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I. PROJECT DESCRIPTION
1.1 The Peru LNG project (“Project”) is a key strategic element in Peru’s overall energy plan to exploit its extensive gas reserves in the Camisea gas fields by exporting them to other countries.  The Project will liquefy natural gas purchased from Blocks 56 and 88 and export the resulting LNG, most likely to markets in Mexico but possibly to Chile and the United states for re-gasification. [February 2008: Further to the publication of this project abstract, Repsol made public its agreement with CFE to supply gas to Manzanillo in Mexico under a long term supply contract, that will represent a significant portion of the total output of the Project.]

1.2 The LNG plant will be located at Pampa Melchorita on the Pacific coast of Peru near San Vicente de Cañete, 169 km south of Lima and consist of one nameplate 4.4 million ton per annum train and related loading facilities (“Plant”).  Natural gas feedstock for the Plant will be transported through a single pipeline system consisting of two sections:  (i) a 211-km section of the existing Transportadora de Gas del Peru (“TGP”) gas pipeline running from the Malvinas separation plant near the gas fields though the rainforest and (ii) the PLNG Pipeline which will be built by Peru LNG and will run from the end of the rainforest portion of the TGP line to the Plant.  The first section will not require additional construction because it was initially designed and built with surplus capacity to avoid returning to this sensitive region for any foreseeable expansion.  Construction of the LNG plant is scheduled to begin in 2006, construction of the second section of the LNG pipeline is scheduled to begin in 2007.  The LNG supply date is estimated to be the first quarter of 2010.
1.3 Peru LNG is a capital-intensive project requiring a substantial level of investment.  The project sponsors, Hunt Oil Company (USA), SK Corporation (South Korea) and Repsol YPF S.A. (Spain) will provide approximately US$1.3 billion in equity and are seeking to raise over US$1.9 billion of long-term senior secured debt.  The Inter-American Development Bank is considering US$400 million in direct loans to help finance a portion of the capital expenditure program.

1.4 Additional information on the project can be found on the following Peru LNG fact sheet http://www.iadb.org/exr/pic/lng/peru_lng.cfm?language=English and on the company’s web site at: http://www.perulng.com/
II
PROJECT BENEFITS
2.1 The Project will attract large amounts of foreign direct investment to Peru.  With a total cost of approximately $3.2 billion including financing costs, the project represents the largest foreign direct investment ever made in the country.  The Project is expected to generate roughly US$800 million of hard currency export revenues annually, increasing the country’s total exports by an estimated 1.5%.  In addition, the Project is expected to contribute to GDP growth and make Peru a net hydrocarbons exporter in the medium term.  As a result of the Project, the Peruvian government will receive an estimated $200 million per year on average in incremental royalties and $150 million per year in additional income taxes over the first 20 years.  The entire project is expected to yield $4.8 billion in net present value terms in cumulative economic benefits.
2.2 Peru LNG will positively impact the energy matrix in the Latin American region with gas most likely being shipped to Mexico, which has been identified as a primary market for the LNG.  This new gas supply source will reduce Mexican demand for U.S. natural gas and potentially lower prices for U.S. consumers.  Repsol will be the offtaker of 4 million metric tons a year of LNG under an 18-year sale and purchase agreement and will also have delivery flexibility to other markets such as Chile and the United States.  [February 2008: Further to the publication of this project abstract, Repsol made public its agreement with CFE to supply gas to Manzanillo in Mexico under a long term supply contract, that will represent a significant portion of the total output of the Project.]

III. IDB PARTICIPATION

3.1 This financing request matches the Bank’s mandate to support infrastructure projects requiring long-term financing and presenting a high developmental impact on the country.  The project has important financing requirements, and Peru continues to have limited access to such financing without the presence of bilateral and multilateral agencies for political risk mitigation.  The Bank expects to have a catalytic impact in attracting international commercial banks and institutional investors to complete the financial plan.  The Bank’s participation in this project will ensure the proper development and implementation of environmental and social measures to limit and/or mitigate negative impacts of the Project.  The Bank’s participation will result in the application of its recently revised environmental and social policies, which are generally more stringent and demanding than federal or local legislation and through which benefits will accrue to both the energy sector and the Peruvian population.  The Bank’s experience in working with the Government of Peru in strengthening its regulatory and social agencies will also help ensure sustainable development goals of the project are met.

