf of consumers. 
• Promote the rational use of the nation’s energy resources. 
•  Protect the rights of consumers, including the application of equitable criterion. 
• Ensure the compliance of user obligations  
• Facilitate the participation of private firms in generation and distribution. 
• Impede questionable tactics and the abuse of dominant market positions. 
• Regulate activities that threaten or restrict free competition 
• Encourage private investment in production and distribution as a means to 

ensure competitive markets. 
• Ensure the protection and conservation of the natural environment. 

 
Future success in the energy sector depends upon the realization of several key policy 
adjustments. 

 
• The ratification of “Ley de incentivos fiscales” 
• Update of current laws, particularly those that govern the use of Hydrocarbons. 
• Ratification of the Energy Efficiency Law 
• Reduction in time frame for processing permits to 30 days for general 

permissions and 60 days for environmental permissions.  
• Strengthening of the government and regulatory bodies that govern the energy 

sector: SERNA, ENEE, and CNE. 
 
Despite needed reforms the investment climate in Honduras boasts various positive 
attributes, such as an existing legal framework, abundance of energy sources and a 
favorable geographic location. The recent ratification of international agreements such as 
CAFTA/DR and the Kyoto Protocol also serve to augment Honduras’ investment 
potential.  
 
The Ministry of the Environment and Natural Resources has identified over 30 
renewable energy projects, with each a potential capacity of 225 MW and are currently 
in search of financing. 
 
Session I: Energy and Competition—Perspectives of Business and Industry 
This session was realized with a focus on the needs of the private sector in terms of the 
role that energy plays in efforts to become competitive on a global scale. Businesses will 
require reliable energy at reasonable costs in order to operate and fully exploit the 
opportunities presented by CAFTA/DR. Panelist dealt with the important questions of 
how to go about strengthening generation and distribution infrastructures in ways that 
enhance the efficiency of industry, and how can generators and distributors meet the 
unmet demand of the regions growing businesses? The panel was also asked to 
comment on their vision of the role for governments and investment in the expansion of 
the sector and diversification of energy sources through the promotion of renewable 
energy and more efficient technologies. Ultimately, what are benefits of regional 

Honduran Renewable 
Energy Potentials 

 
*5000-6000 in Hydro 
*300 MW in Biomass 
*120 MW in Geothermal 
*1200 MW in Wind Power 



integration of the electrical grid for Central America’s business community and what, 
then, are the costs?   
 
Moderator:  Jorge Luiz Busato, AES Corporation 
Panelists: 
Silvia Alvarado, Globeleq; Julio Cesar Matamoros Alfaro, Vice-Minister of 
Energy, Costa Rica; Franciso Mendez, Superintendent of Electricity, Dominican 
Republic; Alejandro Arguello, Polaris Geothermal. 

 
General Consensus 
Throughout the region marginal reserves are shrinking and reforms are needed to 
incentivize the levels of investment needed to keep up with regional growth. According 
to calculations by the Costa Rican Ministry of Energy the region will need US$968 
million dollars in investment annually at the 5% level of GDP growth and US$1356 
million at the 7% level, respectively. The implementation of reforms and fiscal incentive 
laws has worked well in Guatemala which has seen US$150 million dollars invested in 
the sector within the last year. 
 
The financial constraints of governments make the inclusion of the private sector in the 
development of the sector crucial to success. Governments must provide increased 
security to private firms in varied arenas that are governed by a clear, transparent legal 
framework. 
 

• Arbitration must be facilitated in the event that disputes arise. 
• Assurances must be made about who will be held responsible if service breaks 

down or specific problems arise. 
• Dialogue between investors, governments, national assemblies and regional 

bodies must be institutionalized. 
• Expanded roles are needed for regional and national legislatures to ensure that 

policies are consistent with the legislative agenda of lawmakers: Greater 
predictability will result 

 
Prices that do not reflect costs are not sustainable. If lower, more efficient prices are to be 
achieved on all three levels (generation, transmission, distribution and consumption) it 
is important that SIEPAC be prioritized to facilitate the benefits of economies of scale on 
the regional level. Subsidies can be important to the social development of regional 
nations but it is imperative that these subsidies be direct and transparent and that they 
do not jeopardize the viability of contracts. There is a need for more long term contracts 
but these contracts must be competitive. 
 
In addition to creating an environment of affordable yet economically sustainable 
pricing schemes governments must promote increases in the quality and reliability of 
electricity distribution. Precarious access to electricity hinders productivity of all sectors 
and is a great deterrent to the Foreign Direct Investment (FDI) that is desperately needed 
by the region’s economies. 
 
Mr. Arguello from Polaris Geothermal spoke extensively about the need for greater 
involvement of the regional Chambers and about the lack of dialogue between various 



stakeholders. If such dialogues are not institutionalized as a result of well intentioned 
efforts of conferences and similar activities, great opportunities will be lost.  
 
Financing continues to pose a large obstacle to the creation of long term contracts. 
Governments must take the necessary measures to prove to financiers that contractual 
obligations will be upheld and that a changing regulatory framework will not 
undermine the viability of projects. Reforms of legal statutes are needed but it is 
important that the types of reforms are consistent with improving the investment 
climate. Alterations to existing frameworks are acceptable so long as those changes are 
positive and predictable. Erratic adjustments to legal statutes increase assumed risk on 
the part of banks and investors. The establishment of reliable legal statutes is needed if 
the private banking sector is to become more involved in the financing of energy 
projects. 
 
 
 
 
Session II: Creating a Facilitating Environment—Perspectives of Regulators 
and the Government  
 
The role of the government and regulators is to provide the structural legal framework, 
regulatory bodies and policies that facilitate the development of energy markets that are 
effective, just and transparent. This session focused on the successes and challenges that 
regulators face in the management of these responsibilities and how their decisions will 
affect competition within the sectors’ industries. Panelists were asked to discuss the 
impact of energy policy and the lessons learned in the areas of pricing models and the 
characteristics of generation systems. What should be the role of regulators in the 
protection of consumers, determining pricing and service standards and what are the 
government’s plans in terms of future energy policy, legislative reforms and regional 
integration? 
 
Moderator: Gary Ward, US Department of Energy 
Panelists:  
Jaime Arimany Ruiz, Federaccion de Energias Renovables de Centro America y 
el Caribe (FERCCA); Facundo Alberdi, National Association of Regulatory 
Utility Commissioners;  Brenda Haendler, US State Department; Augusto 
Jarquin, Nicaraguan National Assembly 
 
Regulation is the appropriate avenue from which the region must deal with the 
problematic issue within the sector that have not been resolved through privatization. 
Successful regulation must exhibit authority, autonomy, and accountability. Regulators 
must have the ability and legal authority to act for the benefit of the consumer and 
country without political ambiguity surrounding decision. Independence and minimal 
susceptibility to politically motivated agendas is a pre-requisite for the optimal 
operation of any regulatory body.  
 



Funding for regulatory activities should be independent and derived from sources such 
as license fees and levies on rates to ensure transparency of regulations and laws. 
Defined procedures and a code of ethics for regulators must be clearly defined and 
detached from political institutions. Staggering terms for regulators is an effective 
mechanism for limiting the politicization of regulatory bodies. 
 
The region must use the laws which govern all aspects of the energy sector to promote 
the needed investment in renewable sources. 
 
Mr. Arimany Ruiz of the F.E.R.C.C.A elaborated upon the diverse justifications for state 
promotion of renewable sources and presented evidence of the expanded technology in 
terms of increased efficiency, hemispheric connectivity and new low environmental-
impact energy sources.  
 
Deputy Augusto Jarquin of the Nicaraguan National Assembly drew attention to 
Nicaragua’s law 532 for the promotion of renewable energy sources in electricity and 
asserted the new governments commitment to “protect, promote and augment” 
investment in renewable energy. 
 
The US State Department reaffirmed US’s commitment to regional energy needs and 
security, as evidenced by the presence of four US governmental agencies at the 
conference. Joint projects between the United States and Brazil have targeted the 
production of biofuel in the region as an effective method towards divestment in 
petroleum and have committed to providing the needed trade and technical assistance 
to ensure successful outcomes. These programs have already been expanded to El 
Salvador and the Dominican Republic. 
 
Session III: Regulatory Frameworks that Attract Investment, Financing and 
Commercial Activity 
This panel was asked to discuss the next steps that are required for the regional sector to 
become competitive and was called upon to formulate a final consensus with respect to 
the remarks of members from all groups of stakeholder. 
 
Moderator: David Haug, Arctas Capital Group 
Panelists:  
Roberto Duque, Comision Federal de Electricidad, Mexico; Jay Gallegos, 
Mesoamerica Energy;  Irene Lopez, Cutucno Energy; Marecelino Madrigal, 
Banco Interamericano de Desarrollo (BID); Clay Soares, BP 
 
Key Points: 
 
The region finds itself in a historic moment of political stability, acceptance of 
democracy and economic growth. Reforms of national regulatory frameworks and the 
eventual harmonization of these frameworks at the regional level are needed to solidify 
recent progress and ensure positive prospects for the future. 
 



Advancement in energy policy is not an end, in and of itself, but rather the means to the 
end of social and economic development. Proper reforms, which focus on creating 
regulatory stability and the promotion of renewable energy sources, are necessary steps 
toward those larger goals. 
 
Investment in infrastructure is a crucial component of competitiveness and has been 
lacking throughout the past decade.  There is a need to return to the previous norms of 
long-term PPA contracts. Spot-pricing derived purchasing agreements incentivize 
investment in diesel based production and deter investment in renewable sources.  
 
Investments in renewables take longer to develop and bring online and therefore state-
led promotion of renewables requires long-term planning.  Renewable energy sources 
have larger fixed costs and are thereby better served by contracts that allow greater 
certainty of future income streams. It is difficult to meet these criteria in a spot-price 
purchasing relationship.  
 
The current environment rewards rapid response and not efficiency. Electricity is 
dispatched with costs derived from the most inefficient plants and overall efficiency has 
not improved markedly since the time of privatization.  
 
In Central America simultaneous ownership of generation facilities and distribution 
rights is often prohibited and can lead to panic calls from distributors to petro-based 
producers who can move quickly (1-2 years). This has spurred the recurring 
phenomenon in which shrinking reserves are compensated for through the addition of 
petro-based capacity, increasing oil dependency in the region. This system largely 
functions to the benefit of current operators who are on the ground and prepared to act 
quickly, to the detriment of new investment.   
 
A regional ministry should be developed and comprised of technical committees to 
investigate and plan all aspects determining future need, the costs of meeting those 
needs, and how each country will use the cards that it has been dealt to best equip itself 
to reach established goals.  
 
The diversification of sources within renewable sources can help hedge risks. Mr. 
Gallegos of Mesoamerica Energy articulated the idea that wind power paired with 
hydroelectric facilities can help insure consistency in generation. Wind-based 
productivity is highest in the absence of rains while hydro-production peaks during 
rainy-seasons. By pairing projects gains can be made in achieving energy security and 
maintaining electrical reserves. 
 
Renewable energy promotion is of utmost importance, thusly investors should not feel 
that they need to be begging for permission to invest, build and produce. A discernable 
gap still exists between the private sector and the state, despite uniform aims.  
 
Permission agreements must be streamlined. Lack of expediency adversely effects local 
governments and consumers as well as investors. Mesoamerica spoke of million dollar 
losses for each month of continued bureaucratic processes. 
 



Sovereign risk, barriers to competition and changing regulatory frameworks also create 
substantial friction for investors. The alleviation of these concerns must become a central 
tenet of future policy. 
 
The forthcoming completion of the SIEPAC regional network provides greater 
opportunities for the large projects that can best leverage economies of scale in 
generation.  
 
CUTUCO Energy discussed the benefits that SIEPAC will create for investments and 
discussed their 525 MW liquid natural gas (LNG) facility that is slated to begin 
construction in the first trimester of 2008 and will provide electricity by year 2011. 
 
The project has already obtained permission from the national environmental authority 
and the company has been registered as a generator by the national energy 
superintendent. 

 
Roberto Duque of the Mexican Federal Commission on Energy proposed that the 
region’s governments, along with Mexico and financing agencies should elaborate a 
plan to promote 100 projects along the SIEPAC network. These projects should be 
diverse. The selected projects would potentially drawn from an array of infrastructure, 
tourism, electricity generation endeavors and commercial promotion projects. 
 
The proposal was well receive by conference participants and representatives from Plan 
Puebla Panama vowed to champion efforts to bring the proposal to fruition. 

 
 
Session III: Summary and Recommendations: Next Steps 
Co-Moderators: Edgardo Calderon; SIEPAC; Rafael Moscote, AEIA 
Panelists:  

Q: Is it the goal of CUTUCO to sell energy in various countries in the region? And 
if so, would the project be viable without the approval of SIEPAC? 
A: CUTUCO is currently working in several countries and this project would 
signify the first in Central America and only the third on the continental level. 
Presently LNG projects only exist in Mexico and Chile. In response the second 
question, the LNG project in El Salvador would not be viable if it were not for 
SIEPAC. 
 

Q: What is needed, specifically in El Salvador to make electricity generation more 
competitive? (for Irene Lopez, CUTUCO) 
A: In El Salvador, long-term contracts are permitted but not obligated. The 
obligation of long term contracts would best serve the need to create new 
investment in the renewable energy sector and boost competition of the sector more 
generally.   
 



David Haug, Arctas Capital Group; Teofilo de la Torre, Instituto Costarricense 
de Electicidad (ICE); Jorge Luis Busato, AES Corporation; Gary Ward, United 
States Department of Energy 
 
General Consensus amongst panelists: 
 
Energy policy must be directed by governments and include private involvement 
without sacrificing the regulatory interests of states and consumers. Legal frameworks 
must be constructed in stable, transparent, and consistent manners to promote 
investment in the sector. 
 
The promotion/obligation of long-term contracts will assist Central America in reducing 
its dependence on imported petroleum and attract private investment in renewables. 
 
SIEPAC will create opportunities but without proper government action in terms of 
facilitating new, long-term contracts these opportunities will not be realized. 
 
Future members of the SIEPAC community need to work together as regulatory 
frameworks are revised in order to ensure the necessary levels of harmonization for a 
regional electrical grid to operate efficiently. 
 
Oil independence must be achieved; the promotion of renewable sources transcends 
energy provision. Continued dependence threatens macro-economic stability and 
contributes to increased indebtedness of the region’s members.  
 
The region has the capacity to use renewable sources to achieve independence in ways 
similar to France’s successful achievement of independence by way of nuclear 
generation. Nuclear plants cannot be built in 6 months and neither can renewable 
generation facilities; successful outcomes depend on long-term planning 
 
Fiscal incentives are an important component of attracting investment in renewable 
energy generation and countries should continue to improve the tax environment for the 
sectors investors. 
 
Session IV: The Honduran Experience and Opportunities in the Energy Field 
The improvement and amplification of the energy sector, and the eventual integration at 
the regional level present the country with considerable problems. Amongst these 
problems exist issues of modernization and fortification of regulatory bodies, the need to 
increase transparency, competition and attract investment. What are the reforms that 
will best advance the position of the nation towards efficient, competitive markets? 
What adjustments to the regulatory framework and policy reforms will make the 
country more attractive to foreign investment? Are structures currently in place to 
promote renewable energy? Can Honduras learn from the best practices from within the 
region? 
  
Panelists: Nestor Roa, IDB; Marco Antonio Flores, Ministry of the Environment 
and Natural Resources, Honduras; José Moran, Consejo Hondureno de la 



Empresa Privada; Lucio Monari, World Bank; Moises Starkman, Government of 
Honduras; José Luis Kafie, Luz y Fuerza de San Lornenzo S.A. 
 
Background 
Honduras has a total installed capacity of 589 MW, registers high levels losses, and has 
subsidized pricing norms that do no reflect the costs of production. 
 
The hydro-dominated composition of the energy sector during the 1990s has become  a 
thermo dominated system over the last decade. Honduras currently depends on 
imported fuels for about 70 percent of its power generation. 
 
Since the mid-nineties, private developers have invested over US$600 million into 
approximately 800 MW of diesel and gas turbine capacity. Additionally, private equity 
has invested 70 million dollars in 110 MW of small hydro and biogas-fired capacity, 
largely as a result of available fiscal incentives. In the aftermath of the electricity crisis of 
1993 new generation efforts have largely been financed with private capital. 
 
A recent World Bank report predicts that if drastic measures are not taken the country 
will soon encounter an energy crisis with a high potential for blackouts, rationing and 
negative ramifications throughout the economy. 
 
Dependence on foreign fuel sources has left prices high and volatile. The SOE has not 
transferred price increases to consumers and the resulting inability to cover costs has 
contributed to the deterioration of ENEE, the state owned electrical distribution 
company 
 
The cost of energy purchases and fuel expenses doubled from 2001 to 2006, the greater 
dependence on fuel inputs coupled with steep increases in heavy fuel oil prices. ENEE’s 
revenues, eroded by high non-technical losses, could not cover the increases in costs. 
 
This deterioration has ushered in growing losses. Between 2000 and 2006 loses rose for 
20% to 25% over the previous period. The World Bank estimates that ENEE operating 
revenues will not be sufficient to cover fuel and power purchases in the medium to long-
term if reforms are not taken. The Bank’s calculations predict a cash-flow deficit of over 
US$200 million dollars by year 2010 for the SOE. 
 
During the first few years of the 90’s, the Honduran electricity sector underwent a 
sizeable financial crisis. In the period prices were not adjusted to cover the costs of the 
expanded generation needs in the wake of growing demand. 
 
Reforms of 1994 established a competitive power market but lack of political will, weak 
institutions, and an inability to remove ENEE influence from regulatory bodies did not 
drastically improve nor modernize the sector.  
 
Legal Framework 
The “Ley de sub-sector energetico” provides the basis for the legal statutes geared 
toward the promotion of electrical generation from renewable sources. These efforts 
include: 



 
• Decrees 158-94 and 131-98 (Ley Reforma Art. 6, 7 of the Ley Marco del Subsector 

eléctrico) 1994 and 1998 
 
• Decrees 267-98 of 1998, Which establishes incentives for renewable energy 

producers 
• Exemption of sales taxes on equipment, materials, and services during 

construction period 
• Exemption of all import taxes and duties 
• Exemption of all corporate income taxes for a period of five years 
• The rights to all addition benefits as articulated by the “ley de aduanas” for 

the use of temporary equipment. 
 

Pending legislature aims to augment Decrees 267-98 in terms of: 
• Extending income tax grace period to 12 years for projects under 40MW and 15 

years for larger projects 
• Granting exemption of income taxes for foreign consultants working on 

renewable energy projects 
 

Future success in the energy sector depends upon the realization of several key policy 
adjustments. 

 
• The ratification of “ley de incentivos fiscales” 
• Update of current laws, particularly those that govern the use of Hydrocarbons. 
• Ratification of the Energy Efficiency Law 
• Reduction in time frame for processing permits to 30 days for general 

permissions and 60 days for environmental permissions.  
• Strengthening of the government and regulatory bodies that govern the energy 

sector: SERNA, ENEE, and CNE. 
 

 
Recommendations for Honduras 
ENEE must establish a plan of action and work towards creating an environment that is 
more amenable to investment in renewable capacity. 
 
To obtain the benefits of competition for long-term contracts, adequate regulatory 
conditions should be established to promote the participation of a large number of 
qualified investors: adoption of financing schemes that allocate to the private investor 
and project risks that it can manage efficiently, implement competitive procurement 
procedures to reduce the costs of power purchases, and improve the financial health of 
the off-taker. 
 
Reduction of losses is the most important step in recovering costs. Efficiency measures 
must show improvements. It is not feasible for subsidies to continue. The state owned 
company can not afford to continue paying for theft if the company is to become a viable 
entity 
 



Prices to consumers must be made to reflect costs of production. Price hikes may also 
function to lesson demand and allow for the sector to avoid the impending crises. 
 
Potential restructuring of ENEE into separate units of generation and distribution may 
help with the poor management of the SOE but corporate governance norms must first 
be addressed if maximum benefits are to be achieved through restructuring the SOE. 
 
Public - Private Partnerships (PPP) are necessary to facilitate private development of 
capital-intensive projects.  
 
Major Recommendations of the Conference 
 
Ultimately the Region must decrease its dependency on oil imports, reduce technical 
and non-technical transmission losses, modernize and reform its regulatory bodies and 
construct an energy sector that will assist in the social and economic growth of the 
region as a whole. Many important discussions, proposed innovations and plans for 
future action were introduced during the conference. The points that follow are meant to 
outline the recommendations that best represent general consensus amongst conference 
participants and highlight the most tangible proposed initiatives. These points, however, 
do not represent all of the measures that will be necessary if the region is to overcome 
the substantial extant obstacles in the path toward efficient, effective and modern 
provision of electricity to the growing economies of Central America and the Dominican 
Republic. The most notable byproducts of the Conference are as follows: 
 
Regional Governments should continue to develop fiscal incentives that promote 
investment in renewable energy and take actives role in tendering long term (minimum 
15 years) Power Purchasing Agreements (PPA). These steps will be indispensable in 
creating the investment environments in which renewable energy projects are most 
viable. 
 
Substantial work must be done to reform the region´s regulatory bodies to ensure the 
authority, autonomy, and accountability that is needed for the efficient regulation that 
will better serve national populations and eventually reduce sovereign country risk. 
 
Emphasis in promoting new projects should be placed on creating large generation 
facilities that will allow the region to take advantage of economies of scale. 
 
At both the regional and national levels governments must institutionalize forums from 
which public and private entities can best address the obstacles to spurred investment in 
energy generation. These institutions must adequately reflect the needs of varied stake-
holders; lack of dialogue between governments and investment sectors has contributed to the 
dearth of investment in generation. 
 
The creation of a Regional Ministry aimed towards more accurately assessing future 
needs for the sector in terms of generation, institutional reforms and required levels of 
investment. This Ministry will provide the forum from which regional harmonization 
efforts that best prepare for the implementation of the SIEPAC network can be realized.  
 



The region’s governments, along with Mexico and financing agencies should elaborate a 
plan to promote 100 projects along the SIEPAC network. These projects should be 
diverse. The selected projects would potentially be drawn from an array of 
infrastructure, tourism, electricity generation endeavors and commercial promotion 
projects. The plan should strive to help connect investors with viable projects that lack 
the necessary financing for implementation. 
 
Public - Private Partnerships (PPP) are necessary to facilitate private development of 
capital-intensive projects. The procurement procedures should encourage the 
participation of new generators, apply transparent competitive bidding principles, 
facilitate private financing of new generation, and help create a portfolio of contracts to 
manage price risks.  
 
 
 
 




