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Energy security: analysing Cuban, Mexican and US dions in the deepwater Gulf
Angel DE LA VEGA NAVARRO"
September 30th, 2007
From the point of view of oil and gas resources, filiture lies in the Gulf of Mexico.
This is at least the case for countries, whicheshaaritime boundaries in this area (for a
general view of this zone, see map No. 1). Theifsigimce of these resources, however,
transcends pure geographic considerations: in wkwurrent energy concerns, every

single oil barrel that is produced and rationalijized increases global energy security.
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Mexico must embark on a major Exploration & Produtt(E&P) effort in the
near future, not only to maintain its role as apater, but also to confront its growing
domestic oil and natural gas demand. This effolitalinost certainly focus on the Gulf
of Mexico, where others actors have already magitant progress. In particular this
is the case of US actors, who have exploited threentienergy security climate and
factors favourable to International Oil Companie&PEactivities. These endeavours
have, for example, recently established Perdidd foélt as a promising new oil

province in thenorth-western deep Gulf of Mexico, with the papation of a four-

This article is based on previous works publishedently by the author: “La frontera olvidada:
México y Cuba en el Golfo'Energia a DebateTomo IV, No. 20, México, Mayo-Junio 2007, pp. 8-
14 and “L’ouverture pétroliere de Cuba dans le &difi Mexique: entre 'immobilisme mexicain et le
blocus des Etats-Unis'Revue de I'EnergieNo. 578, Paris, juillet-aolt 2007, pp. 231-24heT
present article includes data collected duringseaech trip to the World Economy Research Centre
(CIEM, La Havana, Cuba) from June"™®& July 2f' 2007. The author had then the opportunity to
interview a number of cuban academics and experthé field of energy studies. This article has
been translated from French and Spanish by Dr. AOnsina de la Vega-Leinert.

Professor in the Graduate Department of EcongnMedional Autonomous University of Mexico
(UNAM).



company consortium (Shell, Texaco, Amoco and Mo#§ for Mexico, PEMEX has
published some data about “prospective resouraeshe Mexican part of the Gulf,
although these require financing and technologyhicwPEMEX does not yet possess
— to be converted into reserves. If major oil comes present in the zone, do benefit
from both technology and financing, PEMEX, howeveannot establish strategic
relations or pass risk contracts with them, dueotustitutional and historical factdrs

But Mexico and the USA are not alone in the Guifided, these two countries
share a common maritime frontier with an often ftgn actor: Cuba (see map No. 2,
which shows the Cuban Exclusive Economic Zone - JEBZom the Mexican
perspective, borders whether to the North or tocSbeth have too often been associated
with zones of conflict and violence. This may explashy the maritime border with
Cuba in the Gulf is often neglected, despite itategic significance. Thus, a former
Mexican president recently wrote: “when we thinlbabMexico and Cuba we do so as

if these were independent countries, fairly closeeach other, without common

borders...%.
Map No. 2
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Mexico, the USA and Cuba thus converge on the ield$ of the Gulf of

Mexico. There, public and private actors positibamselves in innovating manners in

1
2

PEMEX (Petroleos Mexicanos): Mexican National Odmpany

Recently, numerous declarations have been mégieing to a possible alliance between PEMEX and
PETROBRAS (Brazilian national oil company), whicksgite being both national oil companies,
display important differences in management andcsire. The concrete nature and content of this
relation has nevertheless not been detailed pyblighrticularly with respect to potential joint
interventions in the Gulf of Mexico. Similarly, thee exists the possibility of a strategic alliance
between PEMEX and the Norwegian oil company, STATXDRO.

Carlos Salinas de Gortari, “Cuba y Estados Uni@amnstruyendo puentes para la distension y el
reencuentro”Milenio, Magazine, Mexico, February 5, 2007, pp. 4-13.



order to take advantage of favourable circumstarees access and exploit the
substantial oil and gas resources located in tea. gkfter collaboration links with the
USSR broke up in 1992, Cuba faced a complex sttoati particular with respects to
its energy supply. Cuba reacted by taking measwieigh were largely unexpected for
a country that aimed at maintaining its socialgtraach at a time when other countries
elsewhere in the world abandoned this perspectie.important aspect of Cuban
policy in the last fifteen years has been the gaaddpening of its oil industry, which
already shows significant results.

It is important to gain a detailed understandinghaf characteristics of Cuba’s
opening in the Gulf of Mexico as well as the opsiorthosen in order to make this
strategy credible at international level. We thesuk in the present paper on the
measures taken by Cuba in this context with sorfexareces to the USA and Mexico.
The following points will be considered:

- Energy and security in the Gulf of Mexico: opampinfree trade and its
contradictions;

- The Cuban position and initiatives in the Gulf dixico between Mexican
immobility and US embardo

- The causes, conditions and implications of thbauopening in the oil sector.

1 - Energy and security in the Gulf of Mexico. Opeimg and free trade: its
contradictions and new perspectives

The maritime bordersthat Mexico shares with Cuba and the US will beeom
increasingly important, if only due to the new giblenergy environment, which is
characterised by energy security concerns, by e®melated to “peak oil” and by the

significance of the resources this region possesdeep waters. If international oil

* There is a controversy on the utilisation of taems « embargo » and « blockade ». If the lager i

used in Cuba, other Latino American countries angeiveral UN General Assembly resolutions, the
US government prefers the term «trade embargo sefer to the measure imposed on Cuba on
February ¥, 1962. Nevertheless, « blockade » has a precisaming namely: measures taken by a
government in order to hammer commercial, econcemid financial relations of another country.
This definition fits well the Cuban situation thets lasted more than four decades.

In 1977, under the presidency of James Cartetere@f the Gulf of Mexico have been divided into
economic exclusive zones between the USA, Mexicd @noba, through the Treaty on Maritime
Boundaries between the United States and the Uhitexican Status and the Maritime Boundary
Agreement between the United States and the RepoblCuba (December 16th 1977). The aim of
those treaties was to protect economic rights of eémuntry, including the access to resources under
waters on either sides of the maritime boundatiespite of these treaties there are still zones in
dispute. This is the case of theleughnut holes. There are two of them: 1) the western one, whic
only concerns Mexico and the USA (see map no.h&jr timits have been defined by a treaty signed
on June 9th 2000; 2) the eastern one concerns bletkie USA and Cuba and its limits still have to
be negotiated between the 3 countries.



prices remain close to those achieved in the tuatter of 2007, then it is likely that an
important part of these resources will become ecocally viable reserves.

Also, these waters represent for the USA the ladtqf its territory (see map no.
3), where important oil and gas reserves remalvetdiscovered and exploited. This is
of particular relevance if one takes into consiterathe degree of maturity of the US
oil industry. Moreover, the US part of the GulfMéxico is seen as the most secure and
conflict free of the area. This is fundamental,ticaftarly in view of the current US

preoccupations on national security and the astsatsgearch of secure oil zones.

Map No. 3
Border line US territorial waters with Mexico in th e Gulf of Mexico
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Source: Mineral Management Service

In the US part of the Gulf oil companies operateefally in relation to
competition, tax conditions, etc. As the US GoveentnAccountability Office has
stated: “the United States receives a lower govemrtake from the production of oil
in the Gulf of Mexico than do states - such as @ulo, Wyoming, Texas, Oklahoma,
California, and Louisiana - and many foreign goweents”. Moreover, the Gulf Of
Mexico Energy Security Act, from November'2006, has the aim of facilitating oil
and gas production, thereby permitting access terpial resources exceeding a billion
additional oil barrels and 6 trillions cubic fedtratural gas.

Specific issues in this area will soon emerge behwdexico and US, related to
E&P activities in their respective territorial wegeThis will be particularly the case in
the trans-boundary deep-water Perdido foldbelt @HeEMEX has announced the

existence of rich resources in the Mexican parntoy to other trans-boundary fields



in the world, where neighbouring countries find watp cooperate for the joint
exploitation of hydrocarbon resources (“unitisatigoint-ventures, etc.), there are no
agreements, or even preparatory work on eithealfi®gimes, legislation or regulations
to undertake trans-boundary mineral deposits. Addnmental point is the lack of a
common institutional framework concerning propertghts. Much remains to be
investigated and clarified from the legal, insiogl, fiscal and diplomatic point of
view in order for Mexico and the US to be adequapekpared for a cross-border joint
exploitation of its mineral deposit.

Map No. 4

Western Doughnut Hole, Gulf of Mexico
(Maritime Boundary and buffer zone)
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From now on the link between energy security anibnal security has been
explicitly established by the USA. This is confirdhe a number of key governmental
documents, which state for example that: “energyst is a fundamental component
of national security” (National Energy Policy, 20adr that “[a] sound energy policy is
also vital to national securitfBush Advanced Energy Initiative, 2006).

An era of “new liberal governance of global oil”’ @gared to emerge at the
beginning of this century, characterised by the frearket access to resources or based
on political agreements and the development of ggmekrnance institutions related

with trade agreements or multilateral economicitubns (e.g. WTO). Instead this



new century seems dominated by policies based pressions of power and force,
which seemed to have been eradicated forever.

Regressions and contradictions could be noticededdefore the beginning of
this century, as illustrated by the US embargo abaC which imposed almost fifty
years ago, still remains in place today. This @rglaas will be developed further, one
of the characteristics of the Cuban opening obitsector, namely the absence of US
energy companies. Effectively, the USA has proctimitself the free trade
torchbearers in the world and more specificallfthia energy arena. Accordingly, the
Secretary of Energy Spencer Abraham stated in 20{)&e trade and free markets are
at the heart of our vision of a healthy internatioanergy system”. Nevertheless, the
USA has decided to leave Cuba, a country with wihey share a maritime border, at
the margins of important economic, scientific aadhinological exchanges. Moreover,
the Bush administration has taken measures toaremfall possible regulations in order
to isolate Cuba even further. To do so, it has lbpesl a discourse and policies
associated with a very old conceptualisation of @oand military strategy, namely to
pressure a country through the control of its aetesatural resources and commercial
routes, of traffic to and from its harbours, etc.

The geographical proximity, however, could foster different sort of
relationships between these two countries as vgelith Mexico. For example, factors
such as the availability of technology, transports and the new US preoccupations on
its energy security, should encourage a mutuallgefieial relationship in energy
matters. Cooperation programmes could be establisbe only in E&P activities, but
also in the oil refinement process, the storageilebased products or the elaboration
and distribution of natural gas, as illustrated the current US imports from
neighbouring Caribbean islands, including Trinidaabago, the Dutch Antilles, Virgin
Islands or Puerto Rico. Also relevant are the regeowth rates in Cuba, which make
the renewal of its energy infrastructure necesdadeed, GDP per capita in Cuba has
grown by 6.1% in average between 2000 and 2006 raiccp to the Economic
Commission for Latin America and the Caribbean (BCl. In order to maintain
growth rates of this order Cuba needs to incre@senergy consumption and develop
new energy services. This will still be the casereif one takes into consideration the
elaboration of new options to transform the Cubapnemy into one capable of
producing high added value services, such as ttedated to the medical, educational,

sport and cultural sectors, among others. For Cubase options imply clear



complementarities with its northern neighbour. Hwere the rationale of the
geographical proximity has been overshadowed byatienale of a policy of distance
and estrangeméht

Without discarding the current events on the irg#amal scene, particularly in
oil issues, it is interesting to approach the pmeseolution in the Gulf of Mexico from
a different angle. It is moreover possible thatcoiinpanies will lobby in order to raise
the embargo fully or, at least, in the energy se€@me might also think that new forces
may push towards a policy that would take advantddke free trade discourse and the
proximity to Cuban markets. It is clear that the pP&sition seems at odds with its
internal needs at a time when it gives highestripyido energy security.

An important factor to take into consideration 8wnUS policies is that Cuba is
behaving in a pragmatic way. Following initial E&Rudies, Cuba designated an
important part of its territorial waters to extdrivvestment offering production-sharing
agreements to attract foreign companies. In thig, v@uba has aligned itself with
international practices and is offering highly attive conditions for foreign
investment. Companies from Canada, Spain, NorwdynaC India and Venezuela,
among others, have accepted the invitation and reserved some areas for E&P. The
Cuban government has also invited US oil companathough as mentioned

previously the on-going 46-years-old US embargegmés them from accepting.

2 — Cuban initiatives between Mexican immobility ad US embargo.

There is no need here to review the importancé®fQulf of Mexico in world history,
particularly with respect to the USA and Mexico.rlbg recent decades until the 90s,
the Gulf, however, was perceived as a “Dead Sedie Technological and
organisational progress, which has been achieveck siespecially in the sector of
deepwater exploration, has significantly change$ tberception, as well as the
consequences of studies, which have clearly dematedtthe finite character of fossil
energy peak oil depletion). Suddenly the Gulf of Mexico becameesv frontier and
there was a revival in E&P activities in the ar€arrently, oil is extracted at circa 2,000
m depth and drills reach beyond 3,500 m.

® Cuba has often called for dialogue with the UBArticularly since Raul Castro has become interim

head of state. On July %@&f this year, the national day of Cuba, he renemeck more his appeal,

this time to the future US administration. Thedattwill have to decide if it maintains its absurd,
illegal and unsuccessful policy against Cuba, oit iiccepts the olive branch we have offered”,
December %' 2006 (this was the date of the first Cuban offedialogue since Raul Castro is interim
head of state).



The Gulf of Mexico represents for the US provereress around 13% (18.75
MMMB of oil and 176.8 TCF of gas in 2002, according the US Minerals
Management Service) and around 20% of its offslwire@nd gas production. It has
been planned that in 2015 US oil production in@wef should increase by 1.2 million
barrels. On the other hand Mexico is a world leadeoffshore production, although
only in shallow waters

In 2005, PEMEX has publicised official data on tipeospective resources” in
the national territory (54 billions barrels of odquivalent), of which deepwater
resources in the Gulf should reach 29.5 billionrélaf, a promising hydrocarbon
potential. As mentioned previously, to transforrag resources into effective reserves
considerable financial and technological meansegeired, which PEMEX has not so
far been able to fully mobilider obtain through alliances with foreign compahies
Pemex only started exploratory activities in theepleaters of the Gulf of Mexico
recently (2002), in the bordering area with the US#l in Chuktah-201, Nab-1, Noxal-
1, and Lacach-1, where discoveries took place. eleemt years, Pemex has also
conducted integrated multidisciplinary mega-prgjantassociation with IMP (Mexican
Petroleum Institute) in order to have a better @atabn of petroleum systems of the
Gulf of Mexica®. Nevertheless, many efforts have still to be ad@hed to catch up
with the more advanced actors in the Gulf. Indeed;omparison with the Mexican
efforts in deep waters, which are until now mailiriyited to exploratory studies and to
prospect generation, in the US part of the Guitknsive leasing and drilling take place
(see maps 6, 7 and 8). Pemex is conscious of ithitisn, as it appears clearly in an
official presentation: “Taking into consideratidretwidespread distribution and size of
the opportunities, we recognize that the progresiave made so far to assess the Gulf

of Mexico deepwaters potential is quite modest dingited. Plans to intensify

" Press Bulletin No. 024, Marcl{'2007: “PEMEX maintains its evaluation of prospeetiesources in

the Gulf of Mexico”.

PEMEX aims at changing this situation: between42@fd 2006 exploration investments in deep
waters amounted to US $ 265 millions, in comparid@$ 1.21 billions are planned for 2007-2009.
Any form of association or contract (egroduction sharing contracts, risk contragts explicitly
banned in Mexico, if it implies the appropriation share of reserves considered “property of the
nation”. This is due to specific constitutionalargements that establish the property of the nation
hydrocarbon resources (Article 27 of the Mexicamatibution) and the exclusivity of the State in
E&P activities and the whole industrial chain. Artpaular segment of Article 27 is of special
importance here: “No concessions or contractshelbranted for the extraction of petroleum or solid
liquid, or gaseous hydrocarbons, or for radioactiieerals. The Nation will carry out the exploitati

of these products in the terms that the respectegulating law specifies”. See: “Mexican
Constitution as of 2002”, Translated by Ron Pamaaheconsulted on October" 6under:
http://historicaltextarchive.com/sections.php?opwarticle&artid=93#T1C1

" Limon et al. [2007]

8



exploratory activities and eventually develop aaalié hydrocarbon resources are in
progress™.

Recent governmental and PEMEX declarations porgalistically the Mexican
situation. For example, in May of the current ye¢he, Mexican government has clearly
stated that PEMEX lacks the technology to deveksgources in ultra-deep water and
faces restrictions in the development of trans-blamy fields. Moreover, on June "18
2007, the director of the PEMEX E&P subsidiary dazwn attention on the risk that
the Mexican oil fields might be drained by US egtian activities at the maritime
boundary. The latter is of particular concern, sitite ten-year moratorium on drilling
in the Western “donut hole” will expire in 200

Map No. 5 Map No. 6
Deepwaters activities (2002-2005) ~ Prospect generation (2001-2005)

o

Source: Oviedo Adan [2006] ~ Source: Oviedo Adan [2006]

1 seePEMEX [2007]

12 Mexico and the US have signed an agreement diyidip the Western "Doughnut Hole". They
established a 10-year moratorium on oil and gagoexjoon and drilling in a 2.8-mile-wide buffer
zone along the dividing line (see map no. 4). Neéngess, each country can conduct its own seismic
studies and prepare for drilling in its respectitdfer zone following the moratorium. Each country
must notify the other when it is ready for drilling
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Map No. 7
Active leases bywater depth in the US Gulf of Mexicc

Central Planning Area

Active leases by water depth
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Source: Minerals Management Service (MMS)
http://www.gomr.mms.gov/homepg/pubinfo/Mapsand8itaia. html

In terms of visions and strategies for the futurdnyrocarbons could the Gulf
that bears Mexico’s name become only that of Cubghe USA? Indeed, one can
imagine that the new oil energy situation and comgxs interests could constitute
important factors leading in the near future to reevangements between Cuba and the
USA. Interestingly, meetings and declarations frgavernmental spheres, academic
circles and even oil companies abound, which aiematysing the Cuban perspectite

Indeed, despite the threats of the Helms-Burtor’AttS oil companies do not
intend to remain inactive while their European, &#an, Asian and Latino Americgn
rivals penetrate the deep waters of the Cuban Exe&lEconomic Zone (EEZ), which is
only located a few kilometres from the US marititmeundary. Effectively, a recent

legislative initiative seeks to establish excemido the implementation of the US

13 One important example is the “U.S.-Cuba Energyf€@nce”, which took place in Mexico on
February 2 2006, where among others ExxonMobil, Valero Enetbe Louisiana Department of
Economic Development were represented in ordek¢bange information with Cuban energy sector
representatives on investment opportunities in @ubkbindustry.

This is a US federal law, which reinforces the ergbaextending its territorial application to appdy
foreign companies trading with Cuba or dealing vgitbperties formerly owned by U.S. citizens, who
were expropriated after the revolution.

5 Pparticularly the Venezuelan oil company PDVSA

14
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embargo, to the sole profit of oil compartfesnd with the specific aim of allowing the
hydrocarbon exploration in Cuban waters. One ofrtia¢ivations of US oil companies
in supporting this initiative has certainly beem thews on oil reserves located to the
North of Cuba, very near the USA. Indeed, it wouldve been surprising if
hydrocarbon resources had not been found in thel€EEZ, since this is located in the
proximity of proved US reserves.

One of the foreign companies present in Cuba, tea@ian company Sherritt
International Corporation, has not only made pusifatements on hydrocarbon findings
in Cuban territory, but has also plans to exporheaf the oil it has been allocated
under the signed contratts Will then Cuba be an oil exporter in the next atie?
Ironically, scenarios predict that Mexico will ovédre same timeframe become a net
importer of oif®. It is true that potential volumes for Sherritgdnocarbon exports are
not very high, but these remain significant sinbeirt possible buyers are from the
country, which consumes the most oil in the wor&herrit's production indeed
originates from heavy oil fields located along tieethern Cuban coast.

Thus, by pursuing the embargo against Cuba, the W8late international law
as well as their own legislation, and also act rgjaiheir own interests. Indeed, their
policy has allowed other regional companies (frommdpe, Asia and Latin America) to
take a definitive advantage in the oil race. Alsgportant hydrocarbon resources may
thereby end up outside their control, at a timewlpergy security represents a major
axis in their overall policy. Some US actors hagalized what is at stake here. For
example, Kirby Jones, president of the US-Cuba dr@dganization, has recently
stated: “[f]or the first time in 45 years, Cuba nbas something of strategic importance
to the US - oil and [natural] ga$”

16 see for example the 2006 “Western Hemisphere ggn8ecurity Act”, labelled H.R. 5353 in the
House of Representatives and S. 2787 in the Sehai.initiative was framed as a measure, which
could contribute to a solution to the current eyeangsis.

Sherritt International, in a 2006 report said t2007 it “plans to export a portion of its Cuban
production as a consequence of anticipated praguctjrowth and limited demand for
domestic heavy oil”. Sherritt had revenue of apprmtely US$ 1 billion in 2006 and produces
an estimated 68,000 barrels of crude oil in Cublaickv represent almost half of Cuban petroleum
needs.

In a report to the US Securities and Exchange @ission (SEC), on which the Mexican press
reported on July 262007, PEMEX stated that by Decembef! 2006, proven oil reserves reached
8.98 billion barrels, while yearly production in@reached 1.33 billions. This suggests that dt tha
rhythm Mexico would only have reserves for sevemen@ars.

International Oil Daily, February 2 2006. Kirby Jones has been the main organiseheft).S.-
Cuba Energy Conference”, which took place in MeXigee footnote No. 13).

17
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Paradoxically, if the embargo were to be raised odSompanies, which cannot
enter the Florida waters due to existing environa@enorms, could enter Cuban near
shores. Cuba offers oil companies that are alrgmdgent in the Gulf of Mexico and
irrespective of their origin the opportunity to éoqe, drill and extract crude oil in areas,
which border US zones to which they have no acoggsossible oil “sucking” effect
(known as “straw effect” in Mexico) could occur arebsult in US companies draining
US oil fields from Cuban territory. This very plaole situation could have a significant
importance. Indeed, a number of companies from dbfwarizons (e.g. China India,
Norway, Spain, Canada and Venezuela) have alreadiatéd activities in the
potentially important hydrocarbon fields very néla@ USA coasts in the waters of the
Florida Strait. These companies reserve oil exfitmmablocks since 2003 on the basis
of Production Sharing ContractPSC). Here, Cuba aligns itself to usual practokes
the international oil industry and even offers ioy@d conditions to attract companies,
as will be elaborated later in this paper.

US companies are closely following the associatietween REPSOL-YPF and
CUBAPETROLEO (CUPET), the Cuban national oil compamho in 2005 classified
5 “high quality” fields located in the deep watefshe Florida Strait, only 32 km north
from la Havan&’. Shortly afterwards, the US Geological Survey goméd that the
northern Cuban basin contained important quantiffegod quality oil. Estimates were
set between 4.6 and 9.3 billion crude oil barreld between 9.8 and 21.8 billion cubic
feet of natural g&8. Cuban energy experts envisage that an importaritqd these

resources, once converted into reserves, couldimenercialised circa 2012.

%0 However, REPSOL had to abandon this entreprise afiending US$ 53 millions. The oil extracted
was of a good quality but in “non comercially viabfjuantities”. REPSOL is now planning to
continue its activities in Cuban deep waters, hig time in association with NORSK HYDRO and
ONGC-Videsh. REPSOL'’s contribution would amountéfi®, while that of the other two companies
would be 30% each.

See the USGS report: “Assessment of Undiscov®iednd Gas Resources of the North Cuba Basin
2004", published in February 2005.

21
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3 - Causes, conditions and implications of the Culmeopening in the oil sector.
Cuba has expressed in many ways its interestshéoparticipation of foreign capital
from broad origins in the exploration and explogatof its resources. As early as 1993,
oil companies have favourably answered to the isps in Cuban openiffgincluding
French companies such as Total

Regarding US companies, an official document raistsightforward
question&”: “why US oil companies could not participate i trery close deep waters,
this high potential new frontier in the Gulf of Me&? The growing Cuban E&P on
land and offshore activities demand a lot of siggpknd services. Why not also from
the USA?” Then the document goes on openly invitii§) companies to participate:
“US oil supplies and services companies, are idvii@ participate in the emerging
Cuban petroleum industry on the base of mutualeetspnd benefits”. How to explain
the Cuban strategy with respects to the parti@padi international oil companies in its
territory, which is so different from that of Mexie Firstly, besides the insufficient
degree of technological development of the Cubamdustry and its reduced financial
capacity, Cuba demonstrates a clear comprehendiotiheoimportant role private
investments have in this sector. Cuba has perfecitierstood that from the economic
point of view, it is impossible to enter the sectdrdeepwater oil extraction as an
individual actor, since exploratory activities ehtaigh inherent economic risks (e.g.
dry hole3. Two other groups of factors also can explain dpening of Cuba: 1) its
energy situation inherited from the collapse of &SR, and 2) the characteristics of
the institutional and regulatory environment witespects to foreign investments.
Concerning this latter point, a fundamental aspedhat Cuba has imposed itself a
modern conceptualisation of public property, whilties not amalgamate the property
of the nation over resourc@swith the exclusive intervention of the state ireith

exploration, exploitation and transformation.

In 1993, forty eight oil companies have showrmiast at the Cuban international invitation to &md
for prospection and exploration activities in eleveil areas Cf. Calgary and London meetings,
February 1993).

Total abandoned Cuba in 1995 after unsuccessflihg activities in two ‘dry holes.

“Current status of exploration-production actiegtiin Cuba”, document presented by Cuban officials
at the “U.S.-Cuba Energy Conference” mentionedeyarl

Indeed, according to the Constitution of the Rejoubf Cuba, all mineral resources located on the
surface and underground of the territory are trapg@rty of the Cuban people as well as all natural
resources located in the sea and below the seanboftthe exclusive economic zone.
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3.1. — The Cuban energy situation after the collepsf the USSR

Since Cuba belonged to the socialist block ancesedf the specific conditions of being
marginalized through the US embargo, it had beds tabensure its energy supply for a
number of decades, largely thanks to oil importpraferential prices. In 1989, Cuba,
for example, received 220,000 barrels per day fleenUSSR, one part of which was
sold in the international market. These conditiemeouraged an increase in energy
consumption, the latter being largely based onTdik total primary energy supply (i.e.
the total energy used, including losses) rose fl®34 Ttoe (thousand tones oil
equivalent) in 1971 to 16,877 Ttoe in 1989. Follogvihe fall of the Berlin wall, this
volume drastically dropped, although it increasedim to 12,464 Ttoe in 1999 and
reached 11,381 Ttoe in 2003. This same year, thribation of oil in the total energy
supply reached 80%. If only oil, gas and coal aomsiered, then oil products
represented 96.2% of that total, 80% of which wemneorted.

The collapse of the USSR and the dismantlement@MECOM (Council for
Mutual Economic Assistance) deprived Cuba of itsfgnential alliances in economic,
financial and technical assistance domains. Froendaty to the next, Cuba lost access
to its traditional financing sources and its expartarkets and, thus, had to drastically
reduce its imports. In 1993 Cuban exports reachey jost a fifth of those of 1990,
whereas its imports decreased by 75% during thes g@emiod. For example, between
1989 and 1992, oil imports fell from 13.3 millioarpels to 6.1 between 1989 and 1992.
The dramatic decrease of the contribution of cradiend oil-derived products in the

Cuban economy is clearly illustrated in Figure ul{&: oil and products 1985-2003).
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Figure 1
Cuba: Oil and products 1985-2003 (millions barrels)
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Fuent : Comisién Econdmica para América Latina y el Caribe (CEPAL), Programa de las Naciones Unidas para el Desarrollo (PNUD) e
Instituto Nacional de Investigaciones Econdmicas de Cuba (INIE). 2004. Politica social y reformas estructurales: Cuba a principios del siglo
XX1. (LC/MEX/G.7, LC/L.2091). Mexico, p. 11.

En ligne. <hitp://www.eclac.cl/publicaciones/Mexico/T/LCMEXGT7/L2091-AE pdf>.

The situation resulting from the interruption ofvi supply has implied a
tremendous adaptation process in Cuba as welleasléhelopment of a new energy
policy, which was characterized by radical energyservation measures, the search for
new suppliers and an endeavour to increase natiiinaoduction among other factors.
These efforts have aimed at resolving acute erissges (exemplified by serious power
cuts still recurrent two years ago), as well asetliping opportunities for a renewable
energy supply, including wind and solar power gatien as well as the production of
ethanol based on sugar cane. Progressively andemewrolution” has taken place,
although the role and contribution of oil remaimepgonderant due to the economic and
technological structure of Cuban economy. Accordmghe National Statistics Office,
even in 2003 Cuba needed to import crude oil arttdoarbon products to the amount
of approximately one US $ billion, which representarca 22% of total imports. In
2004, crude oil produced in Cuba reached 57% abmait primary energy supply and
natural gas a little more than 18%The rest needed to be imported, which represented
a significant weight on the Cuban economy befoeeayreements with Venezuela were

signed, thereby guaranteeing access to a cheappgly.

% Cubaenergia: http://www.cubaenergia.cu/lo_ultatatinteres.htm consulted on SeptembB&r2007.
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One must note that until now Cuban production igesed primarily of very
heavy oil (between 10° and 20°), which containggh kevel of sulphur. This kind of oil
can only be used in specific industrial plantsjudng those producing cement, nickel
and in particular electricity. Oil utilization fahe generation of electricity has raised
enormous problems, as Cubans themselves are cleadyé’, but it has started to
decline as early as 2004. Indeed, whereas in 200Zaontribution of oil in national
electricity production reached 92%, it has faller81% in 2006.

Thus Cuban internal efforts in matters of energypbuhave been supported by
foreign companies, and since 2000, by access toeatehan oil. Numbers vary,
although, according to evaluations collected, crodeand oil product imports from
Venezuela reach approximately 95,000 b/d undenfimlme condition?s.

The Cuban conditions have thus changed signifigawith the new role played
by Venezuela. However, Cuba seems to have leaont frast experiences of almost
total dependency from the USSR and decided to amosiimilar situation in future.
Indeed in 1991, Cuba produced only 10,000 b/d, edeethe current production reaches
85,000 b/d, almost half of its total consumptiomiatr amounts approximately to
180,000 b/d. National production has thus beenipied by 8.5, which is the result, as
explicitly stipulated by the Cuban government, dfe tparticipation of foreign
companies. A trend the government seems decidezbriinue and even extend to
include the participation of US oil companies. ledgit is well known that since Hugo
Chavez has won the presidency measures of a nbdiomaharacter have been taken
with regards to foreign companies, while the mdaiof opening of the oil sector,

which had been taken in the 1990s, have been tkvise

27 It is well known that national crude oil has bdargely utilized for electricity generation in tRNES

(National Electric System) thermoelectric plantfisThas created a number of problems to these
technologies and components, due to the high lefekulfur, the high viscosity and other
inconvenient techniques that this fuel presentslioJTorres Martinez and Ricardo Torres Pérez
[2007], p. 42.

On 30" Octobre 2000, presidents Hugo Chavez and Fider€aiyned an agreement on oil supply
under favourable payment conditions for Cuba, aam¢ gver the short term and another over the long
term. Moreover, specific modalities for transaction kind were approved, which include the supply
of Cuban services, technologies and diverse preducthe medical, education and sport sectors to
support the process of development in Venezuela agreement was originally planned for a
duration of five years and could be renewable. ds ltontinued within the framework of new
initiatives for alternative forms of integration luatinoamerica (i.e. ALBA : Bolivarian Alternativier

the Americas) and PETROCARIBE, which is an energgperation initiative between Carribean
countries under the Venezuelien leadership

28
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3.2.— Construction of a specific institutional anagulatory framework allowing the
participation of foreign oil companies

“You could sign risk contracts and you do not haither
technology or capital. What you must know very \ass|
all the international norms that govern these agneets,
discuss in detail and firmly”, Fidel Castfd

The introduction of advanced exploration and dgltechnologies is indispensable for
Cuba in order to achieve a better knowledge antb&apon capacity of its oil and gas
resources, particularly those that are locatedepdwaters (between 2,000 and 4,000
m) in the Gulf of Mexico. These state-of-the-arillithg methods and techniques in
exploration are, however, under the control of ifgmecompanies, with whom Cuba
must, therefore, negotiate. Despite the presencth@rCuban oil scene of companies
from a range of countries, the embargo still prévé€uba to access the most advanced
technologies, which are often controlled by the US#oreover, the embargo forces
Cuba to look for equipments in such difficult caimmtis that operation costs often
increase beyond 30%. Despite these obstacles,atstirhased on studies carried out by
companies already active in the Cuban sector ofSihié of Mexico suggest that Cuba
could dispose in those areas of recoverable reservexcess from 4 billion barrels,
under current economic and technological conditions

An interesting aspect of the Cuban case is its agpao establish an
institutional and regulatory framework sufficientoherent and credible to attract
foreign investments. Since 1991, foreign investmenmave been encouraged in a
number of key economic sectors. For this purpovaat changes have been made to,
for example, define property rights in case of aggmns between Cuban and foreign
companies. The Cuban Constitution, which has beedifrad in 1992, now recognizes
the property of companies, joint ventures and egvo@ssociations, which have been
formed according to the legislation in force. Wiegards to oil, the primary component
of the current legal framework is the Foreign Iriw@nt Act (Bill No. 77 of the
Republic of Cuba), which was passed by the Natigkedembly in 1995. This bill
contains fairly flexible and attractive terms fardéign companies, as well as specific
guarantees for foreign investors, who may partieipm any sector of the Cuban
economy, except the health and education sectarsramatters of national security.

Thus, CUPET is legally authorized to negotiate eisdéions with foreign companies,

2° From Ignacio RamonetFidel Castro. Biografia a dos vocesDebate, México 2006, 655 p. A
French versiofiFidel Castro. Biographie a deux voix’has been published by Fayard/Galilée in
2006.
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which wish to invest in oil prospection and exptibn on Cuban territory within PSC
frameworks. It is on this basis that the 112,000 kihthe Cuban EEZ have been
divided into 59 exploration blocks, each circa P,a0r’ in size, in order to attract
foreign companies under the modality of risk cort8a In this type of economic
association, foreign companies bring in capitatht®logy andcknow howin exchange
for a portion of the final production. Every comtrds approved individually by the
government and its duration ranges from 25 yearsaétivities onshore and in shallow
waters) to 30 years for oil exploitation and 35 rgefor gas exploitation in deep
offshore. Production can either be sold back to EUPwho has priority access, or
exported. In this latter case, there will be no aaxthe produced oil. Thus Cuba shall
have the first option for purchasing the contrdstarude oil, paid at international
market prices. Net annual profits of any transadticealized in Cuba will be taxed up
30%. Moreover, production sharing and the allocatiba portion of the production for
cost recovery will be negotiated according to thgdrbcarbon potential and
characteristics of each block.

Two important aspects of these contracts, whiclerotil producing countries
endeavour to refuse, have been included in the ICHKC. Firstly, the fiscal system
does not envisage the payment of either royaltresf signature bonusindeed, the
Cuban state taxes oil companies exactly in the sameas other businesses, which
means that it does not ask for a ground rent. Sk¢goim case of conflict, Cuba accepts
the procedure of arbitration and the arbitratiokesuof the International Chamber of
Commerce. This latter aspect is of particular r@hee since producing countries have
often opposed such clauses and used national sgvigras their key argument.

Other important characteristics of the contractantggd by Cuba are the
following*: equipment and materials imported pay custom duties, these are
considered reimbursable; additionally, the contmdtas the right to open bank

accounts, receive and withdraw revenues, make patgna@d transfers.

Since 1999, a number of contracts for differentkéohave been signed. Some
of the allocated blocks are located immediatelthto south of three sections of the US
Minerals Management Service, near the south-easteast of Florida. In total, 24

blocks, covering a total surface of 45,000%kare under contract: 6 have been granted

30 Taken from the document “Legal framework. Produttitharing contract”, presented at the U.S.—

Cuba Energy Conference, Mexico, FebrudyZpo6.
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to the consortium formed by Repsol, Norsk Hydro &NGC Videsh, 4 to Sherritt
International, 2 to ONGC Videsh alone, 4 to PetsofMalaysia), 4 to Petrovietham and
4 to PDVSA. Map No. 8 shows the block distributimwards the end of 2006. This
map is already out of date, as many more blockse baen granted, although it remains
useful to have an overall perspective of the Cudbantoration blocks.

Map No. 8
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Absent companies from the list of those, which @argently taking part to the
Cuban opening in deepwater, are worth considetinig. in particular the case of the
Brazilian company Petrobras, which is the worldhteslogical leader in deepwater
exploration and which has in other times parti@gah Cuban oil exploration activities.
Important political aspects related with Cuban iigmepolicy and strategies, and which
are unavoidable in the process of the Cuban opemegd to be considered. These
could explain the presence of the Venezuelan or\iethamese companies in the
Cuban deepwater exploration scene, although otiwtorls such as the characteristics
and performances of these companies evidentlyglaje too.

As argued previously, the Cuban opening in the gneyector has been
innovative and apparently effective. However, tasuits of the Cuban opening should
not only be evaluated in terms of resources found production secured. Other
considerations of a strategic nature must be takinaccount, particularly from the
Cuban point of view. Nevertheless, some quantgagilements can be proposed: from

the beginning of its opening process, Cuba hasweddoreign investments amounting
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US$ 1.5 billion for the development of oil expldcat in the Gulf of Mexico and the
onshore and offshore production of crude oil haseased sevenfold. The initiation of
deepwater exploration in the Gulf of Mexico hasrbaecompanied by the introduction
of advanced technology, the modernization of E&Rastructure (e.g. horizontal
drilling, pumping improvement, etc.), the trainio§ Cuban personnel and regulatory
innovations for a better development of E&P adwt' . Concerning energy
consumption, the results obtained have permittedutiiization of associated gas for

generation of electricity and the supply for dorntesses.

Final considerations
Cuba has managed to disentangle itself from a cexngituation and to locate itself
decisively on the world map of oil producers. Th&s occurred in a rather unexpected
manner, even for experts. Effectively, this couritag succeeded in opening its territory
to foreign companies in a credible manner, andteday present significant outcomes.
Beyond economic and technological factors, the Gudbbopening can be explained by
the critical situation created by the US embargw the breaking up of the collaboration
links Cuba had with the USSR for several decadpes.résults and the credibility of this
opening must be related to the capacity of Cubmstruct a coherent institutional and
regulatory framework that is able to attract foreigivestment in high-risk E&P
activities. Both sides are benefiting from these gellaboration links. On the one hand
Cuba needs oil to acquire autonomy, at a time whenust face a difficult energy
transition. Oil will, however, keep on playing aegominant role in Cuba due to
economic and technological structures inheritednfrits past. On the other hand,
foreign companies have access to hydrocarbon resedirom a strategically important
zone, at a time when, due to the current energjunoture, every oil barrel counts.
Thus, for Cuba, the first results of its opening satisfactory since it enables an
important part of its internal consumption to betmin parallel of these new
cooperation links with foreign companies, Cuba imaseover succeeded in developing
a close relationship with Venezuela, within theelgs incipient alternative framework

for regional integration and energy cooperation.

3 In particular, the creation of the National O#fiof Mineral Resources (ONRM), the mining and
petroleum authority, created in 1995. This offisén charge of regulation, supervision and cordfol
oil and mining activities, including utilization dmational exploitation of oil and mineral resowsce
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Returning to the topic of the USA and US oil comipan which Cuba has
invited to participate to its opening, the questiemains. Will the inflexible guest one
day make a friendly move towards Cuba, rather thamden further its embargo, or
worse, attack a country, which has raised the gabfendependence and sovereignty
and the dignity of its people above everything 2IBaradoxically, the USA ignores the
Cuban calls and invitations to participate in theleration and exploitation of the
energy resources of its EEZ, at the time when sstifién the USA pressurize Mexico
into opening its ground resources.

The supposed Mexican lack of confidence in a péssiiiomeback of
international oil companies, which is expressedh@ same discourse as during the
1938 nationalization of the energy sector, is Hgavriticised by its northern neighbour.
However, at the beginning of the2Century which country may appear more archaic
than the USA in its position and discourse tow&dba?

Geography, energy needs, the availability of tetdmg and the modernization
of energy infrastructure, are among factors thaicdelp establish new relations and
partnerships in the Gulf of Mexico, not only in E&Rtivities, but also in refining,
transport and distribution of oil products and @®sing and distribution of natural gas.
Nevertheless, we should always remember the pégsibf conflict in this neuralgic

and strategic zone, especially due to energy sgaansiderations.
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