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INTRODUCTION

In making your investment decision, you should rdy only on the information contained in this Listing
Memorandum. The Republic has not authorized anyoneto provide you with any other or different
information. If you receive any other information, you should not rely on it.

The Republic, having made all reasonableinquires, confirms that this Listing M emorandum contains
all information that is material in the context of theissue of the Global Bonds, that the information
contained in this Listing Memorandum is true and accurate in all material respects and is not

mid eading, and that there are no other facts the omission of which would make this Listing
Memorandum as a whole or any such information misleading in any material respect.

Y ou should not assume that the information contained in this Listing Memorandum is accurate as of
any date other than the date of this Listing Memorandum.

The Republic has prepared this Listing Memorandum and is solely responsible for its contents. You
areresponsible for making your own examination of the Republic and your own assessment of the
merits and risks of investing in the Global Bonds. By purchasing any Globa Bond, you will be
deemed to have acknowledged that:

* you havereviewed this Listing Memorandum; and
» you have had an opportunity to request any additional information that you need.

TheRepublicis not providing you with any legal, business, tax or other advicein thisListing
Memorandum. 'Y ou should consult with your own advisors as needed to assist you in making your
investment decision and to advise you whether you are legally permitted to purchase Globa Bonds.

Y ou must comply with all laws that apply to you in any placein which you buy, offer or sell any
Glaobal Bond or possess this Listing Memorandum. Y ou must also obtain any consents or approvals
that you need in order to purchase Global Bonds. The Republicis not responsible for your
compliance with these legal requirements.

The Global Bonds were issued in reliance on exemptions from the registration requirements of the
U.S. Securities Act of 1933. These exemptions apply to offers and sales of securities that do not
involve a public offering. The Global Bonds have not been recommended by any U.S. or non-U.S.
securities authorities, and these authorities have not determined that this Listing Memorandum is
accurate or complete. Any representation to the contrary isacriminal offense.

The Global Bonds are subject to restrictions on resale and transfer as described under “Transfer
Redtrictions’. By purchasing any Global Bond, you will be deemed to have represented and agreed to
all the provisions contained in that section of this Listing Memorandum. Y ou may be required to bear
the finandal risks of investing in the Global Bonds for an indefinite period of time.

Statistical information included herein isthe latest official dataavailable at the date of this Listing
Memorandum. Financial data provided herein may be revised subsegquently in accordance with the
Republic's ongoing maintenance of its economic data. Information in this Listing M emorandum that
isidentified as being derived from a publication of, or supplied by, Venezuela or one of its agencies or
instrumentalitiesis induded herein on the authority of that publication as a public official document of
Venezuela. All other information in this Listing Memorandum isincluded as a public official
statement made on the authority of Tobias Nébrega Suérez, Minister of Finance. Information
contained herein for the years 2001, 2002 and 2003 provided by Banco Central de Venezuela,
Venezueld's central bank (“Banco Central”), is considered preliminary until Banco Central has



published that information in its Annual Report of National Accounts for the year following the year
to which the data relates. The Republic does not expect revisions of the data contained in this Listing
Memorandum to be material, although it cannot assure you that it will not make materia revisions.
Theddivery of this Listing Memorandum at any time shall not imply that the information contained
herein is correct at any time subsequent to its date or that there has been no change in the affairs of
Venezudla since that date

Unless otherwise specified or the context requires, referencesto “dollars’, “US dollars’, “U.S.$" and
“US$” areto United States dollars, referencesto “Bolivares’ and “Bs.” areto Venezuelan Bolivares,
referencesto “Euro”, “EUR” and “€” are to the lawful currency of the European Union, referencesto
“bpd” areto barrels per day, referencesto “billion” areto onethousand million, or 1,000.000,000 and
referencesto “trillion” areto one million million, or 1,000,000,000,000. Since February 5, 2003, the
Ministry of Finance and Banco Central have had authority to set the exchange rate with respect to the
U.S. dollar and other currencies. On February 5, 2003, the Ministry of Finance and Banco Central
fixed the Bolivar/U.S. dollar exchangerate at Bs.1,596 = U.S.$1.00 for purchases and

Bs.1,600 = U.S.$1.00 for sales. Unless otherwise noted herein, all references to V enezudan Bolivares
refer to nominal Bolivares.

Venezuelaisaforeign state. Asaresult, you may not be ableto effect service of process within the
United States against Venezuela or enforce against Venezuda judgments in the courts of the United
States predicated on the dvil liability provisions of the federal or state securities laws of the United
States. Venezuda has agreed to submit to the jurisdiction of the United States federal and the New
Y ork State courts located in the Borough of Manhattan, New Y ork, New Y ork, the courts of England
located in London and the courts of V enezuda located in Caracas, and has waived someimmunities
and defenses in actions that might be brought against Venezuela with respect to the Globa Bonds.
Under Venezuelan law, neither Venezuda nor any of Venezudad s property has any immunity from
the jurisdiction of any court or from set-off or any legal process (whether through service or notice,
attachment prior to judgment, attachment in aid of execution of judgment, execution or otherwise),
except that Venezuela, aswell as Venezuda s properties |ocated in V enezue a, have immunity from
set-off, attachment prior to judgment, attachment in aid of execution of judgment and execution of a
judgment in actions and proceedingsin Venezuda.



FORWARD-L OOKING STATEMENTS

This Listing Memorandum contains forward-looking statements. Statements that are not historical
facts, including statements about V enezud @' s bdiefs and expectations, are forward-looking
statements. Specifically, words such as “anticipates’, “estimates’, “expects’, “intends’, “plans’,
“seeks’, “beieves’ and “will”, and words and terms of similar substance used in connection with any
discussion of future economic, social or political developments, identify forward-looking statements.
These statements are based on current plans, objectives, estimates and projections and you should not
place undue rdiance on them. Forward-looking statements speak only as of the date they are made,
and Venezuela undertakes no obligation to update any of them in light of new information or future
events. Forward-looking statements include, but are not limited to:

* Venezudd s statements regarding its prospects for political stability;

*  Venezudd s plans with respect to the implementation of its economic plan;

» Venezuda soutlook for inflation, interest rates and the fiscal accounts; and

*  Venezudd s successin the deve opment of the non-petroleum sectors of the economy.

Forward-looking statements involveinherent risks. Venezuela cautions you that many factors could
affect the future performance of the Venezudan economy. These factors include, but are not limited
to:

External factors, such as:

* higher international interest rates, which could increase V enezuela s debt service
requirements and require a shift in budgetary expenditures toward additional debt service;

» lower ail prices, which could decrease Venezuela' s fiscal and foreign exchange revenues
and could negatively affect Venezuela s tax receipts, the balance of payments and the
leve of international reserves,

* recession or low growth in Venezud@ s trading partners, which could lead to fewer
exports from V enezuela and, therefore, affect Venezuela's growth;

» damageto theinternational capital markets for emerging markets issuers caused by
economic conditions in other emerging markets, which could affect Venezuda s ability
to engage in planned borrowing;

» changesin import tariffs and exchange rates of other countries, which could harm
Venezuelan exporters and, as a consequence, have a negative impact on the growth of
Venezuea s economy;

» changesin theinternational prices of commodities; and

» thedecisions of international finanda institutions, such as the International Monetary
Fund (the“IMF"), the Inter-American Development Bank (the “IADB”), Corporacion
Andina de Fomento (the “CAF") and the International Bank for Reconstruction and
Deveopment (the “World Bank”™) regarding the terms of ther financial assistance to the
Republic.



Internal factors, such as:

continued political instability, induding further devel opments and events with respect to
the referendum being proposed by the political opposition to President Chavez;

the ability of Petr6leos de Venezuela, SA. (“PDVSA™), the government-owned ail
company, to sustain historical production levels following its virtual shutdown during the
general strikes that began in December 2002;

the effect of the V enezud an Government’s exchange control regime on the ability of
domestic and international businesses to obtain foreign currency to pay for imported
goods and raw materials, aswdl as Venezuda's ability to attract foreign investment;

the Venezuelan Government’s ability to pass legislation in support of Venezuda's
economic plan, aswell as public support for legislation that has been enacted as part of
Venezuela s economic plan;

the effectiveness of the V enezuelan Government’s economic plan, including its recent
institution of exchange controls;

the stability of the banking system;

the continuing political and economic impact of Venezuda’'s new Constitution, which
was enacted in 1999;

general economic and business conditionsin Venezuda, including adedinein foreign
direct and portfolio investment, high domestic inflation, high domestic interest rates and
increased unemployment, each of which could lead to lower levels of growth, lower
international reserves and diminished access of both the government and Venezudlan
businesses to international capital markets;

foreign currency reserves; and

thelevd of domestic debt.



INVESTMENT CONSIDERATIONS
Recent Political Developments

Beginning in 2001, Venezuela has experienced intense political and social turmoil involving groups
that oppose and those that support the Chavez administration. Although the political sceneis deeply
divided, the Chavez administration, through coalitions with other political parties, effectively controls
amajority of the Asamblea Nacional, or the National Assembly, aswell as most state governments,
and, according to opinion polls, has broad support among the poorer segments of V enezuel an society.

Between December 2001 and February 2003, the opposition staged four nation-wide work stoppages
to protest against the Chavez administration, the latest of which began on December 2, 2002 and
ended on February 3, 2003. It is estimated that this work stoppage resulted in lost revenues to the
National Treasury of Bs.900 billion, decreased revenues due to lost production to PDV SA of U.S.$5.2
billion (of which U.S.$2.8 billion represented lost oil exports) and, at certain points, halted as much as
80% of the operations of the oil industry.

The December 2002 work stoppage failed to achieveits primary objective of removing President
Chavez from power. Sincethat date, pro-Government and opposition forces have taken steps towards
resolving the political crisisthrough the electoral process. On November 8, 2002, César Gaviria, the
Secretary General for the Organization of American States, referred to as the OAS, launched the Mesa
de Negociacion y Acuerdos, referred to as the Negotiation Table The Negotiation Tablewas an
institutional effort to facilitate the domestic political negotiation process by paving theway for a
democratic and congtitutional settlement of existing disputes regarding the opposition’s efforts to
conduct arecall referendum on President Chavez’ sterm of office.

The Government and the opposition signed an agreement on May 29, 2003, mediated by the OAS,
which established the political principles for a congtitutional, democratic, peaceful and e ectoral
solution to the political instability facing Venezuela. The parties to the agreement acknowledged that
such a solution could be achieved by a potential referendum on the rule of President Chavez. The
Venezuelan congtitution provides for the calling of alegally-binding, revocatory referendum regarding
the President that could be called at any time after August 19, 2003, the midpoint of President
Chavez's six-year term. On August 25, 2003, the Tribunal Supremo de Justicia of Venezuda,
referred to as the Supreme Court, appointed a new Consegjo Nacional Electoral, or National Electoral
Council, which will be responsible for overseeing al electoral processes, induding any potentia
referendums.

On August 20, 2003, the opposition submitted the signatures requesting arecall referendum that it had
collected in February 2003. According to the opposition, the number of signatures submitted was 2.7
million. However, on September 12, 2003, the National Electoral Council determined that the
signatures submitted were invalid because (i) they were collected before August 19, 2003 and (ii) the
formsin which the signatures were collected did not expressly request therecall referendum. Later
that month, the National Electoral Council established new referendum regulations. Under the new
rules, those seeking to recall President Chavez from office must obtain authorization from the
National Electoral Coundil to start a signaturedrive. On October 1, 2003, the National Electoral
Council officially accepted the opposition’ s request for arecall referendum on President Chavez and
on October 15, 2003, the Council established the dates for the signature drive pursuant to which the
opposition would be required to gather a minimum of 2.4 million signatures to initiate the recall
referendum on President Chévez.

On August 20, 2003, members of Movimiento Quinta Replblica, or MVR, introduced before the
National Electoral Coundil petitions for referenda to recall one mayor, seven governors and 38
members of the National Assembly associated with the opposition. In addition, in October 2003,



members of Accién Democratica introduced before the National Electoral Council petitions for
referenda to recall 34 members of the National Assembly associated with the Government. The
National Electoral Coundil approved all 81 petitions for recall referenda. However, in November
2003, the National Electoral Council suspended the recall referenda for governors and mayors.
Because new dections for these governors and mayors are schedul ed to occur in June 2004 and any
recall referenda would coincide with the timing of such dections, the National Electoral Council has
determined any referenda concerning these officials to be unnecessary. In November 2003, the
National Electoral Coundil invited the OAS, the United Nations Development Programme and the
Carter Center to participate as observersin the signature collection drives.

The collection of signatures to recall members of the National Assembly by MV R took place between
November 21, 2003 and November 24, 2003, while the signaturedriveto recall President Chavez and
members of the National Assembly by Accién Democratica took place between November 28, 2003
and December 1, 2003. Except for certain insignificant isolated events, the signature collection
processes, in both cases, transpired without incident.

In February 2004, the National Electoral Council announced that it would ask approximately 876,000
of the citizens who participated in the signature drive to recall President Chéavez to confirm their
signatures. The decision of the National Electoral Coundil to provisionally reject the 876,000
signatures was met with strong criticism by the opposition and the dissenting members of the National
Electoral Council. On February 27, 2004, the opposition hdd a protest march against the National
Electoral Coundil’s decision, during which violence broke out between the opposition and the
National Guard. In the subsequent days, the opposition organized protestsin several urban aress. In
connection with the protests, there were a number of clashes between pro- and anti-Government
supporters in which the National Guard was called in to prevent violence. During these clashes, nine
people werekilled and many others were injured and/or detained. In responseto these developments,
the opposition accused the Government of violating human rights and the Government argued that the
opposition promoted violence to destabilize the country.

On March 2, 2004, the National Electoral Council officially announced that approximately 1.8 million
signatures were valid, approximately 377,000 were rejected and approximately 876,000 signatures
were preliminarily regected but subject to reaffirmation. On March 15, 2004, the Electoral Chamber
of the Supreme Court reversed the decision of the National Electoral Council and ruled that the
signatures under observation must be considered valid unless citizens came forward to disclaim them.
On March 23, 2004, the Constitutional Chamber of the Supreme Court revoked the El ectora
Chamber’s decision, ruling that the Electoral Chamber was not authorized to rule on the recall
procedures because that power isheld exdusively by the National Electoral Council. On March 29,
2004, the Electoral Chamber responded by requesting all 20 judges on the Supreme Court to settlethe
dispute.

In April 2004, the National Electoral Council revised the earlier figures, whereupon approximately 1.9
million signatures were deemed valid, approximatdy 375,000 were rej ected and approximately 1.2
million were subject to reaffirmation. Asto the signatures subject to reaffirmation, National Electoral
Council officials asked theseindividuals to return to 2,659 voting centers nationwide to confirm their
signatures and thumbprints. Also, individuals whose signatures were deemed valid will be given the
opportunity to visit the voting centers to withdraw their signatures. The National Electoral Council
has schedul ed the signature verification process to begin on May 27, 2004 and to culminate with an
announcement on June 4, 2004. Individualswill be ableto verify their signatures at the voting centers
between May 28, 2004 and May 30, 2004.

In order for thereto be new presidential € ections, President Chavez would haveto be recall ed before
August 19, 2004. According to the Venezudan congtitution, if the President is voted out of office
during thelast two years of his presidency, which begins on August 19, 2004, no new presidential



elections may be held. Rather, the vice president would assume the responsibilities of the president
and serve out the remaining presidential term.

Exchange Control Regime

The general work stoppage that began in December 2002 resulted in a significant decrease in the
amount of foreign currency generated from the sale of oil. This decrease was coupled with an
extraordinary increasein the demand for foreign currency, resulting in a significant declinein the
leve of the Republic’ sinternational reserves and a substantial depreciation of the Bolivar against the
U.S. dollar during the first few weeks of 2003. From December 2, 2002 until January 23, 2003, on
which date the Republic suspended foreign exchange trading in an attempt to stem the depreciation of
theBoalivar, the Bolivar/U.S. dollar exchange rate declined from Bs.1,322.75 = U.S.$1.00 to
Bs.1,853.00 = U.S.$1.00, reflecting a 40.1% depreciation of the Bolivar. The substantial reduction of
oil exports resulting from the work stoppage also damaged the country’ s trade balance. These
problems disrupted Venezuela' s economy and threatened to affect negatively the Republic's ability to
serviceits external debt. In response to those deve opments, and in an attempt to achieve monetary
stability as wdl asto ensure the Republic's future ability to meet its external debt obligations, the
Republic suspended foreign exchange trading on January 23, 2003. On February 5, 2003, the
Government adopted a series of exchange agreements, decrees and regul ations establishing a new
exchange control regime.

A newly-created commission, referred to as the Foreign Currency Administration Commission, or
CADIVI, was created for the administration, control and establishment of the new exchange control
regime. CADIVI iscomposed of five members who are appointed by the President.

The exchange control regime centralized the purchase and sale of foreign currencies in Banco Central.
TheMinistry of Finance, together with Banco Central, isin charge of setting the exchange rate with
respect to the U.S. dollar and other currencies. On February 5, 2003, the Ministry of Finance and
Banco Central fixed the U.S. dollar exchange rate at Bs.1,596 = U.S.$1.00 for purchase operations and
Bs.1,600 = U.S.$1.00 for sale operations. The exchangerate for the payment of the public foreign
debt was set at Bs.1,600 = U.S.$1.00 on February 7, 2003. Through October 15, 2003, a total of
U.S.$5.3 hillion in foreign exchange had been approved and U.S.$2.7 billion in foreign exchange had
been disbursed under the exchange control regime.

On February 9, 2004, the Ministry of Finance and Banco Central changed the U.S. dollar exchange
rateto Bs.1,915.20 = U.S.$1.00 for purchase operations and Bs.1,920.00 = U.S.$1.00 for sale
operations. The exchange rate for the payment of external public debt was also set at Bs.1,920.00 =
U.S.$1.00.

2003 Economic Reaults

The national work stoppage that began in December 2002 had a severe adverse effect on the economy
of Venezuela during 2003. Thework stoppage caused lost revenues of approximately Bs.900 billion
to the National Treasury as compared to projections, disrupted national cash flow levels and caused
serious arrears of public sector salaries, fund transfers to the states and municipalities and
infrastructure-bound investment. GDP for 2003 totaled Bs.496.6 billion in 1984 Constant Bolivares,
representing a contraction of 9.2% in real terms compared to 2002. For the year ended December 31,
2003, therate of inflation, as measured by the consumer price index, or the CPI, was 27.1%.

Gross international reserves stood at approximately U.S.$20.7 billion at December 31, 2003
(exduding amounts deposited in the Macroeconomic Stabilization Fund, referred to asthe
Stabilization Fund), representing an increase of approximately U.S.$8.7 billion since December 31,
2002. Thisincrease was primarily due to the effects of the resumption of oil production and exports



as wdl astheimplementation of the exchange control regime. At December 31, 2003, the balance in
the Stabilization Fund was approximately U.S.$0.7 billion, a decrease of approximatdy

U.S.$2.2 billion from year-end 2002, refl ecting significant withdrawals effected by PDV SA and the
state governments. Beginning in the fall of 2003, President Chavez publidy appealed to Banco
Central to make up to U.S.$1.0 billion available to help finance the production of agricultural
products, stating that the level of international reserves exceeded the optimium level. Banco Central
noted that V enezuean law prohibits it from lending directly to the Government. President Chavez
stated hisintention of submitting to the National Assembly a proposed law that would permit the
Government to obtain accessto Banco Central’ s foreign reserves in excess of levels deemed adequate
for normal operations.

At December 31, 2001, the amount cal culated for severance pay accumulated for public sector
empl oyees through December 1996, referred to asthe Labor Liabilities, reached approximately
Bs.21.5 trillion. The Government currently plans to pay these obligations through the issuance of
national debt bonds. Bs.560 billion has been alocated in the 2003 budget for the payment of these
Labor Liabilities.

To date, the Republic has made all scheduled payments on its external debt obligations. In 2003, the
Republic has refinanced, by means of voluntary debt swaps, approximately U.S.$1.0 billion equivalent
of locally-issued indebtedness, or over 65% of the domestic public debt bonds that were scheduled to
mature between January and August 2003. In addition, the Republic, through a public tender offer,
repurchased approximatdy U.S.$1.7 billion aggregate principal amount of its Front-L oaded Interest
Reduction Bonds, New Money Bonds and Debt Conversion Bonds. The Republic paid for the bonds
it repurchased in the tender offer with the proceeds of a U.S.$1.5 billion issuance of its 5%:% Notes
due 2010, to local investors, who paid for the securitiesin Bolivares. For more information regarding
the Republic's 5%4% Notes due 2010, refer to thetablein “Public Debt—Capital Market Issues of
Public External Debt”. These transactions reduced the Government’ s debt service obligationsin the
short term and achieved significant cash management savings.

Standard & Poor’s, Moody' s Investor Services and Fitch all lowered their ratings and outlook with
respect to the Republic’'s foreign currency-denominated debt in late 2002 and early 2003 (Standard &
Poor’s in December 2002; Moody' s and Fitch in January 2003), citing increasing pressure on the
Republic’'s finances and international reserves dueto continued economic disruptions, especialy in
the petroleum sector. Specifically, Standard & Poor’'s, Moody’s and Fitch all downgraded their
ratings for the Republic’s foreign currency-denominated debt to CCC+, Caal and CCC+ (for long-
term debt), respectively. In addition, Moody’ s changed its outlook for the Republic’s foreign debt to
developing, while Standard & Poor’s and Fitch maintained a negative outlook for such debt at that
time. Standard & Poor’ s subsequently upgraded its outlook on the Republic’ s long-term foreign
currency-denominated debt from negativeto stablein April 2003 and, in July 2003, raised itsrating
for such debt from CCC+ to B-, citing improved external liquidity ssemming from recovering oil
production and an improved amortization profilerelated to the tender offer announced in July 2003.
Moody’'s and Fitch also subsequently upgraded their respective outlooks for the Republic' s foreign
debt to stable (Moody’s in May 2003 and Fitch in June 2003). In addition, Fitch raised its rating for
the Republic' s foreign currency-denominated debt to B- in June 2003, citing the Government’s
successin restoring oil production levels.

The Financial System

A partial reform to the General Law of Banks and Other Financial Ingtitutions was issued by President
Chavez by law-decree and published in the Officia Gazette on November 13, 2001. Thisreform was
aimed primarily at strengthening the banking system and guaranteeing its stability. For more
information concerning thisreform, refer to “ The Financial System—Financial Ingtitutions’.
However, because V enezud an banks typically hold varying amounts of Government debt as part of



their portfolios, any continued political or economic instability could have a material negative effect
on such banks' asset quality and related capital and liquidity positions.

Oil Dependency

Venezuela, a member of OPEC, is theworld’s eighth-largest oil producer and fifth-largest oil

exporter. Thestructure of the Venezudan fiscal system has been highly dependent on petroleum
revenues. From 1998 through 2002, petrol eum products accounted for an average of approximatdy
79.1% of Venezuda'stotal exports. During the same period, petroleum revenues accounted for an
average of approximatey 30.3% of Venezuda stotal Central Government revenues and the petroleum
sector accounted for an average of approximately 26.9% of GDP.

During thefirst week of December 2002, state oil workers joined the work stoppage that had been
coordinated by the opposition and aimed at forcing President Chavez to step down. The participation
of theoil sector in this general strike severely crippled oil production, which dropped to aslow as
25,000 bpd at the height of the strike, and caused PDV SA to declare an event of force majeure, which
was ultimately lifted on crude oil sales contractsin March 2003 and on gasoline sales contractsin
April 2003. Approximately 18,000 of PDV SA’s amost 40,000 employees joined the work stoppage
and were subsequently dismissed from PDV SA. These events severely affected the Venezuelan
economy. The Government estimates that the general work stoppageresulted in lost revenuesto the
National Treasury of Bs.900 billion and decreased revenues due to lost production to PDV SA of
U.S.$5.2 hillion (of which U.S.$2.8 billion represented lost oil exports).

PDV SA’sail production recovered significantly during February and March 2003. In June 2003,
PDV SA reported that oil production had recovered to approximately 3.2 million bpd. At the same
time, PDVSA began refining more than 1 million bpd and exporting approximatdy 2.5 million bpd of
oil and ail products.

Problems resulting from the general work stoppage a so interrupted PDV SA’ s billing systems.

PDV SA was unableto bill its customers for previoud y-shipped products, which resulted in an
invoicing backlog. Asaresult of production increases and the normalization of its billing systems,
PDV SA was able to increaseits collections significantly in March and April 2003. As of July 2003,
PDV SA had substantially diminated the backlogged invoicing volume, and collections had been
restored to normal.

Further production and delivery interruptions related to political instability or employee participation
in any future work stoppage could have a significant negative effect on the VVenezuelan economy.

Partially in response to concerns regarding the effects of the general strike that began in 2002, as well
as with respect to greater governmental involvement in the operation of PDV SA and the allocation of
its resources, Standard & Poor’s, Moody' s and Fitch lowered their ratings for PDV SA in December
2002 and January 2003 to CCC+ from B-, to Caal from B3 and to BB- from BBB, respectively, each
with negative outlooks. Standard & Poor’s subsequently upgraded its rating outlook for PDVSA from
negativeto stablein April 2003 and removed its ratings on certain debt of PDV SA FinanceLtd. from
Credit Watch, citing improving conditions for the oil company and its finance subsidiary. In June
2003, Fitch upgraded the senior unsecured foreign currency rating of PDV SA from CCC+ to B- and
upgraded its rating outlook from negativeto stable. In August 2003, Standard & Poor’s upgraded
PDV SA’s credit rating from CCC+ to B-.

There can be no assurance that Government revenues from petroleum activities will not continue to
experience wide fluctuations as a result of changesin theinternational petroleum market, future work
stoppages at PDV SA and domestic and international political instability. In addition, concerns with
respect to the strength of the world economy, market volatility and certain global developments, such



as potential ramifications with respect to the aftermath of the war in Irag, may have a potentially
adverse effect on the petroleum market asawhole. Any sustained declinein international petroleum
prices could adversely affect the Government’s fiscal accounts and international reserves.
Additionally, Venezudan petroleum production capacity may decrease if the necessary capital
expenditures are not allocated to this sector.

Emerging Markets

Emerging-market investment generally poses a greater degree of risk than investment in more mature
market economies because the economies in the deve oping world are more susceptible to
destabilization resulting from domestic and international developments. 1n 1997, emerging-market
risk concerns were heightened due to instability and volatility in the Asian finanda, securities and
foreign exchange markets. In August 1998, investor confidence in emerging-market issuers was
further eroded as aresult of the devaluation of the Russian ruble and the default by Russia on its debt.
The Asian crisis and the default by Russia had significant repercussionsin Latin America. Brazil,
Latin America' s largest economy, became the object of speculative attacks on its currency and
experienced significant capital outflows and currency devaluations at the end of 1998 and the first
guarter of 1999. These events had similar effects on Venezuea, which experienced declining stock
market values, widening spreads of government securities in the secondary market and significant
capital outflows.

Thewar in Irag in early 2003 and theterrorist attacks in the United States on September 11, 2001,
which were accompanied by a significant slowdown in the growth of the U.S. economy, aswell asin
the general world economy, have also contributed to increased cautiousness with respect to investment
in developing countries, aswell as to a significant decline in the secondary-market values of the debt
and equity securities of emerging-market issuers.

On February 11, 2002, Argentina declared a default on its debt. Argentina’ s debt default, as well as
the difficulties that Argentina has experienced in attempting to reform its budget and restructureits
debt, have called into question the strength of the Latin American financial markets, aswell as the
macroeconomic and monetary policies of a number of Latin American countries. Argentina’ s default
on its debt may adversdy affect the ability of Venezuela and other emerging-market issuersto retain
their access to the international capital markets and to preservetheir international reserves.

There can be no assurance that a continuation or accel eration of these crises or similar events will not
negativey affect investor confidence in emerging markets or the economies of the principal countries
in Latin America, induding Venezuda. In addition, there can be no assurance that these events will
not adversely affect Venezuda's economy and its ability to raise capital in the external debt markets
in the future.

Limited Trading Market for the Global Bonds

Thereis no established trading market for the Global Bonds other than the Luxembourg Stock
Exchange and there can be no assurance that any additional trading market will develop.

If the aggregate principal amount of Global Bonds outstanding is reduced, the liquidity of any trading
market for the Global Bonds that may develop could be adversdy affected.
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DESCRIPTION OF THE GLOBAL BONDS

The Global Bonds constitute a further issuance of, except that the first interest payment on February
15, 2004, have the same terms and conditions as, and form a single series with, the Republic’'s
U.S.$500,000,000 13%% Global Bonds due 2018, which were issued on August 6, 1998 (the “1998
Glaobal Bonds’). The Global Bonds rank pari passu with the 1998 Global Bondsin al respects.

The following summaries of certain provisions of the Global Bonds and the Fiscal Agency Agreement
do not purport to be complete and are subject, and qualified in their entirety by reference, to theterms
and conditions of the Global Bonds and the Fiscal Agency Agreement, including the definitions
therein of certain terms. The holders of the Global Bonds are entitled to the ben€fits of, are bound by,
and are deemed to have notice of, all the provisions of the Fiscal Agency Agreement.

The Global Bonds have been issued in accordance with a Fiscal Agency Agreement, dated as of
August 6, 1998, as amended by Amendment No. 1 to Fiscal Agency Agreement, dated as of January
14, 2004 (such instrument, as it may be duly amended from time to time, is herein called the “Fiscal
Agency Agreement”), among the Republic, Banco Central de Venezuda, as officia financial agent of
the Bolivarian Republic of Venezuda, and JPMorgan Chase Bank (formerly named The Chase
Manhattan Bank), as fiscal agent (herein called the “Fiscal Agent”, which term includes any successor
fiscal agent under the Fiscal Agency Agreement), copies of which Fiscal Agency Agreement areon
fileand available for inspection at the corporate trust office of the Fiscal Agent in The City of New

Y ork and, so long as the Global Bonds arelisted on the L uxembourg Stock Exchange and such
Exchange shall so require, at the office of the Paying Agent hereinafter named in Luxembourg.
Capitalized terms not otherwise defined herein shall have the meanings assigned to themin the Fiscal
Agency Agreement.

The Global Bonds arethedirect, general and unconditional obligations of Venezuda. The Global
Bonds will rank pari passu, without any preference among themselves. The payment obligations of
Venezuela under the Global Bonds will at all times rank at least equally with all other unsecured and
unsubordinated payment obligations of Venezudareating to External Public Debt of Venezuela.
Venezuela hereby pledgesits full faith and credit for the due and punctual payment of al amounts due
in respect of the Global Bonds.

The Global Bonds:
+ will matureat par, including any accrued and unpaid interest, on August 15, 2018.

»  will bear interest at 13%:% per annum, accruing from October 1, 2003, calculated on the
basis of a 360-day year, consisting of twelve 30-day months.

» will pay interest semi-annually in arrears on February 15 and August 15 of each year,
except that the first interest payment on February 15, 2004 will be for accrued interest
from October 1, 2003 to, but excluding, February 15, 2004.

Status of the Global Bonds

So long as any Global Bond remains outstanding, if any Lien on Oil or Accounts Receivable (other
than a Permitted Lien) is created after August 6, 1998 by Venezuda, Banco Centra or any
Governmental Agency to secure External Public Debt, Venezudawill cause such Lien to equally and
ratably secure the obligations of Venezuela under this Global Bond. For the purposes of the
foregoing, the following terms have the following meanings:
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“ Accounts Receivable’ means accounts payableto Venezuela, Banco Central or any
Governmental Agency in respect of the sale, lease or other provision of Oil, whether or not
yet earned by performance or scheduled to be documented in the future pursuant to a contract
in existence on therelevant date.

“Bond Currencies” means U.S. dollars, Deutsche marks, Pounds sterling, French francs,
Italian lire and Swiss francs.

“Debt” means, with respect to any Person, the following (whether outstanding on the date
hereof or at any time thereafter): (a) al indebtedness of such Person for borrowed money, or
for the deferred purchase price of property or services if and to the extent that the obligation
to pay such purchase priceis evidenced by an instrument; (b) all reimbursement obligations
of such Person under or in respect of |etters of credit or banker’s acceptances; (c) al
obligations of such Person to repay deposits with or advances to such Person; (d) all
obligations of such Person (other than those specified in clauses (a) and (b) above) evidenced
by bonds, debentures, notes or other similar instruments; and (e) all direct or indirect
guarantees, endorsements and similar obligations of such Person in respect of, and all
obligations (contingent or otherwise) of such Person to purchase or otherwise acquire, or
otherwiseto assure a creditor against lossin respect of, indebtedness or obligations of any
other Person specified in clause (), (b), () or (d) above.

“Export” means any sale of Oil by any Person, including any sales to Persons owned or
controlled, directly or indirectly, by any such sdler, (i) in connection with which such Qil is
transported from V enezuela or from storage facilities for Oil hed for Export by any such
Person outside of Venezuela and (i) which has not been preceded by any sale of such Oil
which constitutes an Export hereunder.

“External Debt” means any Debt which is denominated or payable, or which at the option
of the holder thereof may be payable, in a currency other than Bolivares.

“External Public Debt” means, at any time, the External Debt of the public sector entities
referred to in Title | of the Organic Law of the Financial Administration of the Public Sector
of the Bolivarian Republic of Venezuda, asin effect on the date hereof, including principal,
interest and other amounts payable in Bolivares in connection therewith.

“Governmental Agency” means each agency, department, ministry, authority, statutory
corporation or other statutory body or juridical entity of Venezuela or any political
subdivision thereof or therein, now existing or hereafter created, and any bank, corporation or
other legal entity 51% or more of the capital or voting stock or other ownership interest of
which is now or hereafter owned or controlled, directly or indirectly, by Venezuda, but
excluding Banco Central.

“Lien” means any lien, pledge, mortgage, security interest, deed of trust, charge or other
encumbrance on or with respect to, or any preferential arrangement which has the practical
effect of constituting a security interest with respect to the payment of any obligation with or
from the proceeds of, any asset or revenues of any kind.

“1990 Financing Plan” means the Republic of Venezuda 1990 Financing Plan dated
June 25, 1990, distributed to the international banking community.

“Oil” means hydrocarbons, their products and derivatives, in each case produced in

Venezuela, provided, however, that “Oil” shall not include Orimulsion®, products from
Orimulsion®, natural gas, coal and petrochemicals.
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“Operating Reserves’ means, at any time, the value (determined in accordance with the
second sentence of this definition) of all of the following assets owned by Banco Central at
such time to the extent denominated in units of exchange other than the lawful currency of
Venezuela (excluding from such assets any assets which are subject to aLien): (a) currencies
other than the lawful currency of V enezuela (exduding Special Drawing Rightsin the
International Monetary Fund (the “IMF") and all funds received from the IMF); (b) deposits
and credit balances with commercial financial lending ingtitutions, central banks of non-
Venezuelan governments or multilateral 1ending institutions which are payablein any of the
Bond Currencies or currencies that are readily convertible into any of the Bond Currencies;
and (c) marketable bonds, notes, certificates of deposit and other obligations issued by
commercial finandal institutions, non-V enezuelan governments or multilateral lending
institutions which are payable in any of the Bond Currencies or currencies that are readily
convertibleinto any of the Bond Currencies. For the purposes of this definition: (i) the value
of an amount of any currency other than the lawful currency of Venezuda at any timeisthe
equivalent in U.S. dollars of such amount at such time determined in accordance with the
consistently applied accounting practices of Banco Central; (ii) the value of a deposit or credit
balancereferred to in dause (b) above at any timeisthe equivalent in U.S. dollars of the face
amount of such deposit or credit balance at such time determined in accordance with the
consistently applied accounting practices of Banco Central; and (iii) the value of abond, note,
certificate of deposit or other obligation referred to in clause (¢) aboveat any timeisthe
equivalent in U.S. dollars of the fair market value of such obligation at such time determined
in accordance with the cons stently applied accounting practices of Banco Central.

“Orimulsion®” meansaliquid fuel consisting of (i) a natural bitumen of 7-10° API,
(ii) water and (iii) a surfactant which is added to stabilize the bitumen in the water emulsion.

“Permitted Lien” means a Lien on Oil or Accounts Receivable, if at thetime of creation
of such Lien (the “New Lien”):

(i) Operating Reserves are greater than the sum of (a) two months of imports
into Venezuela of goods and services (including interest payments with respect to
External Public Debt) and (b) two months of principal payments with respect to all of
the bonds issued to implement the 1990 Financing Plan and any other External
Public Debt hdd by commercial lending institutions (measured in each case on the
basis of imports and interest and principal payments during the preceding six
months) (the availability of sufficient Operating Reserves to be certified by Banco
Central);

(i) theaggregate principal amount of all External Public Debt secured by Liens
on Oil or Accounts Receivable (including the External Public Debt to be secured by
the New Lien and other External Public Debt to be simultaneously secured by Liens
on Oil or Accounts Receivable) paid, due or scheduled to fall duein the current
calendar year, and the aggregate outstanding principal amount of all such External
Public Debt scheduled to fall duein each subsequent calendar year, isin each such
year less than an amount equivalent to 17.5% of the aggregate revenues from the
Export of Oil during the 12-month period preceding the creation of the New Lien
(the amount of such External Public Debt to be certified by Banco Central and the
amount of such revenues to be certified by Venezuda); and

(iii) theaggregate outstanding principal amount of al External Public Debt
secured by Lienson Oil or Accounts Receivable (including the External Public Debt
to be secured by the New Lien and other External Debt to be simultaneoudy secured
by Liens on Oil or Accounts Receivable) is less than an amount equivalent to 55% of
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the aggregate revenues from the Export of Oil during the 12-month period preceding
the creetion of the New Lien (the amount of such External Public Debt to be certified
by Banco Central and the amount of such revenuesto be certified by Venezuea);

provided, that no New Lien will constitute a Permitted Lien if such New Lien is created while
there isa default in the payment of principal of or interest on the Global Bonds or on any
bonds issued to implement the 1990 Financing Plan, unless the proceeds of the financing
secured by such New Lien are used to make or secure on aratable basisinterest and principal
payments due with respect to the Global Bonds; provided, further, that notwithstanding the
foregoing, a New Lien will constitute a Permitted Lien if (a) such New Lien arises pursuant to
an order of attachment, distraint or similar legal process arising in connection with court
proceedings so long as the execution or enforcement thereof is effectivey stayed and the
claims secured thereby are being contested in good faith by appropriate proceedings, provided
that such New Lien is released or discharged within one year of itsimposition, or (b) such
New Lien arises by operation of law (and not pursuant to any agreement) and has not been
foreclosed or otherwise enforced against the Oil or Accounts Receivableto which such New
Lien applies.

“Person” means any individual, corporation, partnership, association, joint stock
company, joint venture, trust, unincorporated organization or any other entity, or a sovereign
state or government or any agency or political subdivision thereof.

Denominations

The Global Bonds areissuablein fully registered form. Global Bonds are issuable in the authorized
denomination of U.S.$1,000 and integral multiples thereof.

Paying Agencies; Registration, Transfer and Exchange

The Republic shall maintain in The City of New Y ork, an office or agency where Global Bonds may
be surrendered for registration or transfer or exchange. The Republic has initially appointed the
corporate trust office of the Fiscal Agent asits agent in The City of New Y ork for such purpose and
has agreed to cause to be kept at such office aregister in which, subject to such reasonable regulations
as it may prescribe, the Republic will provide for the registration of Global Bonds and registration of
transfers of Global Bonds. In addition, V enezuda has appointed the main offices of J.P. Morgan
Chase Luxembourg S.A. in Luxembourg as an additional agent (the “Transfer Agent”) where Globa
Bonds may be surrendered for registration of transfer or exchange. Venezudareservestheright to
vary or terminate the appointment of the Fiscal Agent as security registrar or of the Transfer Agent or
to appoint additional or other registrars or Transfer Agents or to approve any changein the office
through which any security registrar or any Transfer Agent acts, provided that there will at all times be
a security registrar in The City of New York, and a Transfer Agent in a European city.

Thetransfer of a Global Bond is registrable on the aforementioned register upon surrender of such
Global Bond at the corporate trust office of the Fiscal Agent or any Transfer Agent duly endorsed by,
or accompanied by awritten instrument of transfer in form satisfactory to the Republic and the Fiscal
Agent duly executed by, the registered holder thereof or his attorney duly authorized in writing. Upon
such surrender of the Global Bond for registration of transfer, the Republic shall execute, and the
Fiscal Agent shall authenticate and deliver, in the name of the designated transferee or transferees, one
or more new Global Bonds, dated the date of authenti cation thereof, of any authorized denominations
and of alike aggregate principal amount.

At the option of the registered holder upon request confirmed in writing, Global Bonds may be

exchanged for Global Bonds of any authorized denominations and of a like tenor, form and aggregate
principal amount upon surrender of the Global Bonds to be exchanged at the office of any Transfer
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Agent or at the corporate trust office of the Fiscal Agent. Whenever any Global Bonds are so
surrendered for exchange, the Republic shall execute, and the Fiscal Agent shall authenticate and
ddiver, the Global Bonds which the registered holder making the exchange is entitled to receive. Any
registration of transfer or exchange will be effected upon the Transfer Agent or the Fiscal Agent, as
the case may be, being satisfied with the documents of title and identity of the person making the
request and subject to such reasonabl e regulations as the Republic may from time to time agree with
the Transfer Agents and the Fiscal Agent.

All Global Bondsissued upon any registration of transfer or exchange of Global Bonds shall bethe
valid obligations of Venezuela, evidencing the same debt, and entitled to the same benefits, asthe
Global Bonds surrendered upon such registration of transfer or exchange. No service charge shall be
made for any registration of transfer or exchange, but Venezuda may require payment of a sum
sufficient to cover any tax or other governmental charge payable in connection therewith.

Prior to due presentment of the Global Bond for registration of transfer, the Republic, the Fiscal Agent
and any agent of the Republic or the Fiscal Agent may treat the person in whose name the Global
Bond isregistered as the owner thereof for all purposes, whether or not the Global Bond be overdue,
and neither the Republic nor the Fiscal Agent nor any such agent shall be affected by notice to the
contrary.

Payments

(8 TheRepublic shall pay to the Fiscal Agent such amounts sufficient (with any amounts then
held by the Fiscal Agent and available for the purpose) to pay the interest on, and the principal of, the
Glaoba Bonds due and payable. The Fiscal Agent shall apply the amounts so paid to it to the payment
of suchinterest and principal in accordance with the terms of the Global Bonds. For more information
on payment of principal and interest to the beneficial owners of the Global Bonds, see “Global Notes'.
Any monies paid by the Republic to the Fiscal Agent for the payment of the principal of, or interest
on, any Global Bonds and remaining unclaimed at the end of two years after such principal or interest
shall have become due and payable (whether at maturity or otherwise) shall then be repaid to the
Republic, and upon such repayment all liability of the Fiscal Agent with respect thereto shall cease,
without, however, limiting in any way any abligation the Republic may haveto pay the principal of
and interest on the Global Bond as the same shall become due.

(b) Inany casewhere the due date for the payment of the principal of or interest on any Global
Bond shall be at any place of payment a day on which banking institutions are authorized or obligated
by law to close, then payment of principal or interest need not be made on such date at such place but
may be made on the next succeeding day at such place which is not a day on which banking
institutions are authorized or obligated by law to close, with the same force and effect as if made on
the date for such payment, and no interest shall accrue for the period after such date.

Taxation; Additional Amounts

(& Anyand all payments by Venezuela pursuant to the Global Bonds or in respect thereof shall
be made free and dear of and without deduction for any present or future taxes, levies, imposts,
deductions, charges or withholdings, and all interest, penalties or other liabilities with respect thereto,
imposed or levied at any time, exduding (i) in the case of each holder, taxes imposed on or measured
by itsincome or capital by the jurisdiction (or any political subdivision or taxing authority of such
jurisdiction or any organization or federation of which such jurisdiction is at any time a member)
under the laws of which such holder is organized, (ii) in the case of each holder, taxes imposed on or
measured by itsincome or capital by the jurisdiction (or any political subdivision or taxing authority
of such jurisdiction or any organization or federation of which such jurisdiction is at any timea
member) in which the principal place of business or residence (as the case may be) of such holder is
located, including, without limitation, any jurisdiction in which such holder is, through an office or
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fixed place of business, deemed to be doing business or maintaining a permanent establishment under
any incometax treaty and (iii) all other taxesimposed by any jurisdiction (or any political subdivision
or taxing authority of such jurisdiction or any organization or federation of which such jurisdiction is
at any time a member) outside of Venezuda except such taxes which arise as aresult of action taken
by Venezuela (all such non-excluded taxes, levies, imposts, deductions, charges, withholdings and
liabilities being herein called “Taxes”). If Venezuda shall berequired by law to deduct any Taxes
from or in respect of any sum payable under the Global Bonds or in respect thereof to any holder, (@)
Venezuela shall pay such additional amounts (“ Additional Amounts’) as may be necessary so that
after making all required deductions for Taxes (induding deductions applicable to Additional
Amounts payable under this paragraph (a)) such holder receives an amount equal to the sum it would
have received had no such deductions been made, (b) Venezuela will make such deductions and (c)
Venezuelawill pay the full amount deducted to the relevant taxing authority or other authority in
accordance with applicablelaw.

(b) Except as otherwise provided therein, Venezuelawill pay (i) all stamp or other documentary
taxes or duties, if any, which may beimposed by V enezuela or the United States of America or any
state or political subdivision thereof or taxing authority therein with respect to the original issue of the
Glaobal Bonds or the exchange of interests in Global Bonds for definitive Global Bonds and (ii) all
other excise or property taxes, charges or smilar levieswhich arise in any jurisdiction from any
payment made hereunder or from the execution or delivery of, or otherwise with respect to, the Global
Bonds, the Fiscal Agency Agreement, the Banco Central de V enezuela Undertaking, dated as of
August 6, 1998 (the “Banco Central Undertaking”) or any other document or instrument referred to in
the Global Bonds or in the Fiscal Agency Agreement, excluding (in the case of the preceding
clause (ii)) any such taxes imposed by any jurisdiction (or any political subdivision or taxing authority
of such jurisdiction or any organization or federation of which such jurisdiction is at any timea
member) outside of Venezuela except those resulting from, or required to be paid in connection with,
the enforcement of the Global Bonds, the Fiscal Agency Agreement, the Banco Central Undertaking
or any such other document or instrument following the occurrence of an Event of Default (all such
non-exduded taxes, charges or levies described in clauses (i) and (ii) above being herein called “ Other
Taxes').

() Venezudawill reimburse each holder for the full amount of Taxes or Other Taxes (including
without limitation, any Taxes or Other Taxes imposed on amounts payable under this section) paid by
such holder or any liabilities (including penalties, interest and expenses) arising therefrom or with
respect thereto, whether or not such Taxes or Other Taxes were correctly or legally asserted. Each
holder which wishesto daim reimbursement under this section for any such Taxes, Other Taxes or
liabilities arising therefrom or with respect thereto will notify Venezuda (through the Fiscal Agent) of
its intention to pay the same as promptly as practicable and, if possible, prior to the date of such
payment (such notice to describe such Taxes, Other Taxes or liabilities in reasonable detail). Such
reimbursement shall be made within 30 days from the date such holder makes demand therefor.

(d) Within 30 days after the date of any payment of Taxes (but in no event later than the date 45
days after the date such Taxes become due), Venezudawill furnish to the Fiscal Agent the original (or
acertified copy) of areceipt evidencing payment thereof.

(e) Without pregjudiceto the survival of any other obligation of Venezuela hereunder, the
obligations of Venezuda under this section shall survive the payment of the Global Bonds.

(f) Whenever in the Globa Bonds thereis mentioned, in any context, the payment of the
principal of or interest on, or in respect of, a Globa Bond, such mention shall be deemed to include
mention of the payment of Additional Amounts to the extent that, in such context, Additional
Amounts are, were or would be payablein respect thereof in accordance with the provisions of this
section, and express mention of the payment of Additional Amounts (if applicable) in any provisions
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thereof shall not be construed as excluding Additional Amounts in those provisions thereof where
such express mention is not made.

(g) Except as specifically provided in the Global Bond, the Republic shall not be required to
make any payment with respect to any tax, assessment or other governmental chargeimposed by any
government or any political subdivision or taxing authority thereof or therein.

Redemption

The Global Bonds are not redeemabl e prior to maturity and are not entitled to the benefit of any
sinking fund.

Events of Default; Acceleration

If any of the following events (each an “Event of Default”) shall occur and be continuing with respect
to Global Bonds:

(8 Venezudashall fail to pay the principal amount of any Global Bond when due and such
failure continues for a period of 30 days; or

(b) Venezudashall fail to pay interest or other amounts due on any Globa Bond when due and
such failure continues for a period of 30 days; or

() Venezuelashall fail to duly perform or observe any term or obligation contained in the Global
Bonds or the Fiscal Agency Agreement (other than those specified in clause (a) or (b) above) and such
failure shall continue unremedied for 90 days after written notice thereof shall have been given to
Venezuela at the specified office of the Fiscal Agent by any holder; or

(d) Banco Central shall fail to duly perform or observe any of its obligations contained in the
Banco Central Undertaking to remit (as and to the extent provided therein) U.S. dollarsin the amount
of each payment of principal of, and interest on, the Global Bonds upon payment by V enezudlato
Banco Central of the necessary Bolivar amount to make such payments, as provided in the Banco
Central Undertaking, or on the occurrence and continuation of such a failure, Banco Central shall
make any withdrawal of any amounts held on deposit with any holder or the Fiscal Agent that has
notified Banco Central of itsintention to set-off from such amounts any amounts owed to such holder
or the Fiscal Agent, and any such failure shall continue unremedied for 30 days after written notice
thereof shall have been given to Banco Central and Venezuela by the Fiscal Agent or any holder at the
office of the Fiscal Agent; or

(e) Banco Central shall fail to duly perform or observe any term or obligation contained in the
Banco Central Undertaking or the Fiscal Agency Agreement on its part to be performed or observed
(other than those specified in clause (d) above) and such failure shall continue unremedied for 90 days
after written notice thereof shall have been given to Venezuela and Banco Centra at the specified
office of the Fiscal Agent by any holder; or

(f) asaresult of any default or event of default contained in any agreement or instrument related
to any Public Issue of External Debt (other than the Global Bonds) of V enezuda, Banco Central or
any Governmental Agency guaranteed by Venezue a, any party to such agreement or instrument
accel erates or declares to be due and payable any such Public Issue of External Debt prior to the stated
maturity thereof; or

(g) Venezudaor Banco Central fails generally to pay or perform its obligations under Public

Issues of External Debt as they become due, or a moratorium on the payment or performance of such
obligations shall be declared by V enezuela or Banco Central; or
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(h) thereshall have been entered againgt Venezuela or Banco Central a final judgment, decree or
order by a court of competent jurisdiction from which no appeal may be or is taken, for the payment
of money in excess of U.S.$100,000,000 and 30 days shall have passed sincethe entry of any such
order without it having been satisfied or stayed; or

(i) Venezuela shall cease to be a member of the IMF or ceases to be digibleto use the general
resources of the IMF; or

() thevadlidity of the Global Bonds, the Fiscal Agency Agreement or the Banco Central
Undertaking shall be contested by V enezuela, Banco Central or any legislative, executive or judicial
body or official of Venezuela authorized in each case by law to do so, or Venezuela or Banco Centra
shall deny any of its obligations thereunder to any of the holders (whether by a general suspension of
payments or a moratorium on the payment of debt or otherwise), or any congtitutional provision,
treaty, convention, law, regulation, official communiqué, decree, ordinance or policy of Venezuela, or
any final decision by any court in Venezuela having jurisdiction, shall purport to render any provision
of the Global Bonds, the Fiscal Agency Agreement or the Banco Central Undertaking invalid or
unenforceabl e or shall purport to prevent or dday the performance or observance by V enezuela or
Banco Central of any of their respective obligations thereunder to any of the holders; or

(k) any constitutional provision, treaty, convention, law, regulation, ordinance, decree, consent,
approval, license or other authority necessary to enable Venezuela or Banco Central to make or
perform its obligations under the Global Bonds, the Fiscal Agency Agreement or the Banco Central
Undertaking (as the case may be), or for the validity or enforceability thereof, shall expire, be
withheld, revoked, terminated or otherwise cease to remain in full force and effect, or shall be
modified in a manner which adversdy affects, or may reasonably be expected to affect adversely, any
rights or claims of any of the holders;

then holders of 25% or more in aggregate outstanding principal amount of the Global Bonds may, by
written demand to Venezuda at the office of the Fiscal Agent, declare the Global Bonds immediately
due and payable whereupon the entire unpaid principal amount of the Globa Bonds, all interest
accrued and unpaid thereon and all other amounts payable in respect of the Global Bonds shall
become and be forthwith due and payable, without the holder’ s presentation, demand, protest or
further notice of any kind, all of which are hereby expressly waived by Venezuda. Upon such
declaration, the Fiscal Agent shall give notice thereof in the manner provided in the Fiscal Agency
Agreement to V enezuda (by facsimile, with transmission confirmed) and to the holders of the Glabal
Bonds in accordance therewith. After any such declaration, if all amounts then duewith respect to the
Global Bonds are paid (other than amounts due solely because of such declaration) and all other
defaults with respect to the Global Bonds are cured, such declaration may be annulled and rescinded
by holders of more than 50% in aggregate outstanding principal amount of the Global Bonds (or such
other percentage required at a meeting of holdersin accordance with “M eetings and Amendments’
below) by written notice thereof to Venezuela at the specified office of the Fiscal Agent.

If an Event of Default described in subsection (a) or (b) hereof shall have occurred and be continuing,
Venezuela agrees to pay within 30 days after receipt of a demand therefor all reasonable and
documented out-of-pocket expenses of the holders (including, without limitation, all reasonable
counsel feesand court costs, stamp taxes, duties and fees) incurred in connection with any reasonable
investigation of any such Event of Default or the enforcement of the Globa Bonds.

For purposes hereof, the term “Public I ssue of External Debt” shall mean any External Debt issued in
apublic offering or private placement of securities or other instruments of atype offered in capita
markets, including, without limitation, any bonds, floating rate notes, commercial paper, certificates of
deposit, debentures or other evidence of indebtedness.
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M eetingsand Amendments

At any meeting of holders of the Global Bonds duly called and hdd as specified in Section 11(a) of
the Fiscal Agency Agreement, upon the affirmative vote, in person or by proxy thereunto duly
authorized in writing, of the lesser of (x) a majority in principal amount of the Outstanding Global
Bonds or (y) holders of not |ess then 66 2/3% in aggregate principal amount of the Global Bonds then
Outstanding represented at such meeting, or with the written consent of the owners of not lessthan a
majority in aggregate principal amount of the Global Bonds then Outstanding, the Republic and the
Fiscal Agent (and, in the case of the Banco Central Undertaking, with the agreement of Banco
Central), upon agreement between themsdves, may modify, amend or supplement the terms of the
Glaobal Bonds or, insofar as respects the Globa Bonds, the Banco Central Undertaking or the Fiscal
Agency Agreement, in any way, and the holders of the Global Bonds may make, take or give any
request, demand, authorization, direction, notice, consent, waiver or other action provided hereby or
by the Fiscal Agency Agreement to be made, given or taken by holders of the Global Bonds; provided,
however, that no such action may, without the consent or affirmative vote of the holder of each Global
Bond affected thereby, (A) change the due date of the payment of the principal of or any installment
of interest on any Global Bond of this series, (B) reduce the principal amount of any Global Bond, the
portion of such principal amount which is payable upon acceleration of the maturity of such Global
Bond or theinterest rate thereon, (C) changethe coin or currency in which payment with respect to
interest or principal in respect of Global Bondsis payable, (D) reduce the proportion of the principa
in respect of Global Bonds the vote or consent of the holders of which is necessary to modify, amend
or supplement the Banco Central Undertaking or the Fiscal Agency Agreement or theterms and
conditions of the Global Bonds or to make, take or give any request, demand, authorization, direction,
notice, consent, waiver or other action provided hereby or thereby to be made, taken or given, or

(E) change the obligation of the Republic to pay Additional Amounts. Any such modification,
amendment or supplement shall be binding on the holders of the Global Bonds.

The Republic and the Fiscal Agent (and, in the case of the Banco Central Undertaking, with the
agreement of Banco Central), upon agreement between themselves, without the vote or consent of any
holder of Global Bonds, may modify, amend or supplement the Banco Central Undertaking or the
Fiscal Agency Agreement or the Global Bonds for the purpose of (A) adding to the covenants of the
Republic for the benefit of the holders of the Global Bonds, (B) surrendering any right or power
conferred upon the Republic, (C) securing the Global Bonds pursuant to the requirements thereof or
otherwise, (D) curing any ambiguity, or curing, correcting or supplementing any defective provision
thereof or (E) amending the Fiscal Agency Agreement, the Banco Central Undertaking or the Global
Bonds in any manner which the Republic and the Fiscal Agent may determine and shall not adversely
affect theinterest of any holder of the Globa Bondsin any material respect.

The Republic agrees that, if ajudgment or order given or made by any Specified Court of Other Court
(asdefined in “Jurisdiction and Waiver of Immunity” below) for the payment of any amount in
respect of any Global Bond is expressed in a currency (the “judgment currency”) other than U.S.
dollars (the “denomination currency”), the Republic will pay any deficiency arising or resulting from
any variation in rates of exchange between the date as of which the amount in the denomination
currency is notionally converted into the amount in the judgment currency for the purposes of such
judgment or order and the date of actual payment thereof. This obligation will constitute a separate
and independent obligation from the other obligations under the Global Bonds, will giveriseto a
separate and independent cause of action, will apply irrespective of any waiver or extension granted
from time to time and will continuein full force and effect notwithstanding any judgment or order for
aliquidated sum or sumsin respect of amounts duein respect of the relevant Globa Bond or under
any such judgment or order. Theterm “rates of exchange’ shall indude any premiums and costs of
exchange payablein connection with the purchase of or conversion into the denomination currency.
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Governing Law

THE GLOBAL BONDS SHALL BE GOVERNED BY, AND INTERPRETED IN ACCORDANCE
WITH, THE LAWS OF THE STATE OF NEW YORK WITHOUT REGARD TO PRINCIPLES OF
CONFLICTS OF LAWS. AUTHORIZATION AND EXECUTION OF THE GLOBAL BONDSBY
THE REPUBLIC, HOWEVER, SHALL BE GOVERNED BY THE LAWS OF THE BOLIVARIAN
REPUBLIC OF VENEZUELA.

Juridiction and Waiver of Immunity

(8 TheRepublic agreesthat any suit, action or proceeding against it or its properties, assets or
revenues with respect to the Global Bonds (a“Related Proceeding”) shall be brought exclusively in
the Supreme Court of the State of New Y ork, County of New Y ork; in the United States District Court
for the Southern District of New Y ork; in the courts of England that sit in London; or in the courts of
Venezuelathat sit in Caracas, as the person bringing such Related Proceeding may elect in its sole
discretion, provided that if none of the courts specified above located in the country in which such
person has d ected to bring such Related Proceeding is a court that has jurisdiction of the subject
matter or is otherwise competent under applicable law to hear and determine such proceeding, such
Related Proceeding may be brought in such other court located in such country as shall have
jurisdiction of the subject matter or be otherwise competent under applicable law to hear and
determine such Related Proceeding, or if such Related Proceeding seeks relief or ajudgment that is
enforceable only against any of its properties, assets or revenues that are subject to the jurisdiction of
any other court located in the countries listed above and is limited to the value of such properties,
assets or revenues, such Related Proceeding may be brought in any such court (all such courts
described in this sentence being called herein “Specified Courts’). The Republic also agrees that any
judgment obtained in any of the Specified Courts arising out of any Related Proceeding may be
enforced or executed in any Specified Court or any other court of competent jurisdiction whatsoever,
and any judgment obtained in any such other court as aresult of such enforcement or execution may
be enforced or executed in any such other court of competent jurisdiction (all such courts other than
Specified Courts being herein called “Other Courts’), by means of a suit on the judgment or in any
other manner provided by law. The Republic hereby irrevocably submits to the exclusivejurisdiction
of each of the Specified Courts for the purpose of any Rd ated Proceeding and, soldy for the purpose
of enforcing or executing any judgment referred to in the preceding sentence (a “Related Judgment”),
of each Specified Court and each Other Court. The agreement made by the Republic with respect to
jurisdiction is made solely with respect to Related Proceedings and the enforcement or execution of
Related Judgments and under no circumstances shall it beinterpreted as a general agreement by the
Republic with respect to proceedings unrdated to the Globa Bonds.

(b) The Republic agrees that service of all writs, process and summonsesin any Related
Proceeding or any suit, action or proceeding to enforce or execute any Related Judgment brought
against it in the State of New Y ork may be made upon the Consul General of the Bolivarian Republic
of Venezuela or, in his or her absence or incapacity, any official of the Consulate of Venezuela,
presently located at 7 East 51st Street, New Y ork, New York 10022, U.S.A. (The“New Y ork Process
Agent”), and service of all writs, process and summonses in any Related Proceeding or any suit, action
or proceeding to enforce or execute any Related Judgment brought against it in England may be made
upon the person in charge of consular affairs at the Embassy of the Bolivarian Republic of Venezuela,
presently located at One Cromwell Road, L ondon SW7 2HW, England (the “London Process Agent”
and, together with the New Y ork Process Agent, the “Process Agents’), and the Republicirrevocably
appoints each Process Agent as its agent to receive such service of any and al such writs, process and
summonses, and agrees that the failure of any of the Process Agentsto give any noticeto it of any
such service of process shall not impair or affect the validity of such service or of any judgment based
thereon. The Republic agrees to maintain at all times an agent with officesin New York to act asits
New Y ork Process Agent, and an agent with offices in London to act asits London Process Agent as
aforesaid (each such agent to be appointed by an irrevocable power of attorney hereto granted before a
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Venezuelan notary public and Venezuela hereby agrees and each such power of attorney shall provide
that no power of attorney granted to a Process Agent may be revoked unless an alternative agent for
service of process with an office in New Y ork or London, as the case may be, shall be appointed).
Nothing therein shall in any way be deemed to limit the ability to serve any such writs, process or
summonses in any other manner permitted by applicable law.

(c) TheRepublicirrevocably consents to and waives any objection which it may now or hereafter
have to the laying of venue of any Related Proceeding brought in any of the Specified Courts or to the
laying of venue of any suit, action or proceeding brought soldy for the purpose of enforcing or
executing any Related Judgment in any of the Specified Courts or Other Courts, and further
irrevocably waives, to the fullest extent it may effectivey do so, the defense of an inconvenient forum
to the maintenance of any Related Proceeding or any such suit, action or proceeding in any such court.

(d) Tothe extent that the Republic or any of its revenues, assets or properties shall be entitled,
with respect to any Related Proceeding at any time brought against the Republic or any of its
revenues, assets or propertiesin any jurisdiction in which any Specified Court islocated, or with
respect to any suit, action or proceeding at any time brought solely for the purpose of enforcing or
executing any Rdated Judgment in any jurisdiction in which any Specified Court or Other Court is
located, to any immunity from suit, from the jurisdiction of any such court, from attachment prior to
judgment, from attachment in aid of execution of judgment, from execution of ajudgment or from any
other legal or judicial process or remedy, and to the extent that in any such jurisdiction there shall be
attributed such an immunity, the Republicirrevocably agrees not to claim and irrevocably waives such
immunity to the fullest extent permitted by the laws of such jurisdiction (including, without limitation,
the Foreign Sovereign Immunities Act of 1976 of the United States) and consents generally for the
purposes of the State Immunity Act of 1978 of the United Kingdom to the giving of any relief or the
issue of any processin connection with any Related Proceeding or Related Judgment, provided that
such agreement and waiver, insofar asit relates to any jurisdiction other than a jurisdiction in which a
Specified Court islocated, is given solely for the purpose of enabling the Fiscal Agent, any Paying
Agent or any holder to enforce or execute a Rdated Judgment. In addition, to the extent that the
Republic or any of its revenues, assets or properties shall be entitled, in any jurisdiction, to any
immunity from set-off, banker’s lien or any similar right or remedy, and to the extent that there shall
be attributed, in any jurisdiction, such an immunity, the Republic hereby irrevocably agrees not to
claim and irrevocably waives such immunity to the fullest extent permitted by the laws of such
jurisdiction with respect to any claim, suit, action, proceeding, right or remedy arising out of or in
connection with the Global Bonds.
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GLOBAL NOTES

The Global Bonds will be represented by a global note (the “ Global Note”), which has been deposited
with the Fiscal Agent, as custodian for The Depository Trust Company (“DTC”) and registered in the
name of Cede & Co., as nominee of DTC.

So long as DTC, or its nomineg, is the registered owner or holder of a Global Note, DTC or such
nominee, as the case may be, will be considered the sole owner or holder of the Global Bonds
represented by such Global Note for all purposes under the Fiscal Agency Agreement and the Global
Bonds (except with respect to the determination of Additional Amounts (as defined above) owing).
Payments of the principal, interest and Additional Amounts, if any, on the Global Notewill be made
to DTC or Cede & Co. asits nomineg, as the registered owner thereof. Nether the Republic, the
Fiscal Agent nor any paying agent will have any responsibility or liability for any aspect of the records
rdating to or payments made on account of beneficial ownership interests in the Global Note or for
maintaining, supervising or reviewing any records relating to such beneficial ownership interests.

The Republic expects that DTC, or its nominee, upon receipt of any payment of principal, interest or
Additional Amounts, if any, in respect of a Global Note representing any Global Bonds held by it or
its nominee, will immediately credit DTC Participants’ (as defined below) accounts with paymentsin
amounts proportionate (except with respect to Additional Amounts) to their respective beneficia
interestsin the principal amount of such Global Note as shown on the records of DTC or its nominee.
The Republic expects that payments by Euroclear and Clearstream, L uxembourg to owners of
beneficial interestsin such Global Notewill be governed by standing instructions and customary
practices, asis now the case with securities held for the accounts of customers registered in the names
of nominees for such customers. Such payments will be the responsibility of Eurodear and
Clearstream, Luxembourg.

Unless (i) DTC notifies the Republic that it is unwilling or unableto continue as depositary for a
Global Note or ceasesto bea “ dearing agency” registered under the United States Securities
Exchange Act of 1934 (the “Exchange Act”) and a successor depositary is not appointed by the
Republic within ninety days, (ii) the Republic ddiversto the Fiscal Agent awritten notice that all
definitive registered global securities shall be exchangegbleor (iii) an Event of Default has occurred
and is continuing, owners of beneficial interestsin a Global Notewill not be entitled to have any
portion of such Global Note registered in their names, will not receive or be entitled to receive
physical ddivery of Global Bonds in certificated form and will not be considered to be the owners or
holders of any Global Bonds under the Fiscal Agency Agreement or the Global Bonds. In addition, no
beneficial owner of an interest in a Global Note will be ableto transfer that interest except in
accordance with DTC’s gpplicable procedures (in addition to those under the Fiscal Agency
Agreement referred to herein and, if applicable those of Euroclear and Clearstream, Luxembourg).

If (i) DTC isat any timeunwilling or unableto continue as a depositary or ceases to bea* clearing
agency” as described in the preceding paragraph and a successor depositary is not appointed by the
Republic within ninety days thereafter, (ii) the Republic delivers to the Fiscal Agent awritten notice
that all definitive registered global securities shall be exchangeable, or (iii) an Event of Default has
occurred and is continuing, the Republic will issue certificates for the Global Bonds in definitive
registered form in exchange for the Global Note. The Global Bonds are not issuablein bearer form.
Theholder of a definitive registered Global Bond may transfer such Global Bond as described above
under “Description of the Global Bonds - Paying Agencies; Registration, Transfer and Exchange”.
The cost of preparing, printing, packaging and delivering the Global Bonds shall be borne by the
Republic.
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Neither the Fiscal Agent nor any other transfer agent shall register the exchange of interestsin a
Glaobal Note for definitive Global Bonds for a period of 15 days preceding the due date for any
payment of principal of or interest on the Global Bonds.

Principal of (and premium, if any, on) definitive Global Bonds will be payable against surrender
thereof at the corporate trust office of the Fiscal Agent and at the offices of such other Paying Agents
as the Republic has appointed, and payment of interest will be made, in accordance with the foregoing
and subject to applicable laws and regulations, by check mailed on or before the due date for such
payment to the person entitled thereto at such person’s address appearing on the register of such
Glabal Bonds, or, in the case of payments of principal (and premium, if any), to such other address as
the registered holder shall providein writing at the time of such surrender; provided, however, that
any payments will be made, in the case of aregistered holder of at least U.S.$10,000,000 aggregate
principal amount of Global Bonds, by transfer to an account maintained by the payee with a bank
located in The City of New York if such registered holder so e ects by giving notice to the Fiscal
Agent, not less than 15 days (or such fewer days as the Fiscal Agent may accept at its discretion) prior
to the date of the paymentsto be obtained, of such dection and of the account to which payments are
to be made. The Republic has agreed in the Fiscal Agency Agreement that until the Global Bonds
have been delivered to the Fiscal Agent for cancellation, or monies sufficient to pay the principal of
and interest on the Globa Bonds have been made available for payment and either paid or returned to
the Republic as provided herein, it will at all times maintain offices or agenciesin The City of New

Y ork and in Europe (which, so long as the Global Bonds are listed on the Luxembourg Stock
Exchange and such Exchange will so require, will include an office or agency in Luxembourg) for the
payment of the principal of and interest on the Globa Bonds.

Notices

Noticesto the hodlers of the Global Bondswill be deemed to be validly given upon publication at
least oncein aleading daily newspaper in the English language of general circulationin London and
New Y ork and, so long as the Global Bonds are listed on the L uxembourg Stock Exchange and the
rules of such stock exchange so require, in adaily newspaper of general circulation in Luxembourg or,
if publication in London or Luxembourg is not practicable, in Europe. It is expected that noticesin
London, New Y ork and Luxembourg will be published in the Financial Times, the Wall Street Journal
and the Luxemburger Wort, respectively. In the case of the book-entry security, notices also will be
sent to DTC or its nomineg, as the holder thereof, and DTC will communi cate such noticesto DTC
accountholders in accordance with its standard procedures.

Such notices will be deemed to have been given on the date of such publication or, if published in
such newspapers on different dates, on the date of the first such publication. Neither the failureto give
notice nor any defect in any notice given to any particular holder of a Global Bond shall affect the
sufficiency of any notice with respect to any other Global Bonds.
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CLEARINGAND SETTLEMENT

Transfers within DTC, Eurod ear and Clearstream, Luxembourg will be in accordance with the usual
rules and operating procedures of the relevant system. Cross-market transfers between investors who
hold or who will hold Global Bonds through DTC and investors who hold or will hold Global Bonds
through Euroclear and/or Clearstream, L uxembourg will be effected in DTC through the respective
depositaries of Euroclear and Clearstream, Luxembourg.

Upon theissuance of the Global Note, DTC or its custodian credited, on its internal system, the
respective principal amount of the individual beneficial interests represented by such Global Noteto
the accounts of persons who have accounts with DTC. Ownership of beneficia interests in a Global
Note will belimited to persons who have accounts with DTC (“DTC Participants’), including
Euroclear and Clearstream, Luxembourg, or indirect DTC Participants. Ownership of beneficia
interestsin the Global Notes are shown on, and the transfer of that ownership will be effected only
through, records maintained by DTC or its nominee (with respect to interests of DTC Participants) and
the records of DTC Participants (with respect to interests of indirect DTC Participants).

Euroclear and Clearstream, Luxembourg hold omnibus positions on behalf of ther participants
through customers’ securities accounts for Euroclear and Clearstream, L uxembourg on the books of
their respective depositaries, which in turn hold such positions in customers’ securities accountsin
such depositaries’ names on the books of DTC.

Since the purchaser determines the place of delivery, it isimportant to establish at the time of the trade
where both the purchaser’ sand sdler’s accounts are located to ensure that settlement can be on the
desired value date. Although DTC, Eurod ear and Clearstream, Luxembourg have agreed to the
following proceduresin order to facilitate transfers of interests in the Global Note among participants
of DTC, Eurod ear and Clearstream, Luxembourg, they are under no obligation to perform or continue
to perform such procedures, and such procedures may be discontinued at any time. Nether the
Republic nor the Fiscal Agent will have any responsibility for the performance by DTC, Euroclear or
Clearstream, Luxembourg or their respective participants or indirect participants of their respective
obligations under the rules and procedures governing their operations.

Trading between DTC Participants. Secondary market trading of Global Bonds represented by the
Global Note between DTC participants will tradein DTC’s Same-Day Funds Settlement System and
will therefore settle in same-day funds.

Trading between Clearstream, Luxembourg and/or Euroclear participants. Secondary market trading
between Clearstream, L uxembourg participants and/or Euroclear participants will be settled using the
procedures applicable to conventional eurobondsin same-day funds.

Trading between DTC seller and Clearstream, Luxembourg or Euroclear purchaser. When interests
areto betransferred from the account of a DTC Participant to the account of a Clearstream,
Luxembourg participant or a Euroclear participant, the purchaser will send instructions to
Clearstream, Luxembourg or Eurod ear through a Clearstream, L uxembourg or Eurocl ear participant,
as the case may be, at least one business day prior to settlement. Clearstream, L uxembourg or
Euroclear will instruct its respective depositary to receive such interest against payment. Payment will
includeinterest accrued on such beneficial interest in the Global Note from and including the last
interest payment date to and excluding the settlement date. Payment will then be made by the
depositary to the DTC Participant’ s account against delivery of theinterest in the Global Note. After
settlement has been completed, theinterest will be credited to the respective clearing system, and by
the clearing system, in accordance with its usual procedures, to the Clearstream, L uxembourg
participant’s or Euroclear participant’s account. The securities credit will appear the next day
(European time) and the cash debit will be back-valued to, and the interest on the Global Notewill
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accrue from, the value date (which would be the preceding day when settlement occurred in New
York). If settlement is not completed on the intended value date (i.e, the trade fails), the Clearstream,
Luxembourg or Euroclear cash debit will bevalued instead as of the actual settlement date.

Clearstream, Luxembourg participants and Eurocl ear participants will need to make availableto the
respective clearing system the funds necessary to process same-day funds settlement. The most direct
means of doing so isto preposition funds for settlement either from cash on-hand or existing lines of
credit, as such participants would for any settlement occurring within Clearstream, Luxembourg or
Euroclear. Under this approach, such participants may take on credit exposureto Clearstream,
Luxembourg or Euroclear until the interests in the Global Note are credited to their accounts one day
later.

Asan alternative, if Clearstream, L uxembourg or Euroclear has extended a line of credit to a
Clearstream, Luxembourg or Eurod ear participant, as the case may be, such participant may € ect not
to preposition funds and allow that credit line to be drawn upon to finance settlement. Under this
procedure, Clearstream, Luxembourg participants or Euroclear participants purchasing interestsin a
Global Note would incur overdraft charges for one day, assuming they cleared the overdraft when the
interestsin the Global Note were credited to their accounts. However, interest on the Global Note
would accrue fromthe valuedate. Therefore, in many cases theinvestment income on the interest in
the Global Note earned during that one-day period may substantially reduce or offset the amount of
such overdraft charges, although this result will depend on each participant’s particular cost of funds.

Since the settlement istaking place during New Y ork business hours, DTC Participants can employ
their usual procedures for transferring interestsin the Global Noteto the respective depositaries of
Clearstream, Luxembourg or Eurod ear for the benefit of Clearstream, Luxembourg parti cipants or
Euroclear participants. The sale proceeds will be available to the DTC sdler on the settlement date.
Thus, to the DTC Participants, a cross-market sal e transaction will settle no differently than atrade
between two DTC participants.

Trading between Clearstream, Luxembourg or Euroclear seller and DTC purchaser. Dueto time
zone differencesin ther favor, Clearstream, Luxembourg and Eurod ear participants may employ their
customary, procedures for transactions in which interestsin a Global Note areto betransferred by the
respective clearing system, through its respective depositary, to a DTC Participant, as the case may be,
at least one business day prior to settlement. In these cases, Clearstream, Luxembourg or Eurod ear
will instruct its respective depositary to ddiver theinterest in the Global Noteto the DTC
Participant’ s account against payment. Payment will includeinterest accrued on such beneficial
interest in the Global Note from and including the last interest payment date to and exduding the
settlement date. The payment will then be reflected in the account of the Clearstream, Luxembourg
participant or Euroclear participant the following day, and receipt of the cash proceedsin the
Clearstream, Luxembourg or Eurod ear participant’ s account would be back-valued to the value date
(which would be the preceding day, when settlement occurred in New Y ork). Should the Clearstream,
Luxembourg or Euroclear participant havealine of credit in its respective clearing system and dect to
bein debit in anticipation of receipt of the sale proceeds in its account, the back-val uation may
substantially reduce or offset any overdraft chargesincurred over that one-day period. If settlementis
not completed on the intended value date (i.e., the trade fails), receipt of the cash proceeds in the
Clearstream, L uxembourg or Eurod ear participant’ s account would instead be valued as of the actua
settlement date.

Theinformation in this section concerning DTC, Eurod ear and Clearstream, Luxembourg and their
book-entry system has been abtained from sources the Republic believes to berediable, and the
Republic makes no representation or warranty with respect thereto, other than that such information
has been accurately extracted and/or summarized from such sources.
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Although DTC, Euroclear and Clearstream, L uxembourg have agreed to the foregoing procedures to
facilitate transfers of interests in the Global Note among participantsin DTC, Euroclear and
Clearstream, Luxembourg, they are under no abligation to perform or to continueto perform such
procedures and such procedures may be discontinued at any time. Neither the Republic nor the Fiscal
Agent will have any responsibilities for the performance or by DTC, Euroclear or Clearstream,
Luxembourg or their respective participants or indirect participants of their respective obligations
under the rules and procedures governing their operations.
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TRANSFER RESTRICTIONS

Because of the following restrictions, persons considering purchasing Global Bonds are advised to
consult legal counse prior to making any resale, pledge or transfer of Global Bonds.

Each qualified institutional buyer as defined in Rule 144A under the Securities Act (a“U.S. Offereg’)
seeking to purchase Global Bonds will berequired to and deemed to represent and agree as set forth in
paragraphs (1) through (6) below (terms used in this paragraph that are defined in Rule 144A under
the Securities Act or in Regulation S or Regulation D under the Securities Act are used in this Listing
Memorandum as defined in this Listing M emorandum) that:

(1) It understands that the Global Bonds have not been and will not be registered under the
Securities Act, and that, if in the future it decidesto offer, resell, pledge or otherwise transfer such
Global Bonds, such Global Bonds may be offered, resold, pledged or otherwise transfered only (A) (i)
to a person whom the seller reasonably bdievesisa qualified institutional buyer in a transaction
meeting the requirements of Rule 144A, (ii) in an offshore transaction in accordance with Rule 903 or
Rule 904 of Regulation S, or (iii) pursuant to an exemption from registration under the Securities Act
provided by Rule 144 thereunder (if available) and (B) in accordance with any applicable securities
laws of any state of the United States.

(2) It understands that each Global Bond will bear alegend to the following effect, unless the
Republic determines otherwise cons stent with applicable law:

THISSECURITY HAS NOT BEEN AND WILL NOT BE REGISTERED UNDER THE
UNITED STATES SECURITIES ACT OF 1933, ASAMENDED (THE “SECURITIES ACT"),
AND MAY NOT BE OFFERED, SOLD, PLEDGED OR OTHERWISE TRANSFERRED IN THE
UNITED STATESOR TO ANY U.S. PERSON UNLESS THIS SECURITY ISREGISTERED
UNDER THE SECURITIES ACT OR AN EXEMPTION FROM THE REGULATION
REQUIREMENTS OF THE SECURITIESACT ISAVAILABLE. TERMSUSED ABOVEHAVE
THE MEANING GIVEN TO THEM IN REGULATION SUNDER THE SECURITIES ACT.

(3) It understandsthat it isaqualified institutional buyer and it is offering to purchase Global
Bonds for its own account or for the account of a qualified institutional buyer and not with aview to
distribution of the Global Bonds.

(4) It understandsthat it may be required to hold the Global Bondsindefinitely and that it must
continue to bear the economic risk of an investment in the Global Bonds unless an exemption from
registration under the Securities Act isavailable.

(5) It hasthefinancial ability to bear the economic risk of an investment in the Global Bonds and
to withstand the loss of its entire investment in the Global Bonds; and it has such knowledge and
experience in financial and business mattersthat it is capable of evaluating the merits and risks of an
investment in the Global Bonds for itself and has determined that the Global Bonds are a suitable
investment for it, both in the nature and the principal amount off the Global Bonds being acquired.

(6) It hasreceived such information concerning the Republic and the Globa Bonds, and has been
given the opportunity to ask such questions of and receive answers from representatives of the
Republic as it deems sufficient, based on information provided by the Republicto it, to make an
informed investment decision with respect to the Globa Bonds; it acknowl edges that no person has
been authorized to make any representation concerning the Republic, other than as contained in any
information provided to it by the Republic and, if made, any such representation must not be relied
upon as having been authorized by the Republic, thejoint lead managers or any persona cting on
either of their behalf.
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No representation can be made asto the availability of the exemption provided by Rule 144
under the Securities Act for resale of the Global Bonds.

Any person located outside of the United States (as defined in Regulation S under the Securities Act)
(an “International Offeree”) seeking to purchase Global Bondswill be required to and deemed to
represent and agree as set forth be ow that:

(8 Itislocated outside the United States (for purposes of Regulation S under the Securities Act),
it isacquiring the Global Bondsin an offshore transaction (as defined in Regulation S under the
Securities Act) and it has not been offered the Global Bonds within the United States.

(b) 1t acknowl edges that the Global Bonds have not been and will not be registered under the
Securities Act and, subject to certain exceptions, may not be offered, sold, pledged or delivered within
the United States or to, or for the account or benefit of, U.S. Persons (as defined in Regulation S under
the Securities Act); it agrees that, until the expiration of 40 days from the date on which it acquires
Glaoba Bonds from BANDES, it will not offer or sell the Global Bonds (i) except in an offshore
transaction or (ii) within the United States except to a qualified institutional buyer in atransaction
meeting the requirements of Rule 144A.

Each U.S. Offeree and International Offeree purchasing Global Bonds from BANDES that is a broker,
dedler, commercial bank, trust company or other entity tendering on behalf of a beneficial owner will
be required to represent and agree that it has received and will retain written certification to the
foregoing effect from each beneficial owner on behalf of whomit is seeking to purchase Global Bonds
in accordance with its customary procedures.
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THE BANCO CENTRAL UNDERTAKING

The Republic has irrevocably and unconditionally agreed that each payment to be made by the
Republic under the Global Bonds shall be effected through Banco Central and, for that purpose, Banco
Central has executed and delivered the Banco Central Undertaking in favor of the holders of the
Glaobal Bonds from time to time, the Fiscal Agent and each Paying Agent and has agreed to remit (as
and to the extent provided in the Fiscal Agency Agreement) U.S. dollarsin the amount of each
payment of principal of, and interest on, the Global Bonds at thetime and place and in the manner
provided in the Global Bonds and the Fiscal Agency Agreement. In this regard, the Republic has
irrevocably and unconditionally agreed to deposit, from timeto time, at Banco Central, in the accounts
specially established for this purpose, the Bolivares required for each payment prior to the date such
payment is required to be made and to deliver in atimely fashion to Banco Central the authorizations
necessary for it to effect the required conversions of Bolivares into U.S. dollars. The Republic has
agreed that no such deposit of funds with Banco Central shall be deemed to congtitute payment to any
holder of the Global Bonds of any amount payableto such holder. The Banco Central Undertaking is
governed by the laws of the State of New Y ork.

Pursuant to the Banco Central Undertaking, upon the deposit by the Republic at Banco Central of the
Bolivares required for payment due under the Global Bonds and receipt by Banco Central of the
authorizations necessary for it to effect the required conversions of the Bolivaresinto U.S. dollars,
Banco Central has a separate and independent obligation to remit U.S. dollars to the Fiscal Agent;
provided that Banco Central shall not be obligated to make any remittance of U.S. dollarsif such
remittance would constitute a breach of Banco Central’s obligation under Article 113 of the law of
Banco Central (Ley del Banco Central de Venezuela), aspublished in Official Gazette number 5,606
on October 18, 2002, to provide, on a priority basis, the foreign currency demanded from timeto time
by PDV SA to meet its needs for such currency in accordance with the foreign exchange budget
prepared by PDVSA.

Banco Central hasirrevocably agreed that any suit, action or proceeding against it or its properties,
assets or revenues with respect to the Banco Central Undertaking (a“Banco Central Proceeding”)
shall be brought exclusively in the courts of England that sit in London; in the Supreme Court of the
State of New Y ork, County of New Y ork; in the United States Didtrict Court of the Southern District
of New Y ork; or in the courts of Venezuela that sit in Caracas, as the person bringing such Banco
Central Proceeding may elect in its sole discretion (or in such other court as shall havejurisdiction or
be otherwise competent to hear and determine such Banco Central Proceeding, but only in the
circumstances specified in the Banco Central Undertaking), al as more fully set out in the Banco
Central Undertaking.

Banco Central hasirrevocably waived any objection which it may haveto the laying of venue of any
Banco Central Proceedings brought in any of the courts referred to above or to the laying of venue of
any suit, action or proceeding brought soldy for the purpose of enforcing or executing any judgment
obtained in a Banco Central Proceeding and has further irrevocably waived, to the fullest extent it may
effectively do so, the defense of an inconvenient forum to the maintenance of any Banco Centra
Proceeding or any such suit, action or proceeding.

To the extent that Banco Central or any of its revenues, assets or properties shall be entitled, with
respect to any Banco Central Proceeding at any time brought against it or any of its revenues, assets or
propertiesin any jurisdiction in which any court specified above is located, or with respect to any suit,
action or proceeding at any time brought soldly for the purpose of enforcing or executing any
judgment obtained in a Banco Central Proceeding in any jurisdiction in which any of the courts
referred to aboveis located, to any immunity from suit, from the jurisdiction of any such court, from
attachment in aid of execution of judgment, from execution of a judgment or from any other legal or
judicial process or remedy (except for certain processes and remedies more fully described in the
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Banco Central Undertaking), and to the extent that in any such jurisdiction there shall be attributed to
itself or any of its revenues, assets or properties such an immunity, Banco Central has irrevocably
agreed not to daim and hasirrevocably waived such immunity to the full est extent permitted by the
laws of such jurisdiction, all as more fully set out in the Banco Central Undertaking. The foregoing
description of the Banco Central Undertaking is a summary of, and does not purport to be complete
and isqualified in its entirety to the detailed provisions of, the Banco Central Undertaking. A copy of
the Banco Central Undertaking will be made available upon request from the Republic.
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PROCEEDS FROM THE EXCHANGE

The Global Bonds were exchanged for U.S.$261,027,472.50 in aggregate principal amount of
promissory notes or pagarés previoudly issued by the Republic to Banco de Desarrollo Econémico y
Social de Venezuela (“BANDES"). See “ Subscription and Sale” for more information about the
exchange transaction. Venezuela did not receive cash proceeds from the exchange.
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PRINCIPAL ECONOMIC |NDICATORS

Asof or For theYear Ended December 31,

1999 2000 20017 20027 20037
(per centage change)

Real GDP Growth (Decling®@ ..........ccoovvvoooerveeeee, (6.1)% 3.2% 2.8% (8.9% 9.2%
PetroleUm SECLO .......c.cueueeeereineieinee e (7.9 32 0.9 (12.6) (10.7)
NON-PELrol @UM SECLON ......oveeeeeeeineieireieireieieieinas (5.9 3.0 4.0 (6.5 (8.0

Consumer Prices
ENd of Period........cccvminiicneineessces 20.0 134 12.3 312 271
AVENAOE ..o 23.6 16.2 12.5 25 311

Wholesal e Prices
End of Period.........ccooeurineuninenieene s 13.6 15.8 10.2 51.3 na
AVETAO......oieeeeece s 16.2 15.2 13.3 343 na

Unemployment (IN90) ........ceeeenercnercineeeneeesenens 14.5% 14.2% 12.8% 16.2% 16.8%

(in millions of U.S. dollars, except wher e noted)
Balance of Payments

EXpOrts (f.0.0.) ..o $20,963 $33,529 $26,667 $26,656 $25,750
IMPOrts (F.0.0.) ..o (14,492) (16,865) (19,207) (13,622) (10,707)
Trade Bdance 6,471 16,664 7,460 13,034 15,043
Current Account Surplus (DEficit) ......oocveneenne. 2,122 11,853 1,987 7,423 9,624
Overal BalanCe.........cooeeeeveeeeeeeeceeeee e 1,068 5,953 (1,839) (4,427) 5,443
International Reserves
GrossBanco Central RESEIVES.........co.vvvmrn, $15,164 $15,883 $12,296 $12,003 $20,666°
Liquid Banco Centra Operating Reserves......... 11,707 12,634 8,825 8,038 15,546
Net I nternational Reserves at Banco Central....... 14,404 15,656 12,264 11,974 20,626

Other International Monetary Assets® . . 1,246 1,385 257 506 532

Stabilization FUN .......c.cooovieeeeeeceeceee e 215 4,588 6,227 2,857 700
Average Petroleum Export Price (U.S.$/barrel) ...... 16.0 5.9 2.2 2.0 257
IMPOrtS COVErage™ ......ovwoeceveeeeeeeeeeeeeeeeeeseeeeeeseene 13.8 11.9 85 1.7 n.a

(in billions of 1984 Constant Bolivar es)
Central Government

Total REVENUES.........c.oovicieiciie e Bs.96.8 Bs113.9 Bs121.6 Bs118.0 na
Total Expenditures.... 106.1 1233 147.0 137.0 na
Overall Surplus (DEFICIt) ..o 9.3 9.9 (25.5) (19.0) na
(as percentage of GDP) ..o (1.6)% (1.6)% (4.2% (3.5% na
(percentage changein real terms)
Monetary Aggregates®

Money SUPPIY (M2) ..o 0.)% 12.7% (7.2% (12.1)% 24.0
MONEtary BaSe........cccueueuineueineieineee e 10.0% 4.0% (0.4)% (9.9% 15.2

(2) Preliminary figures.

2 Based on constant Bolivares of 1984 purchasing power, referred to as 1984 Congant Bolivares. One U.S. Dollar isthe

equivalent of 5.03 1984 Congtant Bolivares. Calculation of Red GDP Growth figuresinclude certain import rights that are
not itemized as components of petroleum or non-petroleum Real GDP Growth.

3) Other than amountsin the Stabilization Fund.
(4) Number of months of |mports covered by Gross Banco Central Reserves
(5) Based on constant Balivares of 1997 purchasing power, referred to as 1997 Congant Bolivares. One U.S. Dollar isthe

equivalent of 358.44 1997 Constant Bolivares. Calculated by dividing Money Supply (M2) and Monetary Base nominal
levels by Consumer Price Index in 1997 Constant Bolivares.

(6) Thisfigure does not take into account certain amounts approved as of December 31, 2003 for conversionto U.S. Dollars
under the Exchange Control Regime.

na: Not available.

Sources Banco Central and Nationa Institute of Statistics, referred to asINE.
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RECENT DEVELOPMENTS
General Overview of Recent Palitical Developments

Since December 2001, political and social turmoil has intensified between groups that oppose and
those that support the government of President Hugo Chévez Frias, referred to as the Government.

On April 11, 2002, acoup d’ etat ousted President Chavez for two days and installed in his place
business leader Pedro Carmona.  Since December 2001, the opposition has staged four nation-wide
work stoppages to protest against the Government, the most recent of which began on December 2,
2002 and ended on February 3, 2003.

Political instability has had serious effects on the performance of the V enezuelan economy, with a
sharp drop in investment and a general recession in 2002. The Government estimates that this most
recent work stoppage resulted in lost revenues to the National Treasury of Bs.900 billion, decreased
revenues due to lost production to PDV SA of U.S.$5.2 billion (of which U.S.$2.8 billion represented
lost oil exports) and at times halted as much as 80% of the operations of the oil industry. GDP
declined in real terms by 8.9% in 2002 as compared to 2001 and by 9.2% in 2003 as compared to
2002. At year-end 2002, inflation, as measured by the CPI, had increased by 31%, as compared to the
prior year, and unemployment was 16.2%. For the year ended December 31, 2003, the rate of
inflation, as measured by the CPI, was 27.1%, and unemployment was 16.8%.

In addition, many street demonstrations and rallies have taken place both in support of and against
President Chavez. While most of these demonstrations have been peaceful, there have been a number
of fatalities and injuries during these public demonstrations.

Members of the middle class, the media, thelocal business sector, Confederacion de Trabajadores de
Venezuela, or CTV, the country’ slargest labor union, which represents doseto 15% of the unionized
labor force in Venezuda, and current and former military officers have led opposition protests. The
Coordinadora Democratica, or the Democratic Coordinating Committee, a civilian political
organization, is currently leading the anti-Government movement. The opposition has charged
President Chavez with trying to impose an authoritarian regime, pushing the nation into a deep
recession, poorly managing the public sector, supplying weapons to groups of its government
supporters and carrying out viol ent actions against members of the opposition.

The Chéavez administration contends that a major political shift based on popular participation is
occurring, which it has called a “Bolivarian Revolution.” 1n 1999, under the Chavez administration, a
new Constitution was approved by a significant magjority of Venezuelansin apopular referendum.
The new Constitution contains provisions designed to benefit the poorest sectors of the population,
modify the structure of the branches of Government and introduce significant advances in human
rights. The Government has introduced further social and economic reforms aimed at benefiting the
poor. The Chavez administration, through coalitions with other political parties, effectively controls a
majority of the National Assembly and the state governments, and, according to opinion polls, has
broad support among the poorer segments of society.

Negotiations between the Government and its opponents haveinvolved a number of domestic groups,
including the Coordinadora Democratica, led by Carlos Fernandez and Carlos Ortega, the former
presidents of the Federacion de Camarasy Asociaciones de Comercio y Produccion de Veneauela,
referred to as Fedecamaras, and CTV, respectively, and international organizations, induding the
“Group of Friendly Nations’, comprised of Brazil, Chile, Spain, the United States, Mexico and
Portugal, the OAS, and the Carter Center, led by former U.S. President Jmmy Carter. The most
notable achievement by these international organizations has been the brokering of an agreement
between the Government and its opposition providing for arevocatory referendum on the Chavez
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government this year. For more information concerning this agreement and the referendum, refer to
“—The Referendum”. However, negotiations between the Government and domestic opposition
groups remain tense.

The April 2002 Coup d’Etat

Early in April 2002, President Chavez appointed a new board of directors of Venezuda's state-owned
oil company, PDVSA. PDV SA management protested the appointments and was joined by
sympathetic labor groups in atwo-day general strike which culminated in a public rally by thousands
of opposition demonstrators demanding the resignation of President Chavez on April 11, 2002. A
clash between demonstrators and supporters of the Government resulted in 17 dead and approximatey
100 injured.

A group of high-ranking military officers publicly blamed President Chavez for the civilian deaths,
refused to recognize his authority, detained himin the presidential palace and transferred him to
Caracas military garrison, effecting a coup d’etat. It was widely reported that President Chavez had
resigned. On April 12, 2002, the military appointed Pedro Carmona, at the time the president of the
leading business federation, Fedecamaras, as transitional President. Mr. Carmona issued a decree
dissolving al of the other branches of Government, including the National Assembly, the Supreme
Court, the National Electoral Council, the Attorney General’ s Office and the Office of the Comptroller
General, aswdl as all elected political positions, including state governors and mayors. In responseto
the removal of President Chavez from office and the decree issued by Mr. Carmona, supporters of Mr.
Chavez protested publicly. Mr. Carmona’s actions were also protested by some of the military
officers who participated in the coup d’ etat. On the morning of April 13, 2002, Mr. Carmona
reinstated the National Assembly. Hewas detained by military officersloyal to President Chavez that
afternoon, and afew hours later President Chavez returned to office.

The December 2002 Work Stoppage

The most recent and damaging of the nation-wide work stoppages began on December 2, 2002 and
ended on February 3, 2003. It was called by the Coordinadora Democratica, CTV and Fedecamaras
and was joined by managers of PDV SA, many key PDV SA employees, certain officers of

Venezueld s oil tankers and merchant fleet, banks, the media, private and public universities and other
sectors of the country.

For a 20-day period in January 2003, oil tankers anchored in front of oil terminals, blocking shipments
to and from the facilities. The participation of the oil sector in this general work stoppage severdly
crippled oil production, which dropped as low as 25,000 bpd at the height of the work stoppage. In
January 2003, PDV SA was forced to declare an event of force majeure with respect to itsinternationa
petroleum sal es contracts, which was ultimately lifted on crude oil sales contracts in March 2003 and
on gasoline sales contractsin April 2003. In response to this emergency situation, the Government
activated theindustry’s oil contingency plan, induding military protection of some of PDVSA's
facilities, requested aid from OPEC in the form of both fuel and personnel, and received assistance in
the form of oil and gas ddiveries from Brazil, Trinidad & Tobago and Qatar. The production and
distribution of foodstuffs also was affected, resulting in food shortagesin certain regions.

In late January 2003, the Government announced a restructuring of the oil industry, induding a
reorganization of PDVSA. Approximately 18,000 of PDV SA’s ailmost 40,000 employees joined the
work stoppage and were subsequently dismissed from PDV SA. Government officials reported,
however, that a substantial part of PDV SA’ s billing and computer systems had been damaged or
sabotaged, effectively hampering effortsto return to normal levels of operation. The Attorney
General of the Republic initiated charges against Mr. Fernandez and Mr. Ortega on counts of
conspiracy and acts against national security for their rolesin the December 2002 work stoppage. In



an effort to avoid these charges, they fled V enezuda, and Mr. Ortega requested political asylumin
CogtaRica.

Effects of the Wor k Stoppage on the Oil Industry and the Economy

The work stoppage adversdy affected PDV SA’ s ability to make royalty and tax payments to the
Government. The National Treasury received |ess than 20% of the amount budgeted to be received
from PDV SA for the first quarter of 2003. The drop in income severdy affected the Government’s
public finances, forcing the Government to reduce the 2003 budget and to announce the likelihood of
additional future adjustments. The work stoppage exerted significant pressure on the Bolivar/U.S.
dollar exchange rate and resulted in substantial capital flight. From the last week of December 2002
through the first week of 2003, Venezuda lost morethan U.S.$2.4 billion of international reserves,
whilethe exchangerate increased to Bs.1,853 = U.S.$1.00 on January 23, 2003, from

Bs.1,350 = U.S.$1.00 at the end of November 2002.

Introduction of the Exchange Control Regime

In an attempt to support the Bolivar and bolster the Government’s declining leve of international
reserves, aswel asto mitigate the adverse impact from the oil industry work stoppage on the financial
system, the Ministry of Finance and Banco Central suspended foreign exchange trading on January
23, 2003. On February 6, 2003, the Government created CADIV 1, a currency control board charged
with handling foreign exchange procedures. The new exchange control regime fixed the U.S. dollar
exchange rate at Bs.1,596 = U.S.$1.00 for purchase operations and Bs.1,600 = U.S.$1.00 for sale
operations and for the payment of public foreign debt, and established the compul sory purchase and
sale of foreign currency through Banco Central.

Members of the business sector and representatives of Banco Central have criticized CADIVI's
complicated procedures and slow response with respect to approving requests for foreign currency. In
April 2003, CADIVI began approving small sales of U.S. dollars. In early May 2003, Banco Centra
encouraged CADIVI to accelerate the disbursement of foreign currency, fearing that the failureto do
so could prolong the current recession. On May 22, 2003, the Minister of Finance announced that the
exchange control procedures would be streamlined, adding that the Economic Cabinet would be put in
charge of formulating exchange control provisions while CADIV I would become a technical division
devoted to the processing of requests for foreign currency, particularly those made by importers. On
October 3, 2003, Banco Central passed Foreign Exchange Agreement No. 5 (Convenio Cambiario No.
5) which provided for expedited procedures for accessto foreign exchange to importers for imported
goods. Among other things, this agreement established that CADIVI must respond to any petition for
foreign exchange within five business days.

From itsinception through October 15, 2003, a total of U.S.$5.3 billion in foreign exchange had been
approved and U.S.$2.7 billion in foreign exchange had been disbursed under the exchange control
regime. For thefiveyears|eading up to theintroduction of the exchange control regime, Venezuda
spent an average of approximately U.S.$1.2 billion per month on imports. The stated goa of CADIVI
isto authorize approximately U.S.$650 million per month during the existence of the exchange
control regime.

Theimposition of exchange controls has had an adverse impact on Venezuela's capital flows.
Additionally, domestic and international businesses that rely on the importation of goods, machinery,
equipment or raw materials have been adversdy affected by theinability to obtain accessto foreign
exchange due to the imposition of the exchange controls. On April 17, 2003, the Export-Import Bank
of the United States, or Ex-Im Bank, announced that it would not approve additional guaranteesto
Venezuela for the sale of U.S. goods to public and private purchasers.
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Primarily dueto the restrictions on the sale of foreign currency mandated by this exchange control
regime, as well asthe recovery of oil exportsin 2003, gross international reserves stood at
approximatdy U.S.$20.7 hillion at December 31, 2003 (exd uding amounts deposited in the
Stabilization Fund), representing an increase of approximately U.S.$8.7 billion since December 31,
2002.

On February 9, 2004, the Ministry of Finance and Banco Central changed the U.S. dollar exchange
rateto Bs.1,915.20 = U.S.$1.00 for purchase operations and Bs.1,920.00 = U.S.$1.00 for sale
operations. The exchange rate for the payment of external public debt was also st at Bs.1,920.00 =
U.S.$1.00. Theadministration has declared that the exchange controls will remain in place until the
Government determines that they are no longer necessary.

Relationswith the M edia

The Government has accused the media of aligning with, and forming a fundamental part of, the
opposition. The Government has stated that many media partici pants have employed their facilities to
encourage opposition to the administration of President Chavez. In support of its contention, the
Government has stated its belief that media coverage of the events surrounding the April 2001 coup
d’etat and the media s use of its fadilities to promote the work stoppage that occurred in late 2002
through early 2003 represented biased and unfair reporting.

The Government has taken a number of steps which the opposition has asserted arein retaliation for
the media’s perceived bias. On January 12, 2003, the Government announced areview of television
broadcast concessions hdd by owners of media organizations. Days later, the National
Telecommuni cations Commission, or CONATEL, brought administrative charges againgt the main
television networks under the Telecommunications Law and the Law for the Protection of Children
for allegedly using time set aside for entertainment programming for political broadcasting, among
other things. These charges currently are being investigated by CONATEL. In addition, the
Government is supporting abill in the National Assembly, referred to by critics as the “Contents
Law”, governing the social responsibility of the broadcast media.

In October 2003, CONATEL disconnected satellite dishes and seized broadcasting equipment from
Glabovision, a 24-hour te evision news channd, for allegedly using certain broadcast frequencies
without proper authorization. CONATEL’ s actions have prevented the news channel fromairing live
feeds. The media and other critics of the Government have charged that these actions by the
Government are attempts to chill freedom of speech and suppress the media’s journalistic freedom.

Diplomatic Relations with Colombia

Venezuela has experi enced mounting diplomatic tension with neighboring Colombiain 2003. In early
February, Venezuda re ected arequest by Colombian President Alvaro Uribe to recognize Colombian
guerrilla forces asterrorists and instead passed a resolution that only condemned terrorist actions
perpetrated against Colombia. Since then, senior Colombian officials have renewed their claims that
Venezuela has used its armed forces to protect Colombian guerrilla camps located in Venezuda, a
charge which the Government has denied. On February 26, 2003, the Colombian consulate situated in
Caracaswasbombed. In March 2003, the Venezudan Army attacked what it believed to beillega
Colombian forces run by rightist groups known as Autodefensas Unidas de Colombia.

In an attempt to resolve cross-border tension, Venezuda announced that it would add more troopsto
the 5,000 already stationed along the V enezuda-Colombia border in order to prevent incursions by
Colombian guerrillas. In addition, President Chévez met with President Uribe on April 23, 2003 in
Puerto Ordaz, Venezuda. Theleaders agreed to strengthen border-security cooperation programs. In
addition, the two presidents reached agreements on expediting foreign currency allocations and on a
number of joint undertakings between the two countries regarding water treatment, refinery
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development, heavy crude oil production, transportation and the construction of a bilateral gas
pipdine

Special Social Programs

Beginning in 2002, the Government designed social programs, called Missions, which have as their
objectives the direct provision of social servicesin the areas of health, education and employment.
Bs.750 billion has been allocated in the 2004 national budget to fund these social programs. Designed
to improve literacy, provide primary health carein the country’s poorest neighborhoods and develop
employment opportunities, many of these programs have come under criticism from the political
opposition as intended primarily to increase support for President Chavez in the revocatory
referendum process as well as dueto the participation of Cuban medical and other staff in the
implementation of the programs.

The Referendum

The Government and the opposition signed an agreement on May 29, 2003, mediated by the OAS,
which established the political principles for a congtitutional, democratic, peaceful and € ectoral
solution to the political instability facing Venezuela. The parties to the agreement acknowledged that
such a solution could be achieved by a potential referendum on the rule of President Chéavez, which
could only occur after August 19, 2003. That date marked the midpoint of President Chavez's six-
year term, when the Venezudan Congtitution allows for alegally-binding referendum. Among other
things, this agreement prohibits the National Assembly from amending the e ectoral lawsin advance
of the referendum and requires the Government to finance any such vote and calls for the effective
disarmament of the civilian population prior to any such recall referendum. On August 20, 2003, the
opposition submitted the signatures that it had collected in February 2003. According to the
opposition, the number of signatures submitted was 2.7 million.

A joint legidative committee of the National Assembly, comprised of equal numbers of pro-
Government and opposition lawmakers, was created to recommend individual s for appointment to the
National Electoral Coundil. The committee selected 87 individuals from which the National
Assembly was to appoint the 15 member board of the National Electoral Council, which will be
responsible for overseeing all dectoral processes, including any potential referendums. However, the
National Assembly failed to meet the deadline imposed by the Supreme Court for appointing the
National Electoral Coundil. Asaresult, thetask of selecting thefive directors and 10 reserves out of
the 86 candidates was transferred to the Supreme Court. On August 25, 2003, the Supreme Court
named a new National Electoral Council, and the five members were sworn in on August 27, 2003.

On September 12, 2003, the National Electoral Council determined that the signatures collected by the
opposition in February 2003 and submitted in August 2003 were invalid because (i) they were
collected before August 19, 2003 and (ii) the forms in which the signatures were collected did not
expressly request therecall referendum. Later that month, the National Electoral Council established
new referendum regulations. Under the new rul es, those seeking to recal | President Chavez from
office must obtain authorization from the National Electoral Council to start a signature drive. On
October 1, 2003, the National Electoral Coundil officially accepted the opposition’s request for a
recall referendum on President Chévez and on October 15, 2003, the Council established the dates for
the signature drive pursuant to which the opposition would be required to gather a minimum of 2.4
million signatures to initiate the recall referendum regarding President Chéavez.

On August 20, 2003, members of MV R introduced before the National Electoral Council petitions for
referenda to recall one mayor, seven governors and 38 members of the National Assembly associated
with the opposition. In addition, in October 2003, members of Accion Democratica introduced before
the National Electoral Coundil petitions for referendato recall 34 members of the National Assembly
associated with the Government. The National Electoral Council approved all 81 petitions for recall
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referenda. However, in November 2003, the National Electoral Council suspended the recal |
referenda for governors and mayors. Because new elections for these governors and mayors are
scheduled to occur in June 2004 and any recall referenda would coincide with the timing of such
elections, the National Electoral Council has determined any referenda concerning these officials to be
unnecessary. In November 2003, the National Electoral Council invited the OAS, the United Nations
Development Programme and the Carter Center to participate as observersin the signature coll ection
drives.

The collection of signatures to recall members of the National Assembly by MV R took place between
November 21, 2003 and November 24, 2003, while the signaturedriveto recall President Chavez and
members of the National Assembly by Accién Democratica took place between November 28, 2003
and December 1, 2003. Except for certain insignificant isolated events, the signature collection
processes, in both cases, transpired without incident.

In February 2004, the National Electoral Council announced that it would ask approximately 876,000
of the citizens who participated in the signature drive to recall President Chéavez to confirm their
signatures. The decision of the National Electoral Coundil to provisionally reject the 876,000
signatures was met with strong criticism by the opposition and the dissenting members of the National
Electoral Council. On February 27, 2004, the opposition hdd a protest march against the National
Electoral Council’s decision, during which violence broke out between the opposition and the
National Guard. In the subsequent days, the opposition organized protestsin several urban aress. In
connection with the protests, there were a number of clashes between pro- and anti-Government
supporters in which the National Guard was called in to prevent violence. During these clashes, nine
people were killed and many others were injured and/or detained. In responseto these developments,
the opposition accused the Government of violating human rights and the Government argued that the
opposition promoted violence to destabilize the country.

On March 2, 2004, the National Electoral Council officially announced that approximately 1.8 million
signatures were valid, approximately 377,000 were rejected and approximately 876,000 signatures
were preiminarily regected but subject to reaffirmation. On March 15, 2004, the Electoral Chamber
of the Supreme Court reversed the decision of the National Electoral Council and ruled that the
signatures under observation must be considered valid unless citizens came forward to disclaim them.
On March 23, 2004, the Constitutional Chamber of the Supreme Court revoked the El ectora
Chamber’s decision, ruling that the Electoral Chamber was not authorized to rule on the recall
procedures because that power isheld exdusively by the National Electoral Council. On March 29,
2004, the Electoral Chamber responded by requesting all 20 judges on the Supreme Court to settlethe
dispute.

In April 2004, the National Electoral Council revised the earlier figures, whereupon approximately 1.9
million signatures were deemed valid, approximatdy 375,000 were regj ected and approximately 1.2
million were subject to reaffirmation. Asto the signatures subject to reaffirmation, National Electoral
Council officials asked theseindividuals to return to 2,659 voting centers nationwide to confirm their
signatures and thumbyprints. Also, individuals whose signatures were deemed valid will be given the
opportunity to visit the voting centers to withdraw their signatures. The National Electoral Council
has schedul ed the signature verification process to begin on May 27, 2004 and to culminate with an
announcement on June 4, 2004. Individualswill be ableto verify their signatures at the voting centers
between May 28, 2004 and May 30, 2004.

In order for thereto be new presidential € ections, President Chavez would have to be recall ed before
August 19, 2004. According to the Venezudan congtitution, if the President is voted out of office
during thelast two years of his presidency, which begins on August 19, 2004, no new presidential
elections may be held. Rather, the vice president would assume the responsibilities of the president
and serve out the remaining presidential term.
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The Current Economic Situation

In 2003, GDP totaled Bs.496.6 billion in 1984 Constant Bolivares, representing a contraction of 9.2%
in real terms compared to 2002. The work stoppage that began in December 2002 caused |ost
revenues of approximately Bs.900 billion to the National Treasury as compared to projections,
disrupted national cash flow levels and caused serious arrears of public sector salaries, fund transfers
to the states and munidipalities and infrastructure-bound investment.

For the year ended December 31, 2003, the rate of inflation, as measured by the CPI, reached 27.1%.
In addition to the imposition of the exchange control regime established in February 2003, the
Government has implemented price controls on certain basic goods and food staplesin an effort to
amdiorate the adverse effects of the contraction of the economy on the poorer segments of the
Venezuelan population. Items covered by the price controls, and the levels of maximum permitted
prices, have been adjusted from time to time by the Government.

To date, the Republic has made all scheduled payments on its external debt obligations. In 2003, the
Republic has refinanced, by means of voluntary debt swaps, approximately U.S.$1.0 billion equivalent
of locally-issued indebtedness, or over 65% of the domestic public debt bonds that were scheduled to
mature between January and August 2003. These transactions reduced the Government’ s debt service
obligations in the short term and achieved significant cash management savings. In addition, the
Republic, through a public tender offer, repurchased approximately U.S.$1.7 billion aggregate
principal amount of its Front-Loaded Interest Reduction Bonds, New Money Bonds and Debt
Conversion Bonds. The Republic paid for the bonds it repurchased in the tender offer with the
proceeds of a U.S.$1.5 hillion issuance of its 5%% Notes due 2010, to local investors, who paid for
the securities in Bolivares. For more information regarding the Republic’s 5%% Notes due 2010,
refer to the tablein “Public Debt—Capital Market 1ssues of Public External Debt”.

Standard & Poor’s, Moody' s Investor Services and Fitch all lowered their ratings and outlook with
respect to the Republic’s foreign currency-denominated debt in late 2002 and early 2003 (Standard &
Poor’s in December 2002; Moody' s and Fitch in January 2003), citing increasing pressure on the
Republic’'s finances and international reserves dueto continued economic disruptions, especialy in
the petroleum sector. Specifically, Standard & Poor’'s, Moody’s and Fitch all downgraded their
ratings for the Republic’s foreign currency-denominated debt to CCC+, Caal and CCC+ (for long-
term debt), respectively. In addition, Moody’ s changed its outlook for the Republic’s foreign debt to
developing, while Standard & Poor’s and Fitch maintained a negative outlook for such debt at that
time. Standard & Poor’ s subsequently upgraded its outlook on the Republic’ s long-term foreign
currency-denominated debt from negativeto stablein April 2003 and, in July 2003, raised itsrating
for such debt from CCC+ to B-, citing improved external liquidity ssemming from recovering oil
production and an improved amortization profilerelated to the tender offer announced in July 2003.
Moody’s and Fitch also subsequently upgraded their respective outlooks for the Republic' s foreign
debt to stable (Moody’s in May 2003 and Fitch in June 2003). In addition, Fitch raised its rating for
the Republic' s foreign currency-denominated debt to B- in June 2003, citing the Government’s
successin restoring oil production levels.

The effect of these devel opments on the future stability of the V enezuelan government and on the
economic and financial position of the Republic (including as a result of the direct economic and
finandal losses associated with these devd opments) cannot be determined at thistime. However, any
continuing political instability could have a significant negative impact on the V enezud an economy.

On severa occasions beginning in the fall of 2003, President Chéavez publicly appealed to Banco
Central to make up to U.S.$1,000,000,000 available to hel p finance the production of agricultural
products. The Board of Directors of Banco Central has publicly responded to President Chavez's
statements that the Central Bank Law does not permit any direct lending to the National Executive for
agricultural development. President Chavez has publidy stated his disagreement with Banco
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Central’s position and has threatened to seek ajudicial determination of the matter in the Supreme
Court and/or to seek the enactment of legislation in the National Assembly amending the Central Bank
Law expresdy to authorize such assistance

In statements made on January 7, 2004, President Chavez indicated that if the Government was unable
to reach an accommodation with Banco Central regarding means by which sufficient funds could be
made available to the agricultural sector, he might seek to take control of Banco Central for such
purpose. In responseto press reports and investor concerns regarding President Chavez' s statements,
the Ministry of Finance issued a press re ease on January 7, 2004 affirming that the Government had
no intention of seeking control over Banco Central or its foreign exchangereserves. It also stated all
of the actions of the Government in respect of any arrangements regarding a program of financial
support to the agricultural sector would be accomplished fully within applicable V enezuelan law and
the Constitution and in a manner that safeguards the independence of Banco Central.

On January 29, 2004, the Government increased the mandatory percentage that banks should allocate
to agricultural accounts from 12% to 16%. However, the Government and Banco Central continue to
debate whether the current leve of international reserves (approximately U.S.$20.7 billion at
December 31, 2003) exceeds the optimum level to maintain. As aresult, on March 17, 2004, the
Finance Commission of the National Assembly, which is controlled by individuals aligned with the
MVR, made a formal request to the directors of Banco Central to initiate a study on the management
of international reserves and whether an excess exists. Additionally, President Chéavez has stated his
intention of submitting to the National Assembly a proposed law that would permit the Government to
obtain access to Banco Central’s foreign reserves in excess of leves deemed adequate.



BOLIVARIAN REPUBLIC OF VENEZUELA
Geography and Population

Geography

Venezuelais situated on the northern coast of South America. It has a coastline of approximately
2,813 kilometers on the Caribbean Sea and the Atlantic Ocean. Colombiabordersit on the west,
Brazil on the south and Guyana on the east. Venezuda' s national territory of approximatey 916,445
square kilometers incdludes 72 islands in the Caribbean. The Venezuelan territory varies from tropical
to mountainous to Amazonian regions. Environmentally-protected areas comprise approximately 40%
of theland.

Caracas, Venezuda's capital and largest dity, is Venezuda's political, financial, commercial,
communications and cultural center. As of year-end 2002, the population of the capital district of
Caracas was gpproximatdy 2.0 million. As of the same date, Maracaibo, the nation’ s second-largest
city, had an estimated population of 1.4 million and is located near Venezuda's most i mportant
petroleum fields and richest agricultural aress.

Part of the eastern border with Guyana is subject to a border dispute. V enezuda has claimed that
certain territory occupied by Guyana should be considered part of Venezuela s national territory. The
area of disputeis currently under the control of Guyana. Under international accords, Venezudla and
Guyana have agreed to seek a settlement of the territorial dispute. Sincethe signing of the accords,
Venezuela and Guyana have periodically undertaken negotiations regarding the status of the territory.
Nevertheless, the negotiations to date have not resulted in afinal accord. The accords do not contain
any final date by which the parties must resolve the dispute.

Drug traffickers, guerrilla incursions from Colombia and other incidents present a continuing problem
in Venezuda/Colombia relations. Venezuelan armed forces have been stationed on the sparsdy-
populated western border to control incursions and to provide protection to Venezuelan ranchers
residinginthisarea. There has been an increasein the number and severity of these incidents with
Colombia since 2003. In light of these incidents, among other measures, the V enezuelan army has
deployed more troops along its border to boost security.

Population

Venezuela had an estimated population of approximately 25.1 million as of year-end 2002. The
Government estimates that approximately 67.0% of all Venezudans were between the ages of 15 and
64 in 2001. Theestimated Venezuelan labor force was approximatey 11.8 million in June 2003.

Programs to improve the social welfare of poor and extremely poor V enezue ans are part of the

Government’s economic plan. According to INE, at December 31, 2002, the poor and extremely poor
represented approximately 48.1% of the V enezuelan population.
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Thefollowing table sets forth, for the year 2000, comparative GDP figures and se ected other
comparative social indicators for Venezuela and other selected Latin American countries:

Venezuela  Argentina Braazl Chile Coombia M exico Peru
(inU.S. dollars)
GDP (billi ons)(l) $1205 $285.0 $595.5 $705 $81.3 $5745 $53.5
Real GDP per capita(l) $5,794.0 $12,377.0 $7,625.0 $9,417.0 $6,248.0 $9,023.0 $4,799.0
Life expectancy at birth (years) 72.9 734 67.7 75.3 712 726 68.8
Infant mortality rate 20.0 180 320 100 250 250 40.0
(per 1,000 births)
Adult literacy rate (%) 92.6 96.8 85.2 95.8 91.7 914 89.9
(2) The United Nations cal culates GDP and its components as adjusted for purchasing power parity.

Source: United Nations Devel opment Program Human Devel opment Report, 2002.

Form of Gover nment and Political Parties
Venezuelais divided into 23 states, a capital district and various federal dependencies.

Venezuela has had a democrati call y-el ected Government since 1958, following the overthrow of a
military dictatorship. The current Constitution, adopted in 1999, establishes the structure of the
Venezuel an government, including the division of powers among the executive, legislative, judicial,
civic and electoral branches, aswell asindividua and collective rights and duties.

Political Partiesand Recent Elections

Prior to the mid 1990s, the two largest political parties in Venezuda had been Accion Democratica,
referred to as AD, and Partido Social Cristiano, referred to as COPEI. These parties attracted support
from a wide spectrum of political interests. Between 1958 and 1993, representatives of AD held the
presidency five times, and representatives of COPEI hdd the presidency twice. Commencing with the
presidential electionin 1993, AD and COPEI suffered from voter dissatisfaction, and several new
codlition parties recorded dectora victories. In 1993, Rafael Calderawas dected President on the
Convergencia party ticket. Mr. Caldera had previoudy served as President between 1974 and 1979 as
the COPEI candidate.

In December 1998, Mr. Hugo Chéavez Frias was el ected President for a five-year term, capturing
56.5% of thevote. Hisinauguration took place on February 2, 1999. A candidate from MVR,
President Chavez was supported during his candidacy by a coalition called the Polo Patri6tico, which
included members of MV R, Movimiento al Socialismo, referred to as MAS, and Patria para Todos,
among others. President Chavez's dection was perceived as a reflection of the Venezudan
population’ s disenchantment with the traditional political parties and concern over all egations of
public mismanagement and corruption within the previous administrations. President Chavez was
among the leaders of an attempted coup d’ etat against then President Carlos Andrés Pérez in 1992,
Oncethe new Constitution became effectivein December 1999, new € ections were scheduled. On
July 30, 2000, President Chavez was re-elected President for a six-year term, capturing 59% of the
vote

State and local officials are elected for four-year terms. Thelast dections for state and local officials
were hdd in December 2000.

The general strike that began in December 2002 was intended by the opposition to force President
Chavez to step down or to agreeto early dections. For moreinformation, refer to “Recent
Developments’. Asthe opposition was unsuccessful in these efforts, the Democrati c Coordinating
Committee attempted to orchestrate a non-binding consultative referendum on his ruleto be held in
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February 2003. On August 20, 2003, the opposition submitted the signatures collected in February
2003 requesting arecall referendum, however, on September 12, 2003, the National Electoral Coundil
determined that the signatures collected were invalid. On October 1, 2003, the opposition made a new
request for arecall referendum on the rule of President Chavez and held another signature drive
between November 28, 2003 and December 1, 2003. The National Electoral Council announced that
approximately 1.9 million signatures were valid, approximatey 375,000 were rejected and
approximatey 1.2 million signatures were preliminarily rejected but subject to reaffirmation. Asa
result, National Electoral Council officials asked these individual sto return to 2,659 voting centers
nationwide to confirm their signatures and thumbprints. The National Electoral Council has
scheduled the signature verification processto begin on May 27, 2004 and to culminate with an
announcement on June 4, 2004. For more information on the National Electoral Council and recall
referenda, refer to “Recent Devel opments—T he Referendum”.

The 1999 Constitution

After his eection as President in December 1998, President Chavez proposed a series of important
political changesin early 1999. After a popular referendum was held on April 25, 1999, the Asanmblea
Nacional Constituyente, or the Congtituent Assembly, was created for the purpose of drafting a new
congtitution. The members of the Constituent Assembly were dected on July 25, 1999 and assumed
legislative functions until the adoption of the new Constitution.

On December 15, 1999, the Congtituent Assembly presented a constitution for approval by the
Venezuelan dectorate. The proposed constitution was approved by approximatdy 70% of those
persons who voted and was adopted effective December 30, 1999. Under the new Constitution, a
unicameral national legidature, the National Assembly, was created to undertake | egislative functions.

The 1999 Constitution, among other things:

» expanded therole of the Government with respect to social security, health care and
education;

« created the civic and dectoral branches of the Government;
« created the office of the Vice President;
» dlowed active military officersto vote; and

» prohibited the privatization of PDVSA, the state-owned petroleum company. The 1999
Constitution’s restrictions concerning PDV SA did not, however, extend to PDVSA’s
subsidiaries or strategic associations.

The 1999 Constitution guarantees V enezuelan citizens a broad array of social benefits which
materially exceed those provided under the previous Constitution. Among other social benefits, the
1999 Constitution provides that:

» theGovernment is required to ensure the wdl-being of its citizens through the cregtion of
anational public healthcare system, the financing for which must be ensured by the
Government;

» education isan absolute right of all citizens, and the Government must ensure that all
citizens are afforded the opportunity to free education (through secondary school) in
Venezueld's public education system;

» theGovernment is required to provide assistanceto its citizens in the event of illness,
incapacity, unemployment, maternity, paternity, old age and other special circumstances;
and



« dl dtizensare entitled to livein a home with adequate security, comfort, hygienic
conditions and basic services, to that end, the Government must ensure that measures are
implemented that will provide families with access to financing for the construction and
the acquisition of residential homes.

Organization of the Venezuelan Government

Under the 1999 Constitution, the Government is comprised of five branches at the national levd, as
wdll as state and local governments. The following is a description of the role of the various branches
of Government:

The Executive Branch. Executive power isvested in the President and the Vice President, who is
appointed by the President. Under the 1999 Constitution, the President is el ected for aterm of six
years and may be re-elected for a second consecutiveterm. The 1999 Constitution provides that the
public can call for alegally-binding recall referendum at anytime after the midpoint of the President’s
six-year term. For moreinformation regarding the referendum process, refer to “Recent
Developments—The Referendum”. Ministers are also appointed by the President and head the
various executive departments. These Ministers together constitute the Coundl of Ministers. Under
the 1999 Condtitution, the President is the commander-in-chief of Venezuda s armed forces. The
different services within Venezuda s armed forces report to the Minister of Defense.

The Legidative Branch. National legidative power isvested in the National Assembly. National
Assembly members are dected by universal suffrage for terms of five years and can bere-elected for
two additional consecutiveterms. The number of members of the National Assembly is determined
by the National Electoral Council on the basis of proportional representation by state.

The Judicial Branch. Judicial power isvested in the Supreme Court and various lower tribunals.
The 1999 Constitution provides that the National Assembly will appoint the fifteen justices of the
Supreme Court for twdve-year terms. The Supreme Court isthefinal court of appeals. It hasthe
power to declare null and void laws, regulations and other acts of the executive or legidative branches
that conflict with the Constitution.

The Civic Branch. The civic branch, which was created under the 1999 Constitution, is responsible
for preventing, monitoring and sanctioning ethical and moral violations in connection with public
administration. This branch is comprised of three entities: the Defensoria del Pueblo, which promotes
and monitors the protection of human rights; the Fiscalia General de la Republica, which promotes
the fair administration of justice and judicial processes; and the Contralor General de la Republica,
which monitors and controls the administration of the Government’ s assets, revenues and public debt.
The heads of these entities are appointed by the National Assembly. Candidates are evaluated and
qualified by a committee of the National Assembly based on various criteria, such as education level
and experience. Appointments are for seven-year terms.

TheElectoral Branch. The eectoral branch, which was created under the 1999 Constitution, is
responsible for promulgating rules and regulations concerning dections. The dectoral branch also
monitors dectoral processes, campaign financing and campaign advertising. The electoral branch
operates through the National Electoral Council. The head and board of directors of the National
Electoral Council are appointed by the National Assembly.

The State Governments. State executive power is exercised by a governor who is dected by
universal suffrage within each state. Statelegislative power is vested in state assemblies whose
members are also e ected by universal suffrage within each state.

In 1993, the Venezudan Congress created the Fondo Intergubernamental para la Descentralizacion,

referred to as FIDES, to fund the administrative decentrali zation of the Government and promote
municipal and state development, among other things. The Government planned to fund these goals
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through a combination of budget appropriations, loans from multinational and international

organi zations, contributions from private organizations and the participating state and municipa
governments. Each year, the fund receives no less than 15% of the total amount collected from the
value-added tax, or the VAT. It was contemplated that FIDES, after the deduction of certain
operational expenses not to exceed 2% of the amount collected from the VAT, would devote 60% of
its resources to projects benefiting the states and 40% of its resources to projects benefiting
municipalities. Each state and municipality wasto receivealevel of funding determined by its
population, geographic size and rdative leve of development. In addition, areserve was to be funded
to provide for special projects. Thelaw governing FIDES was amended in August 2000. This
amendment enabled the Government to decrease theleve of its contributions to the states and

muni cipalities under this fund.

I mplementing Legidation

The 1999 Constitution contains transitory provisions that require that |egidation implementing its
provisions be enacted by the end of 2001. The Government is currently in the process of drafting such
legislation, but dueto the complexity involved in structuring such | egislation, the enactment process
was not completed during the time specified in the 1999 Congtitution. The Constitution does not set
forth any pendlties for the failure of the Government to adopt such implementing legislation by the
end of thetransitory period.

Because the drafting of such legidation has not been completed, the Government has not yet
determined the precise manner in which the benefits provided by the 1999 Constitution will be
implemented, their timing or their cost. If fully implemented, however, the 1999 Constitution will
significantly increase the Government’ s expenditures as compared to previous years.

National Assembly

On July 30, 2000, € ections were held for members of the National Assembly and regional offices.
The 2000 dections for the National Assembly gave MVR amajority of the 165 seats in the National
Assembly, which majority has decreased over time as certain members of MV R have subsequently
switched political parties. MV R must now form coalitionsin order to ensure the passage of al laws
that constitutionally require a majority, induding organic laws (Leyes Organicas), which require a
two-thirds majority. The Venezuelan Constitution defines organic laws as those that, among other
things, establish the organization and functions of the branches of the Government, implement rights
guaranteed by the Constitution and establish the general framework for broad areas of law.

A three-fifths majority is required to enact enabling laws (Leyes Habilitantes). Enabling laws are
those that grant the President the power to issue law-decrees having the same effect as statutes without
further approval by thelegislature. Historically, MVR has been able to enter into coalitionswith MAS
and several other small parties in order to garner the specific mgjority required for the passage of
legislation. However, thereis no guaranteethat it will be ableto continueto do so in the future.



The following table sets forth the number and party affiliations of the National Assembly as of
April 8, 2003:

No. of
Pdlitical Party Seats
Movimiento Quinta Republica 70
Accién Democrética 25
Movimiento al Socialismo 13
Partido Social Cristiano 8
Podemos 7
Proyecto Venezuela 7
Primero Justicia 5
Others 30
Total 165

Thenext eections for the National Assembly are scheduled for July 30, 2005.

Enabling Laws

In April 1999, in accordance with Article 190 of the Constitution, President Chavez requested that the
Venezuelan Congress pass a special law, referred to as the Enabling Law. The 1999 Enabling Law
granted the President the power to issue law-decrees that would have the same effect as satutes,
without the need for any further approval by the National Assembly. This Enabling Law expired on
October 26, 1999.

Under the Enabling Law, the President was authorized to issue law-decrees relating to national public
adminigtration, public finance, taxation and social security. The President issued a number of law-
decreesin furtherance of the Programa Econdmico de Transicién 1999-2000, referred to as the
Economic Plan. The enacted |aw-decrees included:

» approval of a broadly-based 15.5% value-added tax, referred to asthe New VAT, to
replace the Impuesto al Consumo Suntuario y Ventasal Mayor, referred to asthe LWT;

» approval of atemporary 0.5% tax on bank debits, referred to asBDT, which expired in
May 2000 (and was effectively replaced by a new bank debit tax promulgated in March
2002);

* amendmentsto the laws governing customs duty collection procedures;
* amendmentsto the laws governing the preparation of the budget; and
» approval of certain changes to the Stabilization Fund.

On November 13, 2000, at President Chavez' s request, the National Assembly enacted a new enabling
law, granting the President the power to issue a number of new law-decrees, referred to as the New
Enabling Law. The New Enabling Law authorized the President to issue law-decrees in the areas of
banking, agriculture, hydrocarbons, personal security, the conversion of Fondo de Inversionesde
Venezuela, known as FIV, into Banco de Desarrollo Econémico y Social de Venezuela, or BANDES,
and the organization and functioning of the executive branch, among others.

During the course of 2001, President Chavez issued law-decrees governing the following areas,
among others:

« theamendment of the law governing the Stabilization Fund, which modified the funding
requirements of each of the entities that contribute to the Stabilization Fund;
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» theestablishment of a system designed to make financing available for small businesses
and sdf-employed and unemployed persons;

* theestablishment of laws designed to promote devel opment and increase security in the
port and railroad systemsin Venezuda; and

» theestablishment of a general framework governing bidding activities in connection with
the privatization of state-owned enterprises.

In addition, on April 10, 2001, the President issued a law-decree which provided for the conversion of
FIV into BANDES. BANDES' objectives are, among other things:

» tofinance and otherwise support regional development through long- and medium-term
projects;

* toadminister assets on behalf of consolidated public sector entities;
* toadminister funds and programs provided by multilateral and bilateral entities; and
* topromote private sector investment in certain public sector entities.

Somereal estate and personal property owned by FIV and certain investment assets held by FIV have
been transferred to BANDES. The shares of Banco Industrial de Venezuela, referred to as BIV,
Standard Chartered Bank, Banco de Comercio Exterior and CAF that were owned by FIV have been
transferred to BANDES. All other shares of stock held by FIV have been transferred to the Republic.
BANDES now administers all trusts that were previoudy administered by FIV.

The New Enabling Law expired on November 13, 2001. However, immediatdy prior to the
expiration of the New Enabling Law, President Chavez issued an additional 49 new law-decrees
governing numerous aress, the most important of which were:

anew Hydrocarbons Law, governing royalty payments on oil extraction and control over petroleum
sector projects (for moreinformation, refer to “Principal Sectors of the V enezuelan Economy—
Petroleum and Natural Gas—New Hydrocarbons Law”);

aLands and Agricultural Development Law, referred to as the Lands Law, introducing land and
agricultural reform (for more information, refer to “Principal Sectors of the V enezuelan Economy—
Agriculture and Livestock—L ands and Agricultural Development Law-Decreg’); and

anew General Law of Banksand Other Financdial Ingtitutions (for moreinformation, refer to “The
Financial System—TFinancial Institutions”).

The controversy surrounding certain of the 49 new law-decrees issued November 13, 2001, especially
the Ley Organica de Hidrocarburos, referred to as the new Hydrocarbons Law, and the Lands Law,
led to protests by Fedecamaras and CTV, as well as other business and labor organizations.

External Affairsand Membership in International Organizations

Venezuelais a member of the United Nations and a founding member of the Organization of
American States. Itisalso amember of OPEC, the IMF, theWorld Bank, the|ADB, the General
Agreement on Tariffs and Trade, or GATT, the World Trade Organization, or theWTO, and CAF, a
multilateral devel opment bank headquartered in Caracas.

Venezuela has traditionally consulted with various international agendies such asthe |ADB, the World
Bank and the IMF regarding its economic programs, objectives, projections and policies. In
particular, Venezuela complieswith Article 1V of the IMF Articles of Agreement, which reguires that
member countries carry out annual consultations with the IMF.
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Venezuelais a member of the Andean Community, an Andean regional integration alliance, whose
members include Bolivia, Ecuador, Colombia, Peru and Venezuela. Along with the other members of
the Andean Community, Venezudais currently seeking to join Mercosur. Venezudlais also party to a
number of other multilateral trading groups, including the G-3 Group with Mexico and Colombia and
the Caribbean Community and Common Market, known as CARICOM.

Economic, Financial and Socio-Demographic Reporting Standards

Venezudlaisa participant in the General Data Dissemination System of the IMF. Countries that
participatein the General Data Dissemination System make a commitment to use the General Data
Dissemination System as a framework to develop nationwide systems to produce and disseminate
economic, financial and socio-demographic data. Participation in the General Data Dissemination
System isvoluntary. Asa participant, Venezuela has committed to undertake the following three
actions:

» adopting the General Data Dissemination System;

* designating a country coordinator to act as the main contact between the Government and
IMF staff on all issues relating to Venezuda s participation in and implementation of the
General Data Dissemination System; and

* preparing information about its data and dissemination practi ces to be posted by the IMF
on its Dissemination Standards Bulletin Board. These data and dissemination practices
areintended to cover Venezuela s current statistical production and dissemination
practices and plans for short- and medium-term improvements and, if applicable,
associated technical and other assistance required to implement these plans.

Asof May 31, 2001, Venezuda had completed all three actions required for its participation in the
General Data Dissemination System. The Government is currently working to adapt its systemsto
comply with the IMF' s Special Data Dissemination Standard.

Environment

Venezudais sparsay populated and is one of the world’s most biologically diverse countries. Itis
classified by the World Wildlife Fund for Nature as a megadiverse country. Venezudaishometo
more than 25,000 species of vascular plants, 1,300 species of birds out of aworld total of 9,000,
including 40% of the known species of neotropical birds, and more than 340 species of mammals.

Over thelast 50 years, the Government has instituted a system of protected areas to manage and
protect Venezuela's environment and natural resources. The protected areas now constitute
approximately 40% of the national territory. In addition to preserving the environment and itsrich
biodiversity, the system of protected areas provides tangible economic and social benefits.
Ecotourismis a devel oping sector of the V enezuelan economy. The protection of critical watersheds
results in a supply of potable water for the population aswel as the national production and export of
electricity. National parks are the source of 30% of the water supply to mgjor urban areas. They are
also the source of 30% of the water used by V enezudan hydrod ectric dams.

A body of environmental legislation and an extensive legal system of management and enforcement
arein place. The 1999 Constitution provides certain guarantees with respect to environmental
conservation through sustainable deve opment policies. Medium- and long-term environmental goals
and reated rules are set forth in the Organic Law of the Environment of 1976 and the Organic Zoning
Law of 1983. Currently, amendments to the Organic Law of the Environment are being considered by
a special committee of the National Assembly. Venezuelaalso hasratified 72 international treaties
reated to the environment.



Venezuelan environmental law is administered and enforced by the Ministerio del Ambientey
Recursos Naturales, referred to as MARNR. MARNR was founded in 1976 and has broad authority
to issue regulations relating to the environment and the development of sustai nabl e devel opment
policies. It also supervises, plans and administers all aspects of the environment, including its
enjoyment, conservation, defense and improvement. Venezueld s national environmental laws
provide for a certain level of administrative decentralization. As such, states and municipalities are
granted broad authority with respect to environmental management.

MARNR’s polides include strategies and programs intended to promote development through rational
use of renewable natural resources that help industry, tourism and commerce, while minimizing
adverse effects upon society and the environment and improving standards of living by securing a
potable water supply, a healthy environment, the treatment of toxic and dangerous waste products and
the control of contamination and development.

Both thejudiciary and MARNR are empowered to enforce environmental law standards under the
Environmental Penal Law of 1992. This law calls for criminal sanctions for acts that violate
Venezuelan environmental laws and regulations, aswdl as for equitable remedies, including
injunctions, restitution and reparation.
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L EGAL PROCEEDINGS
MINCA

Venezuda, through Corporacion Venezolana de Guayana, referred to as CV G, was named as a
defendant in proceedingsinitiated by Minera de Las Crigtinas, C.A., referred to asMINCA. CVGis
the industrial deve opment arm of the Government for the Guayana region. For more information,
refer to “Principal Sectors of the V enezuelan Economy—M anufacturing and Mining—Corporacion
Venezolana de Guayana”’. MINCA had hdd a concession contract granted by Venezudato engagein
the exploration, devd opment and exploitation of gold mines within the Guayanaregion. CVG
terminated the contract entered into between itsdf and MINCA, which was a joint venture between
CVG (30%) and Placer Dome de Venezuela C.A. (70%), for the purpose of carrying out this
concession contract. CVG’stermination of the contract resulted from the alleged non-compliance by
Placer Dome with respect to certain terms thereof.

MINCA sought reversal and suspension of the administrative acts that affected (and terminated) the
concession contract through three acciones de amparo (summary proceedings which serve to
guarantee congtitutional rights) and through various proceedings initiated before the Supreme Court.
Requests for all three amparos were denied by the Corte Primera de lo Contencioso Administrativo.
The Sala Constitucional of the Supreme Court confirmed the decision of thelower court in al three of
these amparos. MINCA also filed for damages and such proceeding was remanded to the Juzgado de
Sustanciacion for its admission.

On April 28, 2002, the Government announced that CV G would begin the process of finding another
partner to devel op the minesin question, and, on September 17, 2002, CVG awarded Crystallex
International the right to devdop the gold mines, which MINCA is challenging. On November 25,
2003, the Supreme Court confirmed thewaiver by Crystallex of certain claimsthat it had hed against
CVG on behalf of itssubsidiary, Inversora Mael. Thiswaiver was requested by CV G in connection
with the signing of the mining operation contract with Crystallex. In April 2004, the Supreme Court
agreed to review MINCA’s daim that it, and not Crystallex, is the rightful owner of therightsto
exploit the Las Cristinas mine.

In addition to the proceedings set forth above, MINCA is also pursuing this matter through arbitration.
CVG hasindicated that it will vigorously contest any such proceedings.

Oil Agreement with Cuba

Proceedings are currently pending before the Supreme Court commenced by representatives of the
opposition against President Chavez based on the signing in 2000 of an oil agreement with Cuba,
binding Venezudato supply 53,000 barrels of oil per day to Cuba under preferential financing
conditions, similar to those established by other agreements between Venezuela and Central America
and the Caribbean states. The opposition alleges that the agreement violates the Constitution because
it was not ratified by the National Assembly.

The Republic does not bdieve that the outcome of either the MINCA or the Cuban Oil Agreement
proceedings will have a material adverse effect on Venezuela s fiscal position.
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THE VENEZUELAN ECONOMY
Overview

Venezuela has been a major petroleum exporter sincethe early twentieth century. According to the
BP Statistical Review of World Energy 2003, Venezuela is the eighth-largest petroleum producer in
theworld. From 1998 through 2002, petroleum products accounted for an average of approximatdy
79.1% of Venezuda'stotal exports, petroleum revenues accounted for an average of approximatey
30.3% of Venezuda'stotal Central Government revenues and the petroleum sector accounted for an
average of approximatey 26.9% of GDP. In 2003, the petroleum sector accounted for approximately
24.9% of GDP, compared to approximately 25.3% in 2002.

Nevertheess, the Venezudan economy is reasonably diversified, with non-petroleum activities
generating an average of approximatdy 71.4% of GDP between 1999 and 2003. Mgjor non-
petroleum components of GDP in 2003 included manufacturing (13.7%), financial institutions
(13.9%) and trade (10.1%). The Government recognizes the need to introduce and implement
measures to reduce its dependency on petroleum reserves, but it anticipates that petroleum will
continue to be the main source of export earnings and fiscal revenues for the foreseeeble future.

Beginning in 1989 and continuing through the late 1990s, the Government implemented certain
measures aimed at reducing its rolein the direct production and distribution of V enezudan goods and
services and in the Venezudan economy in general. These measures culminated in a period of
privatization activity during 1991 and 1992, aswell as renewed privatization efforts between 1996 and
2000. However, the Government significantly decreased these privatization effortsin 2001 and
currently does not anticipate significant additional privatizations in the near future.

Notwithstanding the privatization efforts of the late 1990s, the Government controls, through PDVSA
and CVG, significant proportions of GDP in the petroleum, mining and basic industries sectors of the
economy. Through PDV SA, the Government accounts for the bulk of Venezudld stotal exports. The
Government also supplies the majority of basic public services, such as water, electricity, health and
education. The private sector owns and operates businesses with respect to most other economic
activities.

Economic Perfor mance, 1999-2003

Economic Performance in 1999

During 1999, GDP contracted by approximately 6.1% compared to 1998. The economic recession
that began in 1998 continued through 1999 in both the petroleum and non-petroleum sectors of the
economy. Inreal terms, the petroleum and non-petroleum sectors of the economy contracted by 7.4%
and 5.4%, respectively, compared to 1998. The economic contraction in 1999 was due primarily to
the impact of low international oil prices during thefirst half of 1999, reductionsin expenditures,
decreased foreign and domestic private investment and the Government’ s decision to voluntarily
reduce oil production during 1999 in accordance with its agreement with members of OPEC and
certain non-OPEC countries.

Although international oil prices began to increasein the middle of 1999, the positive effect of those
increases was outset by alarge decreasein oil production and exports as aresult of Venezuda's
agreement to voluntarily reduce oil production. Moreover, the full impact of theincreasein
international oil prices was not recorded in the Government’ s fiscal accounts until the following year
when paymentsin respect of taxes, royalties and dividends from the petroleum sector, principally
PDVSA, wereactually made. Accordingly, the Government’s revenues from the petroleum sector
improved only modestly during 1999. The economic contraction that affected Venezudain 1999 also
resulted in significant decreases in revenues from the non-petrol eum sectors of the economy. Asa
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result of these factors, the Central Government’s total revenues during 1999 decreased by Bs.3.4
billion in 1984 Constant Bolivar terms, or 3.4%, as compared to Central Government revenues for
1998.

During 1999, the Central Government reduced its operating expenditures, principally through
reductionsin its purchase of goods and services and transfers to the private sector. Despitethese
reductions and theincreasein international oil pricesthat commenced in mid-1999, the Central
Government continued to record a deficit of approximatdy 1.6% of GDP.

Also during 1999, the Bolivar/U.S. dollar exchange rate declined at a rate of 14.8%, compared to
12.0% during 1998. At the end of 1999, the Bolivar traded at Bs.648.25 = U.S.$1.00. In that same
year, Banco Central reduced itslevd of intervention in the foreign currency markets. Banco Central’s
gross international reservestotaled U.S.$15.2 billion at the end of 1999.

Furthermore, lower inflation and relatively higher levels of international reserves allowed Banco
Central to exercise alessrestrictive monetary policy. Theincreasein the CPI for 1999 was 20.0%,
compared to 29.9% for 1998. Banco Central reduced the maturities on its certificates of deposit and
Titulos de Estabilizacién Monetaria, referred to as TEMs, from an average of 197 days at the
beginning of 1999 to an average of 52 days by the end of 1999. This strategy allowed Banco Central
to gradually reduce the yield on its TEMs from 36.9% at year-end 1998 to 11.6% at year-end 1999.

In response to the significant decline in international oil pricesin 1998 and the early part of 1999, the
Government implemented policies to decrease the economy’ s dependence on petrol eum revenues.
These policies included the continuing capitalization of the Fondo de Rescate de la Deuda, known as
the Debt Rescue Fund, which began operations in 1998, arevitalization of the Stabilization Fund, a
continuation of the Government’s privatization program and the reform and implementation of certain
tax laws.

The Government allocated some of the proceeds received from the privatization program, as wdl as
other extraordinary revenues, to the Debt Rescue Fund in 1999. These funds were specifically
allocated for the servicing of public sector debt obligations. Since 1999, no further amounts have
been contributed to the Debt Rescue Fund, as no events requiring such contributions have occurred.

The Stabilization Fund was initially structured to set aside certain revenues from the petroleum sector
in excess of the average of such revenues for the prior five years for usein yearsin which petroleum
revenues drop below specified levels. Because of lower oil pricesin 1998, which resulted in
petroleum revenues remaining be ow the previous five-year average, the Stabilization Fund remained
substantially unfunded during 1998. The Government reformed the Stabilization Fund in 1999.
These reforms included provisions that reduced the threshold level s at which revenues from the
petroleum sector must be contributed to the Stabilization Fund. The Government deposited
approximatdy U.S.$215 million in the Stabilization Fund in connection with petroleum revenues
earned during 1999.

Economic Performance in 2000

GDP grew by approximately 3.2% in real termsin 2000 compared to 1999. The petroleum and non-
petroleum sectors grew by approximately 3.2% and 3.0%, respectively, in real terms. Theincreasein
petroleum GDP in 2000 compared to 1999 was primarily dueto increases in the volume of petroleum
produced and in the average per barrd price for the Venezudan basket of petroleum products. In
2000, for thefirst time since 1997, the non-petrol eum sector of the economy grew significantly. The
largest increase in the principal sub-components of the non-petroleum sector was registered in the
transportation sector, which grew by approximatdy 8.1% compared to 1.6% in 1999.
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During 2000, the Government implemented an expansive expenditure plan in an effort to stimulate the
economy. A large part of theincreasein expenditures was directed toward the reconstruction of the
state of Vargas, which was affected by massive flooding in December 1999, other public works
projects designed to stimulate economic activity and create jobs and increases in the minimum wage
payableto public sector employees. The Central Government’ s expenditures increased by 16.2%
from the previous year to Bs.123.3 billion in 1984 Constant Bolivares. Revenues, on the other hand,
increased by 17.7%, compared to 1999, to Bs.113.9 hillion in 1984 Constant Bolivares. Asaresult,
the Central Government’s fiscal deficit as apercentage of GDP was 1.6% in 2000.

TheBolivar/U.S. dollar exchange rate dedlined at arate of 8.0% during 2000 compared to 14.8%
during 1999. At the end of 2000, the Balivar traded at Bs.699.75 = U.S.$1.00. The relative stability
in the Bolivar/U.S. dollar exchange rate permitted Banco Central to continueits less restrictive
monetary policy and intervene in the foreign currency markets less frequently than had been the case
inprior years. Asaresult, Banco Central’s grossinternational reservesincreased by U.S.$719.0
million and stood at U.S.$15.9 billion at the end of 2000.

During the same period, U.S.$4.4 billion was contributed to the Stabilization Fund as a result of
increased petroleum export revenues. At December 31, 2000, the balance in the Stabilization Fund
totaled U.S.$4.6 billion.

Inflation for 2000, as measured by the CPI, was 13.4% compared to 20.0% for 1999. Thedecreasein
inflation was principally dueto stability in the foreign currency markets and economic growth.

Interest rates generally decreased in Venezuda during 2000. The average lending rate for the six
largest commercial banksin Venezuela decreased to an average of 21.6% for the fourth quarter of
2000 from an average of 28.4% for the comparable period in 1999. Interest rates on depositsin
certificates of deposit having maturities of 90 days decreased to an average of 13.7% for the fourth
guarter of 2000 from an average of 16.5% for the comparable period in 1999.

Economic Performance in 2001

In 2001, the Venezud an economy, as measured by GDP, grew by approximatdy 2.8% compared to
2000. Although the overall economy grew in 2001, the petroleum sector was adversdy affected by a
continuing declinein oil prices and a decrease in exports of petroleum products, and it contracted by
0.9% as compared to 2000. However, the non-petroleum sector of the V enezuelan economy fared
better, growing by approximatdy 4.0% as compared to 2000.

Therate of inflation, as measured by the CPI, was approximately 12.3% in 2001 compared to 13.4%
for 2000. The Bolivar depreciated against the U.S. dollar by 8.3% in 2001. At December 31, 2001,
theBolivar/U.S. dollar exchangerate was Bs.758 = U.S.$1.00.

Gross international reserves as of December 31, 2001 were U.S.$12.3 billion (excluding amounts
deposited into the Stabilization Fund), representing a decrease of U.S.$3.6 billion since December 31,
2000. This decrease was primarily dueto increased intervention in the foreign currency markets by
Banco Central and the decreasein petroleum revenues as compared to 2000. At the end of 2001, the
balance of the Stabilization Fund was U.S.$6.2 billion, an increase of U.S.$1.6 billion from 2000.

For the fourth quarter of 2001, short-term interest rates on commercial bank loans averaged 28.6%,
compared to 24.2% for the fourth quarter of 2000. The deposit rate on 90-day certificates of deposit
averaged 19.2% for the fourth quarter of 2001 compared to 15.4% for the fourth quarter of 2000.

At December 31, 2001, Venezuela's current account surplus stood at U.S.$2.1 billion, and the capital
account recorded a deficit of U.S.$177 million. Foreign direct investment during 2001 was U.S.$3.7
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billion. The decreased surplusin the current account reflected the effect of lower oil pricesand an
increased leve of imports by the private sector.

During 2001, the Central Government’s expenditures increased by 19.2% from the previous year to
Bs.147.0 billion in 1984 Constant Bolivares. The Central Government’s revenues for 2001 increased
by 6.7% from the previous year to Bs.121.6 billion in 1984 Constant Bolivares.

Economic Performance in 2002

In 2002, the Venezud an economy, as measured by GDP, contracted by approximately 8.9% as
compared to 2001. The petroleum sector, which contracted by 12.6% in 2002 as compared to 2001,
was adversdly affected by a decrease in exports of petroleum products resulting from adherence to an
OPEC quota established in 2002 and the virtual cessation of exports as a result of the national work
stoppage that began in December 2002. The non-petrol eum sector of the economy contracted by 6.5%
compared to 2001. This situation was accompanied by a significant devaluation of the Bolivar during
2002, which resulted in an accel erated inflation rate. The inflation rate, as measured by the CPI, was
approximatey 31.2% in 2002 compared to 12.3% in 2001.

In January 2002, Banco Central, in an attempt to alleviate the increasing pressure on the Bolivar,
widened the crawling band and allowed for dightly greater depreciation against the U.S. dollar. This
step, however, failed to prevent rapid devaluation, and Banco Central continued to utilize large
amounts of itsinternational reservesin order to support the value of the Bolivar. On

February 13, 2002, President Chavez announced that the Bolivar would float fredly, with no protective
band and minimal intervention from Banco Central. However, Banco Central continued to participate
actively in the exchange marketsin 2002 in order to provide U.S. dollarsto the market generated by
PDV SA (which under law is required to exchangeits foreign currency revenues with Banco Central)
and in an attempt to slow the depreciation of the Bolivar. On October 8, 2002, the Bolivar/U.S. dollar
exchange rate reached its lowest point in 2002 since the free-floating arrangement was introduced.
TheBolivar/U.S. dollar exchange rate on that date, as calculated by Banco Central, was

Bs.1,496.25 = U.S.$1.00, reflecting a depreciation of 97.4% compared to December 31, 2001.
Pressure continued on the Bolivar throughout the fourth quarter of 2002, which was exacerbated by a
general work stoppage in December 2002. On December 31, 2002, the Bolivar/U.S. dollar exchange
rate, as calculated by Banco Central, was Bs.1,403 = U.S.$1.00, reflecting a depreciation of 85.1%
since December 31, 2001.

Gross international reserves as of December 31, 2002 tota ed approximatdy U.S.$12.0 billion
(exduding amounts deposited into the Stabilization Fund), representing a decrease of approximatdy
U.S.$300 million since December 31, 2001. This decrease was primarily due to increased
intervention in the foreign currency markets by Banco Central during 2002. At December 31, 2002,
the balance in the Stabilization Fund was approximatedy U.S.$2.9 billion, a decrease of approximatdy
U.S.$3.4 hillion from year-end 2001, which reflected significant withdrawals from the Stabilization
Fund that were effected by the Central Government and state governments in 2002.

During the fourth quarter of 2002, short-term interest rates on commercial bank loans averaged 33.3%,
compared to 28.6% for the fourth quarter of 2001. The deposit rate on 90-day certificates of deposit
averaged 26.4% for the fourth quarter of 2002, compared to 19.2% for the fourth quarter of 2001.

As of December 31, 2002, Venezuda's current account surplus stood at U.S.$7.4 billion, representing
an increase of approximately U.S.$5.4 billion since December 31, 2001. Thisincreasein the current
account surplus was due primarily to the significant decreasein importsin 2002. At December 31,
2002, the capital account recorded a deficit of U.S.$9.4 billion, as compared to a deficit of U.S.$0.2
billion for year-end 2001. Thedeficit in the capital account was dueto significant outflowsin
connection with the servicing of external debt and by other capital outflows, which were not, asin
prior years, offset by strong foreign investment or refinancing in the capital markets. 1n 2002, foreign
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direct investment total ed approximatey U.S.$0.8 billion, decreasing by approximately U.S.$2.9
billion as compared to 2001.

In 2002, the Central Government’s revenues decreased by 2.9% from 2001 to Bs118.0 billion in 1984
Constant Bolivares. The Central Government’s expenditures for 2002 also decreased by 6.8% from
2001 to Bs.137.0 billion in 1984 Constant Bolivares.

At December 31, 2002, the Central Government’s outstanding external public debt totaled U.S.$22.5
billion, and itsinternal debt totaled approximately Bs.15.4 trillion, or U.S.$11.0 hillion (at the
prevailing Bolivar/U.S. dollar exchange rate on that date).

As of December 2002, the level of indebtedness of PDV SA, on a consolidated basis, was
approximatdy U.S.$8.7 billion. The indebtedness of PDV SA is separate from that of the Republic
and is not guaranteed by the Republicin any manner.

Economic Performance in 2003

The national work stoppage that began in December 2002 had a severe adverse effect on the economy
of Venezuela during the first quarter of 2003. The Government estimates that the general work
stoppage resulted in lost revenues to the National Treasury of Bs.900 billion and decreased revenues
dueto lost production to PDVSA of U.S.$5.2 hillion (of which U.S.$2.8 billion represented lost oil
exports). In 2003, GDP totaled Bs.496.6 billion in 1984 Constant Bolivares, representing a
contraction of 9.2% in real terms compared to 2002. At December 31, 2003, the balancein the
Stabilization Fund was approximatdy U.S.$0.7 billion, a decrease of approximately U.S.$2.2 billion
from year-end 2002, reflecting significant withdrawals from the Stabilization Fund effected by

PDV SA and the state governments.

For the year ended December 31, 2003, the rate of inflation, as measured by the CPI, was 27.1% as
compared to 31.2% for year-end 2002. The decreasein inflation was primarily due to the Government
implementing price controls on certain basic goods and food staples.

During the fourth quarter of 2003, short-term interest rates on commercial bank loans averaged 21.2%,
compared to 33.3% for the fourth quarter of 2002. The deposit rate on 90-day certificates of deposit
averaged 14.1% for the fourth quarter of 2003, compared to 26.4% for the fourth quarter of 2002.

Through the third quarter of 2003, the Central Government’ s revenues totaled Bs.72.4 billion in 1984
Constant Bolivares and the Central Government’s expenditures totaled Bs.81.2 billion in 1984
Constant Bolivares. Asaresult, the Central Government accounts recorded a deficit of Bs.8.8 billion
in 1984 Constant Balivares, or 2.5% of GDP, through September 30, 2003.

In accordance with the fixed exchange control regime that became effective on February 5, 2003, the
Bolivar/U.S. dollar exchange rate was s&t at Bs.1,596 = U.S.$1.00 (purchase) and

Bs.1,600 = U.S.$1.00 (sale). Primarily due to the restrictions on the sal e of foreign currency
mandated by this exchange control regime and to the recovery of oil exportsin 2003, gross
international reserves stood at approximately U.S.$20.7 billion at December 31, 2003 (excluding
amounts deposited in the Stabilization Fund), representing an increase of approximately U.S.$8.7
billion since December 31, 2002. For moreinformation, refer to “—Exchange Control Regime”.

Economic Plan

I ntroduction and Overview

In May 1999, the Chavez administration announced its Economic Plan, which superseded Agenda
Venezuela, which was an economic program i mplemented by the prior administration in 1996 that
contemplated reductions in spending and theintroduction of ingtitutional and legal reforms within
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Government ministries. Goals of the Economic Plan included: the stabilization of the economy
through integrated fiscal, monetary, exchange and financing polid es; the stimulation of the production
sectors of the Venezudan economy, with an emphasis on non-petroleum sectors; and a continued
reduction in Government spending. In addition, the Economic Plan sought to createincentives for
foreign and domestic private investment in Venezuela' s economy, increase employment and improve
the productivity of Venezuela slabor force.

The Economic Plan contemplated growth in the V enezud an economy as a result of lower interest
rates, increased Government investment in public works and increased foreign investment in the
energy, telecommunications, manufacturing, agricultural and service sectors. However, the principal
macroeconomic goal under the Economic Plan was inflation control.

In September 2001, the Government released an outline of the six-year Integrated Economic and
Social Development Plan, referred to as the Development Plan, under which it sought to achievethe
objectives of the Economic Plan. The Development Plan called for the Government to seek balancein
the economic, social, political and international sectors, among others, through greater efficiency in
public spending, additional sources of fiscal income from diversified exports of goods and services,
the elimination of economic volatility and a balanced budget within three to six years. The
Development Plan contemplated that through budgets designed to alow accumulated surpluses,
Venezuela would be better ableto makeits debt payments as scheduled. The Deve opment Plan also
sought to raisetheinvestment rate to 20% of GDP, while still balancing savings and investment and
stimulating economic growth by improving consumer confidence.

Goals of the Development Plan included:

» diversifying exportsinto areas such as agriculture, industry, mining and services;

* maintaining hydrocarbon production capacity while making hydrocarbon companies
more competitive, increasing refinery capacity, diversifying markets, increasing
participation of Venezuelan investors and exploring natural gas production;

»  optimizing petroleum taxation by increasing royalty payments, while reducing income
tax payments for petroleum companies; and

» simplifying administrative and bureaucratic procedures that impede exports, including
Free Zones and ports.

Economic Policy and L egislation

Fiscal Policies

The Government’ s fiscal policies have combined a macroeconomic stabilization program with
structural reforms that are intended to strengthen public finances for the future and reduce volatility in
the fiscal accounts. The Government has al so taken steps to increase non-petroleum revenuesin order
to reduce the fiscal deficit, while controlling the levd of indebtedness and expenditures through fixed
limits stated in the budget approved by the National Assembly.

To that end, in 1999 the Government replaced the LWT with the more broadly-based New VAT,
commenced the modernization of its customs duty collection procedures with financial assistance
fromthe IADB and approved atemporary tax on bank debits, which expired in May 2000 but was
effectively re-ingtituted in March 2002 through a new bank debit tax which was further amended in
March 2003. TheNew VAT and the temporary tax on bank debits generated revenues in 2000 of
Bs.3.4 trillion, or 4.1% of GDP, and Bs.291 .4 billion, or 0.4% of GDP, respectively. During 2001, the
New VAT generated revenues of approximately Bs.3.7 trillion, or 4.1% of GDP, compared with
approximately Bs.4.8 trillion, or 3.9% of GDP, in 2002. Thetax on bank debits generated revenuesin
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the amount of Bs.1.5 trillion, or 1.3% of GDP, during 2002 and is expected to generate revenuesin the
amount of Bs.1.6 trillion, or 1.2% of GDP, in 2003.

The Public Finance Law

On September 5, 2000, the Government enacted the Ley Organica de la Administracion Financiera
del Sector Publico, referred to asthe LOAFSP, an organic law designed to regul ate the administration
of public sector finances, which are defined as the set of systems, administrative bodies and
procedures involved in the collection of public revenues and their application to implement the
Government’s objectives. The L OAFSP addresses the formation and the administration of the budget,
as wdl as the administration of public credit and the treasury, accounting systems, taxes and
Government assets.

Through the LOAFSP, the Government expects to attain greater efficiency, transparency, integrity and
solvency in the administration of public funds. To achieve these goals, the LOAFSP establishesa
basic framework for new accounting standards designed to record and report the financial
performance of the public sector more accuratdy and reliably than in the past. Under the LOAFSP,
the Office of Public Audit, once created, will have responsibility for auditing the public accounts.

The LOAFSP reaffirms the role of the Ministry of Finance, together with Oficina Central de
Presupuedo, or the Central Budget Office, as the entity responsible for coordinating the administration
of the public finance system. In March 2002, a decree was promulgated which authorized the internal
reorganization of the Ministry of Finance. The Ministry of Financeis currently in the process of
determining the details of this reorganization, which is expected to take place within the next twenty-
four months.

The Budget and the Pluriannual Framework

The LOAFSP establishes two budgetary documents, the Marco Plurianual, or the Pluriannual
Framework, and the Presupuesto Anual, or the Annual Budget.

The Pluriannual Framework, which serves as the basis for the Annual Budget and is prepared every
three years, projects expected fiscal results and places maximum limits on the amount of public
expenditures and debt that may be authorized over athree-year period. It also contains the economic
policy targets for the three fiscal years which it covers. The Government may not spend funds or

incur debt in excess of the amounts authorized by the Pluriannual Framework, except in the event of a
national emergency and with the approval of the National Assembly. The Pluriannual Framework
may not be amended by the President, pursuant to enabling laws or otherwise, without the approval of
the National Assembly. The Pluriannual Framework for the years 2003 and 2004 was submitted to the
National Assembly for consideration in July 2002.

The LOAFSP contains transitory provisions which are applicable through 2007. In July 2002, the
Government submitted its estimated expenditure and borrowing limits for 2003 and 2004, which
became the first Pluriannual Framework. According to the Pluriannual Framework submitted in July
2002, borrowing limits for 2003 and 2004 were set at 7.8% of GDP and 7.9% of GDP, respectively.
Beginning with the period 2005 through 2007, the Pluriannual Framework will cover three-year
periodsin the manner contemplated by the LOAFSP.

The Annual Budget projects revenues and expenditures for the forthcoming fiscal year. Beforethe
National Assembly approvesthe Annual Budget, the Ministry of Finance must submit to the National
Assembly a projected budget and financial information rel ated to estimated pension expenditures and
other contingent liabilities. The LOAFSP requires the President to submit areport evaluating the
execution of the Annual Budget during the previous year to the National Assembly by July 15 of each
year. If the National Assembly does not approve the Annual Budget for the forthcoming year by
December 15, the then current Annual Budget will continueto apply.
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The budget for 2003 was submitted to the National Assembly on October 14, 2002 and was approved
on December 19, 2002. The 2003 budget, as approved, projected total revenues of approximatdy
U.S.$19.2 billion and total expenditures of approximately U.S.$25.9 billion. The 2003 budget also
contemplated the borrowing of U.S.$6.7 billion by the Republic in 2003, or gpproximately 7.4% of
GDP. The budget for 2003 was based on certain assumptions, induding real GDP growth of 3.7%, an
average price for the Venezudan oil basket of U.S.$18.00 per barrel, an average exchange rate of
Bs.1,602 = U.S.$1.00 and inflation at a rate of 20%.

The effects of the work stoppage and the implementation of the exchange control regime necessitated
the adjustment of the assumptions underlying the 2003 budget. In February 2003, President Chavez
decreed aBs.2.8 trillion (U.S.$1.7 billion), or 6.8%, reduction in the 2003 budget, due principally to a
decrease in petroleum and non-petrol eum revenues from those projected in the 2003 budget.

On December 16, 2003, the National Assembly approved the budget for 2004. The 2004 budget, as
approved, projected total revenues of approximately U.S.$16.4 billion and total expenditures of
approximatdy U.S.$26.0 billion. The 2004 budget also contemplates alegal limit on borrowing by
the Republic of U.S.$9.6 billion, or approximatey 10.2% of GDP. The budget for 2004 was based on
certain assumptions, including real GDP growth of 6.5%, an average price for the Venezuelan oil
basket of U.S.$18.50 per barrel, an average exchange rate of Bs.1,920 = U.S.$1.00 and inflation at a
rate of 26%.

National Treasury and Public Accounting

The National Treasury manages the Government’ s finances, supervises and records the payment of
expenditures authorized in the Annual Budget, retains custody of the funds and securities be onging to
the Republic, records all Treasury revenues and eval uates opportunities for the issuance of Treasury
bonds.

The LOAFSP seeks to increase theintegrity of the Treasury function in the management of public
monies. To that end, the LOAFSP prohibits those civil servants who are responsible for determining
and recording the amount of revenues owed to the Government, such as taxes and royalties, from
participating in the collection and custody of such revenues. In addition, it requires that civil servants
held liable for mismanagement of public monies must indemnify the Government, in addition to any
other criminal or administrative actions that may be taken against such persons.

The LOAFSP provides that public monies must be maintained in a single account, known as the
Single Account, in order to centralize the coll ection of revenues and the making of payments. The
Single Account is administered by the Ministry of Finance through Banco Central and domestic and
foreign commercial banks. The LOAFSP permits the establishment of subaccounts for the
adminigtration of the Single Account.

The LOAFSP establishes the National Office of Public Accounts as the office responsible for the
establishment of public sector accounting standards. The National Office of Public Accountsis also
responsible for the preparation of the General Report of the Treasury, which the Ministry of Finance
must present to the National Assembly every year. In addition, it sets forth guiddines with respect to
the accounting treatment given to expenditures and revenues. For instance, expenditures may not be
accounted for until they are actually incurred, although they may have been approved in aprior year.
Equally, revenues are to be recorded only after they have been collected. All accounts close on
December 31 of each year.

The LOAFSP was amended on January 9, 2003. Under the terms of the LOAFSP, the President must
submit an annual borrowing law to the National Assembly for approval each year. Thisborrowing
law must set forth the maximum amount of public credit that the Republic may contract and the
maximum amount of net indebtedness that the Republic may incur for that fiscal year. Asoriginally
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drafted, the LOAFSP had provided that, after the annual borrowing law had been approved by the
National Assembly, the President would have the ability to enter into public credit operations when he
was able to obtain favorable financial conditions for the Republic. Hewould then periodically inform
the National Assembly of such transactions. As amended, the LOAFSP now requires the President to
obtain approval from the Comisién Permanente de Finanzas de la Asamblea Nacional (the Permanent
Finance Committee of the National Assembly) prior to undertaking each public credit operation.
Additionally, each such request for approval must be accompanied by an opinion from Banco Central.
Approval is granted if the National Assembly does not deny such request within 10 days.

Macroeconomic Coordination

The LOAFSP requires that the Minister of Finance and the President of Banco Central execute an
Annual Coordination Agreement. The Annual Coordination Agreement is designed to harmonizethe
fiscal, monetary and financing policies of Banco Central and the Central Government in order to
achieve macroeconomic stability. The Annual Coordination Agreement must specify the economic
objectives of Banco Central and the Ministry of Finance. The LOAFSP expressly prohibits the
inclusion of provisions that may beinterpreted to infringe upon Banco Central’ s independence from
the Government. Both the Minister of Finance and the President of Banco Central are accountable to
the National Assembly with respect to performance under the Annual Coordination Agreement.

The Annual Coordination Agreement for 2003 was executed by the Ministry of Finance and Banco
Central on December 26, 2002. The agreement, entitled the Annual Economic Policy Agreement
2003, sets forth the following objectives: (1) the resumption of economic growth, demonstrated by an
increasein GDP; (2) the achievement of price stabilization, demonstrated by a decreasein the rate of
inflation; and (3) maintaining a positive balance in the current account of balance of payments.

Through this Agreement, the Ministry of Finance and Banco Central agreed to work together to
coordinate and execute fiscal, monetary and exchange policy consistent with the objectives set forth
above To that end, the parties had agreed as follows: (1) with respect to fiscal policy, the Ministry of
Finance would implement measures aimed at limiting the 2003 fiscal deficit of the Central
Government to no more than 2% of GDP; (2) with respect to monetary policy, Banco Central would
utilizeinterest rates and other mechanisms to stimulate economic growth and to maintain price
stability; and (3) with respect to the exchange policy, Banco Central would establish polices and
procedures that promote efficiency in the exchange market, while maintaining the right to intervenein
the market when circumstances warrant.

Theterms of the Annual Economic Policy Agreement 2003 provided that it could be annulled or
terminated if the occurrence of certain extraordinary events made the objectives set forth in the
Agreement unattainable. The parties agreed that the situation that arose during the first quarter of
2003 allowed for the annulment of this Agreement, and, on March 21, 2003, the Agreement was
formally annulled. In the annulment agreement executed by the Ministry of Finance and Banco
Central, the parties agreed to continue to coordinate their actions during 2003 and to report semi-
annually to the National Assembly concerning the economic measures and policies that have been
implemented by each entity.

I ntergenerational Savings Fund

The LOAFSP contemplates the creation of a fund, referred to as the Intergenerational Savings Fund,
designed to promote public development policies, such as investment in education, healthcare and the
non-petroleum sectors of the economy. Depositsinto the Intergenerational Savings Fund may not be
used for any purpose for a period of at |east twenty years from the date of its establishment. The
mechanisms for contributions to be made into the Intergenerational Savings Fund areto be established
in theimplementing legidation. Asof May 1, 2004, this implementing |egislation remained pending.
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Reforms to the Stabilization Fund

Under the original terms of the regulations governing the Stabilization Fund, PDV SA and the
Government, acting on its own behalf as well as on behalf of the various state and local governments,
contributed royalties, dividends, tax revenues and transfers rdated to the petroleum sector in excess of
the average of such royalties, dividends, tax revenues and transfers for the previous five years. The
amount contributed was cal culated after subtracting prior allocations to state and local governments
and, in those years in which the scheduled debt service exceeded 20% of budgeted revenues for such
year, to the Debt Rescue Fund.

The Stabilization Fund remained unfunded from itsinception in 1998 through the first half of 1999
because of low oil prices for the Venezuelan basket from thelast quarter of 1997 through the first half
of 1999. In order to remedy this situation, the Government approved certain reformsto the
Stabilization Fund in June 1999. Those reformsincluded lowering the five-year average threshold
levels which formed the basis for contributions to the fund. Specifically, the Government replaced the
threshold levels with adallar threshold calculated by multiplying a U.S.$9.00 per barrd oil price
assumption for the V enezuelan basket by an assumed export level of 2,997,000 bpd times the number
of daysin the applicable calculation period. The priority allocations for state and local governments
and debt servicing are subtracted asin the original formulation. This calculation methodology was to
be applicable for fiscal years 1999 through 2004. In order to lessen the immediate burden of making
contributions to the fund for the fiscal years 1999 through 2004, the Government, along with the state
and local governments and PDV SA, were only required to contribute 50% of the amountsin excess of
the threshold established above

The mechanism pursuant to which contributions are made to the Stabilization Fund has been modified
severa times. Under the then enacted version of the Stabilization Fund law, no contributions were
required for the fourth quarter of 2001 or the years 2002 or 2003.

Contributions to the Stabilization Fund were deposited with Banco Central, which maintained a
separate account for each of the Central Government, the various state and local governments and
PDVSA. The Stabilization Fund contemplated that funds would be distributed among its contributors
during years in which each such contributor’s royalties, dividends, tax revenues or transfers related to
the petroleum sector were less than the average of such royalties, dividends, tax revenues or transfers
for the previous five years. In such cases, contributors to the Stabilization Fund were only ableto
draw up to the amount required to cover the difference with respect to the average royalties,
dividends, tax revenues or transfers for the previous five years. Thelaw aso provided that the
disbursements made by the Stabilization Fund during a fiscal year may not exceed two thirds of the
balance of the Stabilization Fund at the end of the prior fiscal year. However, this restriction was not
applicable during the five years ending November 2003.

Didtributions from the Stabilization Fund also were able to be made in years when contributions to the
Stabilization Fund exceeded 80% of the average of petroleum revenues for the previous five years. In
those cases, monies distributed to the Central Government must be used: (i) 40% for the Fondo Unico
Social, afund designed to provide financing for the implementation of Government programs under
the Economic Plan; (ii) 35% for the Fondo de Inversiones de Venezuela; and (iii) 25% for the Debt
Rescue Fund. Monies distributed to state or local governments must be used for investment purposes,
except that during fiscal year 2002 and until June 2003, up to 20% of such distributions could be used
by state or local governments to cover budget deficits. Monies contributed by PDV SA may be
redistributed to it and may be expended for any purpose authorized by the Council of Ministers, with
the consent of the National Assembly.

The Stabilization Fund also contemplated that funds above a minimum required level may be

distributed in cases of emergency or budgetary need, upon the approval of the President in
consultation with the Council of Ministers, with the consent of the National Assembly. However, the
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minimum leve that must be achieved in order to authorize the use of the Stabilization Fund under
these circumstances was not a requirement during the first five years after the creation of the
Stabilization Fund.

All contributing entities to the Stabilization Fund must cal culate within a month after the end of each
guarter the amount of any contributions that must be deposited for the preceding quarter and must
make all deposits within 90 days after the end of such quarter.

In 2001, the National Assembly approved a budgetary item consisting of a contribution by the Central
Government in the amount of Bs.2.3 trillion from the National Treasury to the Stabilization Fund.
The LOAFSP provides that the National Treasury isto be viewed as a single indivisible mass.
Accordingly, funds in the National Treasury may not be earmarked for specific budgeted items or
expenditures. Dueto a decrease in non-petroleum income and a general declinein the Venezudan
economy in late 2001, the Government lacked sufficient revenues to fund all of its budgeted expenses
for that year. Asaresult, the Government was unableto fully execute its 2001 budget. Among the
budgeted items that were not executed in 2001 were certain current and capital expenditures, aswell
as the contribution to the Stabilization Fund approved by the National Assembly. No penalties are
imposed for the failure of the Government to fully execute the annual budget if the funds necessary to
do so are unavailable

PDV SA was the only contributor to the Stabilization Fund during 2002, transferring approximately
U.S.$419 million (excluding income generated by funds on deposit). Approximatey U.S.$3.9 billion
was withdrawn from the Stabilization Fund during 2002. The balancein the Stabilization Fund as of
December 31, 2002 was approximately U.S.$2.9 billion as compared to U.S.$6.2 billion as of
December 31, 2001. This decrease was the result of withdrawals during 2002 by (i) the Central
Government in the amount of approximatdy U.S.$965 million; (ii) PDV SA in the amount of
approximatdy U.S.$2.1 hillion; and (iii) the state and local governments in the amount of
approximatdy U.S.$732 miillion.

The balancein the Stabilization Fund as of December 31, 2003 was approximatey U.S.$0.7 hillion, a
decrease of approximately U.S.$2.2 billion from year-end 2002, which reflects significant withdrawals
from the Stabilization Fund effected by PDV SA and the state governments during the first eight
months of 2003.

Effective November 27, 2003 the National Assembly enacted a new Stabilization Fund Law. The
most significant reforms to the Stabilization Fund incdlude the following: (i) the Ministry of Financeis
now responsible for the administration of the Stabilization Fund, although Banco Central will
maintain control over the day-to-day operations and investment policies; (ii) the board of directors of
the Stabilization Fund is composed of representatives appointed by each of the Minister of Finance,
the Minister of Planning and Devel opment, the states and local municipalities and PDV SA; (iii) the
purpose of the Stabilization Fund isto achieve budgetary stability at both the national and statelevels;
(iv) in addition to the sources of funding set forth in the previous Stabilization Fund Law of April 4,
2003, this new law includes as an additional source of funding amounts raised from the privatization
of government-owned companies, concessions and certain joint venture operations; and (v) the
Republic must now contribute to the fund, net of mandatory appropriations as determined by the
Consgtitution, the surplus (if any) calculated as the difference between the aggregate oil revenues for
each calendar year, calculated in U.S. dollars, and the average of aggregate oil revenues for the three
preceding calendar years. Oil revenuesinclude tax revenues levied on oil companies operating in
Venezuel g, royalty revenues and dividends paid by PDV SA. Additionally, PDV SA will now
contribute to the fund 50% of the surplus (if any) calculated as the difference between oil export
revenue for each calendar year, calculated in U.S. dollars, and the average of oil export revenue for the
three preceding calendar years, net of taxes. PDV SA will remain the owner of amountsit contributes
to the Stabilization Fund. The amounts must be allocated in separate accounts for each of the
Republic, PDV SA and states and local governments.
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Withdrawals from the fund will be made through the National Treasury Office, which will apply the
Bolivar amounts resulting from U.S. dollar transfers from the Stabilization Fund to meet (i) shortfalls
in oil-related fiscal revenue, (ii) shortfallsin oil export revenue, and (iii) special financing needs
arising from a state of “economic emergency” decreed in accordance with Venezudan law. Annual
withdrawals from the fund may not exceed the difference between the estimated annual revenue minus
the averagereal revenue of the three preceding calendar years.

The new Stabilization Fund Law caps the amounts to be deposited for each participating entity as
follows: (i) amounts deposited for the Republic may not exceed 30% of the average value of ail
exports of the three preceding calendar years; (ii) amounts deposited for states and local governments
may not exceed 10% of the average value of oil exports of the three preceding calendar years; and (iii)
amounts deposited for PDV SA may not exceed 30% of the average value of oil exports of the three
preceding calendar years. Funds deposited in excess of the foregoing caps will be distributed as
follows: (i) funds deposited for the Republic will be used for an Intergenerational Fund (afund that
will be created by a law yet to be enacted), provided that the Republic may also use the funds for the
repurchase of its outstanding indebtedness, depending on market conditions; (ii) funds deposited for
the states and local governments will be used for capital investments; and (iii) funds deposited for
PDV SA will betransferred to the Intergenerational Fund, unless PDV SA needs the funds for
investment purposes.

Thefundswill be managed by Banco Central. These funds will not constitute part of the Republic's
international reserves. They will be managed pursuant to Banco Central’ s foreign reserve investment
policies and the Banco Central Law. Banco Central will be required to remit a description of the
investments to the Permanent Finance Commission of the National Assembly.

Financing Policy

Between the end of 1998 and December 31, 2002, Venezuela decreased its net external public debt by
approximatdy U.S.$1.0 hillion, or 4.2%. The Government’s current financing policy under the
Economic Plan contemplates systematic access to theinternational capital marketsin order to extend
its external debt payment profile. The Government’s financing policy also contemplates the
establishment of medium- and long-term benchmarks in the domesti ¢ capital markets.

The Government recognizes the importance of maintaining access to a wide range of established
finanding sources, including international and domestic capital markets, bilateral and multilateral
institutions and commercial banks. To that end, the Government isin the process of establishing a
debt management office, with technical support from the U.S. Treasury and theWorld Bank. The
debt management office will monitor and evaluate opportunities to obtain access to internationa and
domestic capital markets, foster relationships with private investors, investment banks and other
finandng sources and to interact with the various rating agencies and provide them with current
information for ther rating determinations.

Monetary and Exchange Policies

During 1999 and 2000, the general stability in the foreign exchange markets was an important factor
contributing to the decrease in inflation during that period.

Under the Economic Plan, Banco Central continued its use of the band system for exchangerates. For
2000, the central parity for the band was set at Bs.687 = U.S.$1.00, with aband of 7.5% above and
below the central parity. The slope of the crawling band remained at a monthly rate of 1.28%. At the
end of 2000, the Bolivar traded at Bs.699.75 = U.S.$1.00.

In 2001, Banco Central undertook a more active rolein monetary policy in order to provide stability in

the foreign exchange market. In May 2001, Banco Central placed bonds held in its portfolio in the
open market through the use of repurchase agreements. In August 2001, in an effort to stem capital
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flight and to relieve pressure on the value of the Bolivar and itsinternational reserves, Banco Centra
implemented the following measures:

+ abanonthesaeof foreign currency to companies not domiciled in Venezuda, except
under certain limited circumstances,

» areduction of 3% in the maximum amount of foreign exchange that VVenezuelan banks
and savings and loan institutions may hold, from 15% to 12% of their assets; and

» theestablishment of a spedial reservethat all Venezuelan finandal ingtitutions must
maintain at Banco Central, consisting of 30% of all of their deposits from and loans to
public sector entities and investment in public sector bonds.

During September 2001, Banco Central continued its restrictive monetary policy, increasing its
discount rate from 32% to 37%. Thisincrease in the discount rate was an attempt to restrict short-
term liquidity, discourage the exchange of Bolivares for foreign currency and promote more
conservative portfolio management by financial institutions.

Banco Central’ s actions in 2001, combined with the weak global economy, resulted in exchangerrate
stability for most of the fourth quarter of 2001. However, during the last two weeks of December
2001, the demand for foreign currency suddenly increased, and Banco Central was forced to reopen its
money desk operations and increase the discount ratein order to provide stability to the foreign
exchange market and prevent rapid devaluation of the Bolivar. At December 31, 2001, the Bolivar
traded at Bs.758 = U.S.$1.00.

In January 2002, Banco Central widened the currency exchange band and allowed the Bolivar to
depreciate against the U.S. dollar at a slightly greater rate. This change, however, failed to |essen the
pressure on the Bolivar, and Banco Central continued to spend large amounts of its international
reserves to defend the value of the Bolivar. On February 13, 2002, President Chavez announced that
the Bolivar would float freely, with no protective band and minimal intervention from Banco Central.
Banco Central continued to participate actively in the exchange marketsin 2002 in an attempt to dow
the depreciation of the Bolivar. In April 2002, Banco Central modified the termsrelating to the
reserves that Venezuelan financial institutions must maintain at Banco Central. These changes,
among other things, gradually decreased the minimum reserve requirements of each ingtitution to 15%
of ther respective deposits and loans. Additionally, Banco Central began to participatein the bond
market in April 2002, buying and sdling Government bonds, in an effort to stabilize interest rates by
maintaining a constant leve of liquidity for bond investors. Despite theintervention by Banco Centra
in the exchange markets in 2002, the free-floating exchange system put a considerable amount of
pressure on the Bolivar, which led to a significant devaluation of the Bolivar with respect to the U.S.
dollar in 2002. On October 8, 2002, the Bolivar/U.S. dollar exchange rate reached its lowest point to
that date The Bolivar/U.S. dollar exchange rate on that date, as cal culated by Banco Central, was
Bs.1,496.25 = U.S.$1.00, reflecting a depreciation of 97.4% compared to December 31, 2001. On
December 31, 2002, the Balivar/U.S. dollar exchange rate, as cal culated by Banco Central, was
Bs.1,403 = U.S.$1.00, reflecting a depreciation of 85.1% since December 31, 2001.

Exchange Control Regime

The Government had implemented an exchange control regimein July 1994 in response to the effects
of thefinandal sector crisis occurring at that time. The financial sector had been stabilized by the end
of 1995, and these exchange controls were lifted in 1996, replaced by a free-floating exchangerate
with free convertibility. A trading band was established for the Bolivar that same year, which the
Government adjusted as necessary until February 2002, at which time the Bolivar was allowed to float
fredly. Adverse economic conditions resulted in a devaluation of the Bolivar throughout 2002. This
was exacerbated by the general work stoppage that began in December 2002 which resulted in a
significant decrease in the availability of foreign currency generated from the sale of oil. This
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decrease was coupled with an extraordinary increase in the demand for foreign currency, resulting in a
significant declinein theleve of the Republic’sinternational reserves and a substantial depreciation

of the Bolivar againgt the U.S. dollar during the first few weeks of 2003. The substantial reduction of
oil exports resulting from the work stoppage also damaged the country’ s trade balance. These
problems disrupted Venezuela's economy and threatened to negatively affect the Republic's ability to
serviceits external debt. 1n response to those deve opments, and in an attempt to achieve monetary
stability, aswdl asto ensurethe Republic’s future ability to continue to meet its external debt
obligations, the Republic suspended foreign exchange trading on January 23, 2003. On February 5,
2003, the Government adopted a series of exchange agreements, decrees and regulations establishing a
new exchange control regime.

A newly-created commission, CADIVI, was put in charge of the coordination, administration, control
and establishment of the requirements, procedures and restrictions of the exchange control regime.
CADIVI is composed of five members who are appointed by the President.

The exchange control regime centralized the purchase and sale of foreign currenciesin Banco Central.
TheMinistry of Finance, together with Banco Central, isin charge of setting the exchange rate with
respect to the U.S. dollar and other currencies. On February 5, 2003, the Ministry of Finance and
Banco Central fixed the U.S. dollar exchange rate at Bs.1,596 per U.S.$1.00 for purchases and
Bs.1,600 per U.S.$1.00 for sales. The exchangerate for the payment of the public foreign debt was
set at Bs.1,600 per U.S.$1.00 on February 7, 2003.

The exchange control regime providesthat all foreign currency generated through public or private
sector operations must be sold to Banco Central at the exchange rate set forth above. Banco Central is
granted a commission of Bs.0.25 for each U.S. dollar sold. Unless otherwise expresdy authorized, the
obligation of the public sector to sdll foreign currency to Banco Central includes any foreign currency:
(i) generated by the activities of PDV SA and its affiliates; (ii) introduced into V enezuela through
BANDES, the Fondo de Garantia de Depositos, or FOGADE, and other public financial institutions;
(iii) obtained by the Republic through public credit operations or otherwise; or (iv) obtained by other
public sector entities by any other means. In turn, the private sector must sell to Banco Central any
foreign currency: (i) generated from the export of goods and services; (ii) introduced into Venezuda
for investment purposes; (iii) generated by companies incorporated to develop the activities regul ated
by the Hydrocarbons Law; or (iv) generated from transportation services, trave and tourism
operations, bank transfers, investment, lease agreements and other commercial, industrial, professiona
or personal services or activities. Additionally, all foreign currency that enters the country must be
registered through the banks and financial institutions authorized by CADIVI.

With respect to the purchase of foreign currency, the exchange control regime provides that Banco
Central must approve the Republic's foreign currency budget. This budget may be adjusted in
accordance with the level of international reserves and the flow of foreign currency. Banco Central
will sell foreign currency only if it determines that there are sufficient international reserves.

The public sector entities must request foreign currency directly from Banco Central for the following:
(i) payments of external public debt; (ii) transfers required for the Republic’s foreign service
representatives abroad or del egations of the executive, legidative, judicial, civic or eectoral branches
participating in gpecial missions abroad; (iii) international commitments of the Republic; (iv)
payments related to national security; (v) urgent health and food provisions; (vi) the provision of
foreign currency to BANDES and Banco de Comercio Exterior; and (vii) payments resulting from
imports occurring prior to February 5, 2003.

The acquisition of foreign currency by private sector individuals or entities must be approved by
CADIVI. Torequest approval for a certain operation, an individual or entity must first be registered
with CADIVI. Thisrequires proof that social security contributions and tax payments are up to date,
in addition to other requirements that CADIVI may set forth in the future. Any authorization granted
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by CADIVI will bevalid for 120 days. Theforeign currency that is purchased must be used in
accordance with the request madeto CADIVI for such currency.

Private sector individuals or entities must request approva from CADIVI for: (i) the purchase of
foreign currency for transfers of money abroad, payments of imported goods and services and
payments of interest or principal on external indebtedness; (ii) the purchase of foreign currency for the
payment of dividends, capital gainsand interest that are the product of foreign investment in
Venezuela, aswell as for payments of service contracts, technology contracts or royalties; and (iii) the
acquisition of foreign currency for payments under ADS, ADR, GDS and GDR programs issued prior
to February 5, 2003.

Until Banco Central and CADIV | establish appropriate procedures, the exchange control regime has
suspended the purchasein Bolivares of Venezudan public debt securities denominated in foreign
currencies.

Notwithstanding the exchange control regime, a foreign exchange agreement that currently exists
between the Ministry of Finance and Banco Central contai ns provisions that are specific to PDV SA
which effectively allow PDV SA and its affiliates to maintain offshore accounts up to a specified dollar
amount approved by Banco Central.

On March 14, 2003, the Ministries of Production and Commerce, Agriculture and Land, and Heglth
and Social Development issued a joint resolution which attached a list of materials and goods which
are used for the production of essential goods and services. Operations involving the materials listed
in those attachments, as well as thoseinvolving medical equipment and materials, will receive
preferential treatment from CADIVI.

In April 2003, CADIVI began approving small sales of U.S. dollars. From itsinception through
October 15, 2003, atotal of U.S.$5.3 billion in foreign exchange had been approved. For thefive
years |leading up to theintroduction of the exchange control regime, Venezuda spent an average of
approximatdy U.S.$1.2 billion per month on imports. The stated goal of CADIV1 isto authorize
approximatdy U.S.$650 million per month during the existence of the exchange control regime.
Through October 15, 2003, atotal of U.S.$2.7 billion in foreign exchange had been disbursed under
the exchange regime.

On February 25, 2003, the Juzgado de Sustanciacion of the Sala Constitucional of the Supreme Court,
admitted a daim brought on February 18, 2003 by a V enezud an private lawyer challenging the
constitutionality of the exchange control regime and seeking to overturn the laws established by
CADIVI on the grounds that: (1) the new regime effectively imposes restrictions on freedom of
commerce and the economic liberties granted under the Constitution; and (2) the Supreme Court had
stated in a previous judgment that the National Assembly isthe only entity that has the authority to
adopt such restrictions. On February 27, 2003, the same Juzgado de Sustanciacion admitted a new
claim based on similar grounds brought on February 19, 2003 by € even members of the National
Assembly.

The Juzgado de Sustanciacion sent both daims to the Sala Constitucional, which on June 25, 2003,
decided to combine the daims and grant this matter a summary proceeding based upon the urgency
and importance of this matter, which remains pending to date.

On February 9, 2004, the Ministry of Finance and Banco Central changed the U.S. dollar exchange
rateto Bs.1,915.20 = U.S.$1.00 for purchase operations and Bs.1,920.00 = U.S.$1.00 for sale
operations. The exchange rate for the payment of external public debt was also set at Bs.1,920.00 =
U.S.$1.00.
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Gross Domestic Product
Venezuela has experienced volatil e rates of growth and contraction in recent years.

In 1999, the continuing decline in theinternational petroleum markets and its effect on Venezuda led
to a contraction of GDP by approximatdy 6.1% in real terms compared to 1998, with the petroleum
sector contracting at a rate of 7.4% and the non-petroleum sector contracting by 5.4%.

During 2000, GDP expanded at arate of 3.2% in real terms compared to 1999. During this period, the
petroleum sector expanded at a rate of 3.2% and the non-petrol eum sector expanded at a rate of 3.0%.
Increased production of, and export prices for, Venezudan petrol eum products contributed to an
increase in petroleum sector GDP during 2000. Thedollar value of petroleum exports increased by
67.0% during 2000 compared with 1999. The average per barrd oil pricefor the V enezuelan basket
increased 61.5% from U.S.$16.04 during 1999 to U.S.$25.91 during 2000. Theincreasein the non-
petroleum sector during 2000 resulted primarily from growth of 4.0% in the trade sector, 8.2% in the
mining sector and 8.1% in the transportation sector.

In 2001, GDP grew at arate of 2.8% in real terms compared to 2000. During this period, the
petroleum sector contracted by 0.9% and the non-petroleum sector grew by 4.0%. This deceleration
in the rate of growth as compared to 2000 was the result of a generally weak global economy and a
declinein the price of cil. Thedollar value of petroleum exports decreased by 22.6% during 2001
compared to 2000. The average per barrd oil price for the V enezud an basket decreased 22.1% from
U.S.$25.91 during 2000 to U.S.$20.21 during 2001. Theincrease in the non-petroleum sector during
2001 resulted primarily from a growth of 13.5% in the construction sector.

In 2002, GDP contracted by 8.9% in real terms compared to 2001. During this period, the petroleum
sector contracted by 12.6% and the non-petroleum sector contracted by 6.5%. This contraction was
due primarily to decreased oil exports resulting from the effects of the general strike that began in
December 2002, as well as the adherence by V enezudla to production quotas imposed by OPEC.
Decreases of 19.9% in the construction sector, 11.0% in the manufacturing sector and 10.9% in the
trade sector also contributed to the severity of this contraction. Thedollar value of petroleum exports
decreased by 23% during 2002 compared with 2001. The average per barrel il price for the
Venezuean basket increased 7% from U.S.$20.21 during 2001 to U.S.$21.62 during 2002.

In 2003, GDP totaled Bs.496.6 billion in 1984 Constant Bolivares, representing a contraction of 9.3%
in real terms compared to 2002. During this period, the petroleum sector contracted by 10.7% and the
non-petroleum sector contracted by 8.0%. The contraction in the non-petroleum sector in 2003
resulted primarily from decreases of 37.4% in the construction sector, 10.6% in the manufacturing
sector and 11.4% in the trade sector compared to 2002.
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Thefollowing tables set forth Venezuela's GDP in 1984 Constant Bolivares for each of the periods

indicated:

Y ear Ended December 31,

Source: Banco Central.
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1999 2000 2001 2002" 2003"
Value Share Value Share Value Share Value Share Value Share
(in billions of 1984 Constant Bolivares and as percentage share of GDP)
Aggregate Globd Demand ......... Bs.565.9 100.0% Bs584.2 100.0% Bs600.5 100.0%  Bs547.2 100.0% Bs.496.6 100.0%
Aggregate Internal Demand...... 4517 79.8 4744 81.2 506.8 84.4 4344 79.4 390.1 78.6
Gross Capitd Formetion....... 771 13.6 779 133 88.5 147 69.0 12.6 421 85
Public..... 412 73 417 7.1 48.0 8.0 39.0 7.1 na na
Private. 359 6.3 36.2 6.2 40.5 6.7 30.0 55 na na
Consumption. 359.4 63.5 3735 63.9 392.0 65.3 369.4 67.5 359.0 72.3
Public .. 56.0 9.9 588 10.1 62.6 104 61.0 112 60.2 121
Privae.... 3034 53.6 314.7 53.9 3294 54.9 3084 56.4 298.8 60.2
Vaiation of Stock . 153 2.7 231 39 26.3 44 @0 ©.7) (11.0) (2.2
Net External Demand® . 114.2 20.2 109.8 18.8 93.7 15.6 1128 20.6 106.5 214
Gross Domestic Product . 565.9 100.0 584.2 100.0 600.5 100.0 547.2 100.0 496.6 100.0
Petroleum Activities. 155.1 274 160.0 274 158.6 264 138.6 253 1238 24.9
Non-petroleum Activities. 396.9 70.1 408.8 70.0 425.0 708 397.2 72.6 365.6 73.6
Agriculture. 217 49 284 49 29.2 49 287 52 281 56
Mining....... 47 0.8 51 0.9 52 09 52 0.9 48 1.0
Manufacturing ... 79.8 14.1 829 14.2 85.2 14.2 758 139 67.8 137
Water and Electricity . 10.7 19 110 19 114 19 116 21 117 24
Congruction 304 54 296 51 33.6 56 269 49 16.9 34
Tradé® .......... 594 105 61.7 10.6 63.8 10.6 56.9 104 50.4 10.1
Trangportation® . 334 59 362 6.2 39.3 6.6 378 6.9 365 74
General Government....... 445 7.9 459 79 46.5 7.7 459 84 455 9.2
Financid Institutions® ... 717 12.7 733 12.6 75.1 125 725 132 69.0 139
Other® 345 6.1 347 59 35.6 59 359 6.6 35.0 7.0
Import Rights.... 139 25 154 26 17.0 28 113 21 72 15
(2) Preliminary figures.
2 Exports minus imports.
3) Includes trade, restaurants and hotel's.
(4) Includes transport, storage and communi cations.
(5) Includes financial indtitutions, insurance, red estate and lending activities.
(6) Includes community, social and personal services and private non-profit services and private non-profit services minus
imputed banking services.
na: Not available.



Y ear Ended December 31,

199 2000 2001% 2002 2003"
(percentage changein real terms)
Aggregate Global Demand.............. (6.1)% 3.2% 2.8% (89)% 9.2%
Aggegate Internal Demand .......... (5.9 5.0 6.8 (14.3 (10.2)
Gross Capital Formation............ (16.4) 11 136 (22.0) (38.9)
PUDIC ..o .. (150 12 151 (18.7) na
Private.... (18.0) 0.9 11.9 (26.0) na
Consumption. (3.2 39 5.0 5.8 (2.8
Public ..... 30 50 6.4 (25 (13
Private.............. (43 37 47 6.4 (31
Variaion of Stock........ . (38.7) na 139 na na
Net External Demand® 6.9 (39 (14.6) 203 (5.6)
Gross Domestic Product ... (6.2) 32 28 8.9 9.2
Petroleum Activities...... (7.4 32 (0.9) (12.6) 10.7)
Non-petroleum Activities............ (5.9 3.0 40 6.5 (8.0
Agriculture........... (2.1 24 26 @ (2.2
Mining............. (10.4) 8.2 11 05 (7.6)
Manufacturing .. (9.2 39 29 (11.0) (106)
11 22 38 18 1.0
(16.5) @7 135 (19.8) (37.4)
(9.6) 40 34 (10.9) (11.4)
16 8.1 88 39 (35
General Government........... 12 33 14 49 (0.8
Financia Ingtitutions® ....... (33 22 24 (35) 4.9
Other® ..o, 0.6 0.6 26 0.8 (26)
AGUSEMENES. ... (10.4) 109 99 (332 (362
(2) Preliminary figures.
2 Exports minus imports.
3) Includes trade, restaurants and hotel's.
(4) Includes transport, storage and communi cations.
(5) Includes financial indtitutions, insurance, rea estate and lending activities.
(6) I'ncludes community, social and personal services and private non-profit services and private non-profit services minus

imputed banking services.
na: Not available.

Source: Banco Central.
Inflation

Venezuela has experienced high levels of inflation during the last ten years as a consequence of the
devaluation of the Bolivar, consolidated public sector deficits, increases in the prices of public and
private sector goods and services and increases in taxes, among other factors.

The Government has implemented a number of policies to reduce inflation since Venezudaended a
series of controlled interest and exchange ratesin 1989. Neverthd ess, those actions have not been
uniformly successful, and the policy measures taken have led at times to temporary exacerbation of
therate of inflation. Thefreeing of interest and exchange ratesin 1989 and 1996 at the outset of
Agenda Venezuela resulted, in each case, in significant surges of inflation upon the readjustment of
real pricesthat had been restrained by prior controls. In addition, certain other Government actions
have led to increasesin inflation, including adjustments in the prices of public goods and servicesto
remove general subsidies, increases in the prices of domestic gasoline and utilities and adjustmentsin
minimum wage levels to address the negative effect of prior increasesin inflation. The Government
considers controlling inflation to be among its highest priorities.

Inflation for 1999, as measured by the CPI, was 20.0%. Inflationary pressures decreased during 1999
as aresult of the contraction in economic activity and the expected improvement in fiscal accounts
dueto increasesin international oil prices and reductions in expenditures implemented in responseto
the decline in oil revenues during the first half of 1999.
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Inflation for 2000, as measured by the CPI, was 13.4%. The decreasein the rate of inflation compared
to 1999 resulted primarily from therelative stability in the foreign exchange markets and increased

petroleum exports.

Thedeclinein therate of inflation continued in 2001, with inflation, as measured by the CPI,
increasing 12.3% as compared to the previous year.

Therapid devaluation of the Balivar in 2002 was accompanied by an increasein inflationary pressures
on the Venezuelan economy, with therate of inflation, as measured by the CPI, registering at 31.2%

for year-end 2002.

For the year ended December 31, 2003, the rate of inflation, as measured by the CPI, reached 27.1%.
The decrease in inflation was primarily due to the Government implementing price controls on certain

basic goods and food staples.

The following table sets forth five price indices for the periods indi cated:

1999 2000 2001 2002
1999 Full 2000 Full 2001 Full 2002 Full
Quarters Year Quarters Year Quarters Year Quarters Year
I 11 v | I I | I 1l A% | I 1l v
Producer Price Index®:
M anufacturing
Goods®?:
Average 39 24 26 20 14.7 29 29 22 23 10.2 11 17 18 15 74 63 110 140 7.2 290
End of Period® 52 23 15 22 10.6 40 21 27 13 104 12 20 17 13 63 134 71 150 28 439
Raw Materias for
Construction:
Average 34 36 16 29 14.3 45 30 25 19 129 11 18 44 17 87 74 110 174 55 334
End of Period® 54 12 30 21 12.2 58 15 32 09 119 16 20 39 17 95 149 83 174 01 46.0
Wholesale Price
Index:
Domestic Goods™:
Average 33 41 15 52 17.7 45 33 40 50 16.8 23 42 37 11 149 60 114 139 92 31.0
End of Period 39 34 20 57 15.8 37 32 57 39 175 17 65 17 06 107 132 76 146 54 47.2
Imported Goods®:
Average 22 16 12 21 11.6 28 35 19 13 9.7 16 17 24 23 77 103 176 221 72 46.8
End of Period 21 (04 34 13 64 42 29 17 09 9.9 22 14 30 17 85 220 123 218 02 67.2
Consumer Price Index®
(Caracas Metro Area):
Average 55 44 46 42 23.6 39 34 32 30 16.2 24 32 35 28 126 43 71 87 76 226
End of Period 52 47 40 48 200 30 37 36 25 134 22 37 34 25 123 70 54 108 49 312
(2) The Wholesal e Price Index and the Producer Price I ndex include the General Wholesale Tax.
2 The percentage changes refer to the Producer Price Index for manufactured goods (Caracas M etropolitan Area and Central
Region of V enezuela Base 1997 = 100).
3) Thisindex is cdculated with quarterly information collected at mid-term.
(4) The percentage changes refer to the Whol esal e Price I ndex for manufactured goods (Caracas Metropolitan Area and
Central Region of V enezuelaBase 1984 = 100).
(5) Since January 2000, the Consumer Price Index (CPI) has been cal cul ated on the basis of 1997 Constant Bolivares.

Source: Banco Central
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Foreign Trade and Balance of Payments

Foreign Trade

Foreign trade plays a vital rolein the Venezudan economy. Venezueatraditionally has experienced a
favorable balance of trade. Average annual exports for the four years ended 2002 were U.S.$24.6
billion. During the same period, average annual imports were U.S.$16.7 billion.

Through the third quarter of 2003, Venezuela's total exports were approximatey U.S.$18.0 billion.
Petroleum products represent the most significant exports for Venezuda, totaling approximatdy
U.S.$14.4 billion through September 30, 2003. During the same period, total imports, consisting
mainly of raw materials, machinery, equipment and manufactured goods, were approximatdy
U.S.$7.1 billion.

Trade Policy

Thebasic goals of Venezuda strade policy are to promote productive investment and to stimulate the
various sectors of the economy. The policy contemplates reducing tariffs and other trade barriers,
increasing foreign direct investment and maintaining a favorable balance of trade. 1n addition,
Venezuela has entered into a number of bilateral, regional and multilateral free trade agreements. Itis
an active member of the GATT and the WTO.

The Ministerio de Produccion y Comercio, or MPC, has developed specific trade policies and
measures designed to promote trade with Venezuela, as well as free trade agreements.

In accordance with WTO standards, the MPC is currently designing a more flexible import tax system
with the principal objective of reducing import taxes on goods incorporated in products for export. In
addition, the MPC is developing trade policy programs with a broader geographic scope and a longer-
term perspective In furtherance of these objectives, MPC plans to implement and monitor programs
designed to improvethe quality and productivity of Venezudan exporters through a global export
incentive scheme.

The Government has entered into agreements with a number of countries, including Begium,
Luxembourg, China, Cuba, the Dominican Republic, Panama, Nicaragua and Jamai ca, among others,
regarding the promotion of bilateral trade and economic and technological development, aswell as the
facilitation of purchases of petroleum and refined petroleum products. In April 2002, Venezuela
suspended its exportation of oil to Cuba, dueto Cuba sfailureto pay Venezuelain accordance with
the terms of their agreement. Shipmentsto Cuba resumed in September 2002 after Venezuela and
Cuba reached agreement with respect to the payments owed.

Trading Partners

Foreign trade plays a vital rolein the V enezudan economy, with the United States being Venezuda's
most important trading partner. 1n 2002, trade with the United States accounted for 45.1% of total
exports and 31.7% of total imports. Prior to the general grike that commenced in December 2002,
Venezudawas the third-largest exporter of petroleum products to the United States. Asaresult of the
general work soppage, Venezuda fdl to the fourth-largest exporter of petroleum products to the United
States at year-end 2002. However, as of May 2003, V enezud a had normalized its petroleum export
operations and regained its position asthe third-largest exporter of petroleum products to the United
States. In addition to the United States, Venezuda' s significant trading partners include Colombia,
Germany, Brazil, Italy and Japan.
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Thefollowing tables set out the geographical distribution of V enezuela’s imports and exports,
including in the petroleum sector, for the periods indicated:

Imports
Year Ended December 31,
1999 2000 2001 2002 2003%@
(asa percentage of total)
43% 5.2% 5.2% 6.6%
6.5 78 7.0 838
15 15 13 26
33 32 46 39
37 31 40 31
27 38 28 21
34.1 304 265 326
439 45.0 486 40.3
100.0% 100.0% 100.0% 100.0%
Exports
Y ear Ended December 31,
1999 2000 2001 2002
(asa percentage of total)
4.3% 3.7% 14% 21%
38 26 27 28
0.2 0.3 0.2 0.6
10 0.9 11 04
05 05 0.6 0.6
11 0.7 0.6 0.2
46.8 50.1 48.1 451
42.2 411 454 48.2
100.0% 100.0% 100.0% 100.0%
(2) Preliminary figures.
2 For the period January — November.

Sources Banco Central, INE, PDVSA and Ferrominera del Orinoco.

Because the United States is Venezuda's largest trading partner, changes in the U.S. economy may
have a significant impact on the Venezuelan economy. |f the United States wereto enter into a
prolonged recessionary period, Venezuea's exports, particularly its petroleum exports, could suffer.
Decreased demand for petroleum would also be expected to result in a decrease in the price of the
Venezuelan basket of petroleum products. The contraction in the U.S. and world economies during
the second half of 2001 led to reduced demand for, and lower realized prices of, petroleum products.
These factors led to adeclinein the value of Venezuda's petroleum exports during the second half of
2001. However, several factors, including the adherence of V enezuela to certain production quotas
imposed by OPEC in 2002 contributed to an increase in value of Venezuela's petroleum exports
during 2002.

Development of Non-Petroleum Exports

Venezueld s principal non-petroleum exports incdude sted, iron ore, chemical products, aluminum,
fish and shdlfish, cement, paper products, ceramics and tropical fruits. Venezuda has taken steps
during thelast ten years to increase its non-petroleum exports as part of its plan to diversify its sources
of foreign exchange earnings and fiscal revenues. Nonethel ess, in the short and medium term,
petroleum exports (induding natural gas) are expected to continue to comprise the majority of
Venezuda's exportsin dollar value. In 1999, non-petroleum exports were valued at U.S.$4.1 hillion,
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representing approximatey 19.8% of total exports. During 2000, non-petroleum exports increased to
U.S.$5.1 hillion, representing approximatey 15.5% of total exports. During 2001, non-petroleum
exports totaled U.S.$5.2 billion, representing approximately 19.3% of total exports. During 2002, non-
petroleum exports totaled U.S.$4.9 billion, representing 18.7% of Venezuda stotal exports during
that period.

Balance of Payments

Because Venezuelais amajor oil producer and exporter, it has historically recorded trade and current
account surpluses. In 1999, the current account recorded a surplus of U.S.$2.1 hillion. The
significant improvement in the value of petroleum exports and a reduction in the value of imports due
to therecession in Venezudathat year contributed to the surplus. The current account recorded a
surplus of U.S.$11.9 billion for 2000. This significant increasein the current account surplus was due
primarily to an increase in the value of petroleum exports. The current account surplus declined
materially in 2001, with the current account surplus totaling U.S.$2.0 billion for 2001. The decrease
was primarily dueto thelower oil export price and, to alesser extent, to increased imports by the
private sector. The current account surplus was U.S.$7.4 billion during 2002. Thisincreasein the
current account surplus was due mainly to the significant decrease in imports during 2002. 1n 2003,
the current account surplus was U.S.$9.6 hillion, representing an increase of U.S.$2.2 billion
compared to 2002.

For 1999, the capital account recorded a deficit of U.S.$510 million dueto reductionsin public debt
disbursements and foreign direct investment. For 2000, the capital account registered a deficit of
U.S.$3.0 billion primarily as a result of lower disbursements and higher amortizations of private and
public debt. The capital account recorded a deficit of U.S.$219 million for 2001. During 2002, the
capital account recorded a deficit of U.S.$9.4 billion. The deficit in the capital account in 2002 was
due primarily to significant outflows that occurred in connection with the servicing of external debt,
which were not, asin prior years, balanced by strong foreign investment or new disbursements of
external debt. The capital account recorded a deficit of U.S.$3.2 billion for 2003.

In 1999, foreign direct investment totaled U.S.$2.9 hillion. Foreign direct investment increased in
2000 to U.S.$4.7 hillion, principally as a result of the acquisition by The AES Corporation of a
majority interest in C.A. La Electricidad de Caracas, referred to as EDC, a private eectric utility
company that provides electricity in the Caracas metropolitan area. 1n 2001, foreign direct investment
decreased to U.S.$3.7 billion. During 2002, foreign direct investment decreased significantly to
approximatdy U.S.$779 million. In 2003, foreign direct investment increased significantly to
approximatdy U.S.$2.5 hillion.

The new Hydrocarbons Law enacted on November 13, 2001 limits foreign investment in certain joint
ventures to 49% ownership and requires the prior approval of the National Assembly for the formation
of such venturesin the petroleum industry. These provisions, which a so indude higher royalty rates
than had been applicablein previous years and new taxes, may lower the amount of foreign direct
investment in the petroleum sector in the future. For moreinformation, refer to “Principal Sectors of
the V enezuelan Economy—Petroleum and Natural Gas—New Hydrocarbons Law”.
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The following table sets forth Venezuela' s balance of payments for the periods indicated:

Y ear Ended December 31,

1999 20007 20017 2002 2003
Current ACCOUNE..........cceevenereeeeneinnes $2,112 $11,853 $1,987 $7,423 $9,624
TradeBaance 6471 16,664 7,460 13,034 15,043
Oil Exports (f.0.0.) .o 16,735 27874 21,745 21,530 20,831
Non-oil Exports (f.o.b.) ............... 4228 5,655 4,922 5,126 4,919
(16,865) (19,207) (13,622) (10,707)
(3.253) (3,305) (2,792) (2,442)
(1434) (1,581) (1,204) (995)
(635) (493) (542) (504)
22 2 (10) (11)
(178) (191) (170) (135)
(74) (38) 15 (155)
(954) (1,004) (881) (642)
(1,388) (2,020) (2,654) (2,975)
3,049 2,603 1,587 1,121
1,003 687 627 318
1,715 1112 642 473
331 804 318 250
(4437) (4,623) (4,241) (4,096)
(2,264) (2,046) (1,888) (1,940)
(594) (452) (299) (247)
1579 (2,125) (2,054) (1,909)
(170) (148) (165) (@)
(2,974) (219) (9,365) (3,171
12,229 15,319 6,796 10,225
4,701 3,683 779 2,531
1,657 3,665 2,364 2,864
477 2,024 200 1,466
1,180 1,641 2,164 1,398
1,381 732 433 61
1 0 0 0
1,380 732 433 61
101 133 0 436
4,389 7,106 3,220 4,333
(15,203) (15,538) (16,161) (13,396)
(2.874) (2470) (3,006) (5,608)
(1.378) (964) (1,572) (3,446)
(1,496) (1,506) (1,434) (2,162)
(517) (1,386) (389) (492)
(36) ©) ca)) 0
(481) (1,380) (368) (492)
(11,812) (11,682) (12,766) (7,296)
Net Errorsand Omissions... (534) (2,926) (3,607) (2,485) (1,010)
Overdl Bdance.........ccoueene. 1,068 5,953 (1,839) (4,427) 5,443
Changein Reserves (Increase) ......... (1,068) (5,953) 1,839 4427 (5,443)
ASSESD .o (612) (5.449) 2028 4,430 (5454)
BancoCentral® ................. (346) (721) 3,809 1,070 (7,604)
BANDES? ..o, (51) (368) (144) 0 0
Stabilization Fund................... (215) (4,360) (1,637) 3,360 2,150
Obligations..........ccoocuneveenercerinein (456) (504) (189) ®3) 11
BancoCentral ..o (456) (504) (189) ®3) 11
@ Preliminary figures.
2 Figureswithout parentheses i ndicate a diminution of the assets or increase of the corresponding liabilities. Figureswithin
parentheses indicate an increase of the assets or diminution of the corresponding liabilities.
3) Excludes changesin valuation.
4 Formerly FHIV.

Source: Banco Central
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Promotion of Domestic Medium and Small Enterprises

In July 2002, the Government approved a temporary decree designed to promote domestic medium
and small producers, contractors and suppliers of goods and services. Thedecreeis scheduled to
expirethree years after its effectivedate. The provisions of the decree apply to entities that are subject
to the Ley de Licitaciones in connection with the solicitation and award of bids for projects and
procurement of goods and services. Under the decree, small and medium enterprises that arethe
subject of the decree may be granted preferencesin the form of credits and set-asides based on the
level of domestic added value, technology transfers and employment creation in bids offered by them.
The decree further provides for the promulgation of regulations that would limit the decree’s
applicability to the extent necessary to avoid violations of tregties entered into between V enezuda and
other countries.

I nternational Reserves

At December 31, 1999, grossinternational reserves at Banco Central totaled U.S.$15.2 billion,
representing an increase of U.S.$315 million compared with the previous year. At year-end 1999,
international monetary assets totaled U.S.$16.6 billion, liquid operating reserves at Banco Central
totaled U.S.$11.7 billion and net international reserves at Banco Central totaled U.S.$14.4 billion.
Theincreasein reserves was due primarily to theincrease in the current account achieved that year.

Banco Central’ s gross international reserves at the end of 2000 totaled U.S.$15.9 hillion, representing
adlight increase compared with December 31, 1999. In addition, fundsin the Stabilization Fund
totaled U.S.$4.6 billion. At December 31, 2000, total international monetary assets totaled U.S.$21.9
billion, liquid operating reserves at Banco Central totaled U.S.$12.6 billion and net international
reserves (excluding fundsin the Stabilization Fund) at Banco Central totaled U.S.$15.7 billion.

During 2001, Banco Central intervened in the foreign currency markets more frequently than in 2000
in order to defend the value of the Bolivar. Asaresult, grossinternational reserves at Banco Centra
decreased by approximately U.S.$3.6 billion between December 31, 2000 and December 31, 2001,
registering at U.S.$12.3 billion at year-end 2001. At December 31, 2001, international monetary
assets stood at U.S.$18.8 hillion, liquid operating reserves at Banco Central totaled U.S.$8.8 hillion
and net international reserves (exduding funds in the Stabilization Fund) totaled U.S.$12.3 billion. At
the same date, the balance in the Stabilization Fund was approximately U.S.$6.3 billion, an increase of
U.S.$1.7 hillion from December 31, 2000.

Banco Central continued its intervention in the foreign currency marketsin 2002, in an attempt to
bolster the value of arapidly deprediating Bolivar, which resulted in a decreasein 2002 in theleve of
gross international reserves. At December 31, 2002, gross international reserves at Banco Central
totaled approximately U.S.$12.0 billion, representing a decrease of approximately U.S.$293 million
from December 31, 2001. At December 31, 2002, international monetary assets totaled approximatdy
U.S.$15.4 billion, liquid operating reserves totaled approximately U.S.$8.0 billion and net
international reserves (excluding funds in the Stabilization Fund) totaled approximately

U.S.$12.0 hillion. At the same date, the balance in the Stabilization Fund was approximatdy

U.S.$2.9 hillion.

Gross international reserves stood at approximately U.S.$20.7 billion at December 31, 2003
(exduding fundsin the Stabilization Fund), representing an increase of approximately U.S.$8.7 billion
since December 31, 2002. The U.S.$20.7 billion figure does not take into account amounts approved
as of year-end 2003 for conversion to U.S. Dollars under the exchange control regime. For more
information concerning the exchange control regime, refer to “—Exchange Control Regime’. At the
same date, the balance in the Stabilization Fund was approximately U.S.$0.7 billion.
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Thefollowing table sets out a breakdown of the international monetary assets of V enezuda for the
periodsindicated:

Y ear Ended December 31,

1999 2000 2001 2002 2003
(in millionsof U.S. dallars)
International Reserves a Banco Centrd............. $15164  $15883  $1229%6  $12003  $20,666°
GOl s 2,887 2,79 3,056 3516 4632
Special Drawing RIghtS.......c.c.ccoorinmiirinciees 128 36 10 11 10
IMFPOSItION® ....ccooovvrrrrrrn 442 419 405 433 478
Total Liquid Operating Reserves® .. . 11,707 12,634 8825 8,038 15546
Liabilities of Banco Central® ......... . (760) (227) (32) (29) (40)
Net Liquid Operati n5(3; Reserves..... . 10,947 12,407 8,793 8,009 15,506
Stahilization Fund® ... . 215 4,588 6,277 2,857 700
Other International Monetary Assets® . 1,246 1,385 257 506 5320
International Monetary ASSES e 16,625 21,856 18,780 15,366 21,898
(2) Figures are val ued at the market price for gold for the relevant periods and reflect methodol ogical arrangementsin the
accounting treatment for gold-swap operations
2 Includes net IMF Postion.
3) Includes international financing cooperation and ALADI Agreement.
(4) Includes Banco Central’ sreserve liabilities.
(5) Includes the Stabilization Fund portfolio managed by Banco Central.
(6) Other than amountsin the Stabilization Fund.
(7) Includes al monetary or similar assets denominated in units of exchange other than Bolivares owned or controlled by the
Republic, Banco Central and other public sector entities.
(8) Thisfigure does not take into account certain amounts approved as of December 31, 2003 for conversionto U.S. Dollars
under the Exchange Control Regime.
(9) Preliminary Figures.

Sources Banco Central, BANDES and PDVSA.

Banco Central Transfers

In 2000, Banco Central’ s board of directors approved thetransfer of approximately Bs.792 billionin
realized income from Banco Central to the Government, in accordance with the provisions of the
Central Bank Law. The amounts transferred were used for certain investment proj ects and socia
programs of the Government. The income that was the subject of the transfer was derived from the
accumulation of realized profits from foreign exchange operations of Banco Central. Thetransfer did
not affect unrealized gains on foreign exchange holdings.

Thetransfer of income from Banco Central to the Government was provided for under the Central
Bank Law asin effect at the timethe transfer was approved. That law set forth that 10% of Banco
Central’s annual net income was to be allocated to Banco Central’s general reserve, and a maximum
of 5% of annual net income could be set asidein a voluntary reserve fund, with the remainder to be
available for transfer to the Government after approval by the general assembly and the board of
directors of Banco Central. The law required that the transfer take place on a date determined by the
board of directors of Banco Central but within six months following the close of Banco Central’s
fiscal year. The Central Bank Law also established that the cal culations of incometo be paid to the
National Treasury would be based on realized income. Over the several years prior to the passage of
the new Central Bank Law in October 2001, Banco Central had deposited 100% of its net incomein
the general reserve, instead of 10% thereof, which was the minimum required deposit to be madein
accordance with the Central Bank Law.

In 2001, Banco Central transferred approximately Bs.1.8 trillion in realized income to the

Government. Banco Central transferred an additional Bs.1.7 trillion in realized income to the
Government in 2002.
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A new Central Bank Law was enacted on October 3, 2001. The amended Central Bank Law retains
the 10% general reserve and 5% maximum voluntary reserve provisions of the previouslaw. In
accordance with the new Central Bank Law, the remainder of Banco Central’ sincome must be
transferred to the Government within the six-month period following Banco Central’s fiscal year end.
On October 18, 2002, an amendment to the Central Bank Law was gpproved by the National
Assembly such that the cal culation of the amount of Banco Central incometo be transferred to the
Government must now be cal culated every six months, rather than annually, and must be transferred
to the Government within the six-month period following each such cal culation.

Foreign Exchange Rates and Exchange Controls

Prior to February 1983, the Bolivar/U.S. dollar exchange rate was fixed at Bs.4.30 = U.S.$1.00. In
February 1983, a system of differential exchange rates was implemented to reduce imports and to
stimulate domestic production, including the production of non-traditional exports. Under this system,
whilethe Bolivar was permitted to float for certain transactions, a series of controlled foreign
exchange rates was established to moderate the inflationary impact of the cost of living and to mitigate
the finandal costs of the devaluation of the Bolivar among those sectors of the economy with high
leves of external debt.

These controlled rates of exchange were utilized for payments of registered external public and private
debt and for most commerdial transactions. During the same period, a much higher free market
exchange ratewasin effect for obtaining foreign exchange for tourism, imports of certain non-
essential goods, personal transfers and certain other items.

Although the system of differential exchange rates assisted in moderating inflation, it also resulted in
imbalances in both the external and internal accounts by effecting quantitative restri ctions on imports.
This created an anti-export biasin the Venezudan economy and increased speculative pressure on the
Bolivar. In March 1989, the Government ended the system of official, controlled exchange rates and
established a unified, floating exchangerate with free convertibility.

A financia sector crisisin 1994 resulted from solvency and liquidity crises among V enezudan
finandal indtitutions. The crisis, occurring in the context of a general climate of economic and
political instability, caused a run on the foreign exchange markets in favor of U.S. dollars. At theend
of June 1994, the exchange rate had declined to Bs.171.80 = U.S.$1.00 from Bs.105.90 = U.S.$1.00 at
the end of December 1993. The adverse effect of such pressurein the foreign exchange markets, the
resulting intensification of devaluation expectations and the loss of international reservesled the
Government to dose temporarily the foreign exchange markets on June 27, 1994. The Government
thereafter adopted a new exchange control regimeon July 9, 1994. Between July 1994 and

December 11, 1995, the official exchange ratewas set at Bs.170 = U.S.$1.00. On December 11, 1995,
the Government devalued the Bolivar and changed the official exchange rate from Bs.170 = U.S.$1.00
to Bs.290 = U.S.$1.00. In April 1996, the exchange control system was eliminated and the Bolivar
was permitted to float. On April 22, 1996, Venezuela commenced using a unified, free-floating
exchange rate with free convertibility. The exchange rate was subject to a system established by
Banco Central which was designed to allow the Bolivar to fluctuate within a crawling band.

During 1998, Banco Central took measures to rd ease pressure on its international monetary reserves
by increasing the rate of the crawling band. The monthly rate of theincrease of the central parity of
the crawling band was adjusted from 1.16% to 1.28%. Banco Central’ s restrictive monetary and
exchange rate policies promoted positive real interest rates that began to attract foreign investment
inflows. Despitethese policies, however, beginning in March 1998, the Bolivar depreciated against
the U.S. dollar morerapidly than since April 1996. At year-end 1998, the Bolivar traded at
Bs.564.50 = U.S.$1.00.
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During 1999, the value of the Bolivar against the U.S. dollar declined at arate of 14.8%, compared to
adecline of 12.0% during 1998. At the end of 1999, the Balivar traded at Bs.648.25 = U.S.$1.00.
During 1999, Banco Central reduced itslevd of intervention in the foreign currency markets.

During 2000, the value of the Bolivar against the U.S. dollar declined at arate of 8.0%. Asaresult of
therelative stability of the Bolivar during 2000, Banco Central intervened in the foreign currency
markets less frequently than in the past. At the end of 2000, the Bolivar traded at

Bs.699.75 = U.S.$1.00.

Therdative stability of the Bolivar in 2000 continued during 2001 in part asa result of increased
efforts by the Republic to maintain the value of the Bolivar. At December 31, 2001, the Bolivar
traded at Bs.758 = U.S.$1.00, reflecting a deval uation of 8.3% against the U.S. dollar during 2001.

The deteriorating economic and political environment in Venezuda during early 2002 triggered large-
scale capital flight and increased pressure on the value of the Bolivar. In response, Banco Central was
required to utilize large amounts of its international reserves to support the value of the Bolivar.

On February 13, 2002, President Chavez announced that the Bolivar would float freely, without a
protective band and with minimal intervention from Banco Central. On October 8, 2002, the
Bolivar/U.S. dollar exchangerate reached itslowest point to date sinceitsinitial devaluation. The
Bolivar/U.S. dollar exchange rate on that date, as calculated by Banco Central, was

Bs.1,496.25 = U.S.$1.00, reflecting a depreciation of 97.4% compared to December 31, 2001. On
December 31, 2002, the Balivar/U.S. dollar exchange rate, as cal culated by Banco Central, was
Bs.1,403 = U.S.$1.00, reflecting a depreciation of 85.1% since December 31, 2001.

In accordance with the new fixed exchange control regime that became effective on February 5, 2003,
theBoalivar/U.S. dollar exchangerate was set at Bs.1,596 = U.S.$1.00 (purchase) and

Bs.1,600 = U.S.$1.00 (sale). On February 9, 2004, the Ministry of Finance and Banco Central
changed the Bolivar/U.S. dollar exchange rateto Bs.1,915.20 = U.S.$1.00 (purchase) and Bs.1,920.00
= U.S.$1.00 (sale).

For moreinformation on the exchange control regime adopted in February 2003, refer to “—Exchange
Control Regime'.
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Thefollowing table sets out the average Bolivar/U.S. dollar exchange rates for the periods indi cated:

Exchange
(Bolivar/

Year and Month U.S. dollar)
1999

FIFSE QUAIET ..ottt Bs.576.00

Second Quarter .. 595.68

Third Quarter...... 617.51

FOUITN QUEIEN ...ttt 636.60
2000

FIFSE QUAIET ..ottt Bs.659.71

Second Quarter .. 678.15

Third Quarter...... 688.50

FOUMN QUEIEN ...t et 695.57
2001

FIFSE QUAITEN ...ttt Bs.702.80

Second Quarter .. 714.10

Third Quarter...... 732.84

FOUMN QUEIEN ...t st 747.06
2002

FIFSE QUAIET........ooevee bbbt et Bs.859.66

Second Quarter .. 1,018.98

Third Quarter...... 1,389.24

FOUMN QUEIEN ..ottt 1,379.55
2003

FIFSE QUAIET.........oooee ettt

Second Quarter ..

Third Quarter......

FOUITN QUEITEN ...ttt
2004

FIFSE QUAIET ..ot st et

Source: Banco Central.
Foreign Investment and the Private Sector

In order to augment domestic savings and increase V enezuda s export capacdity, the Government has
introduced a number of measures intended to promote foreign and domestic private sector investment.
Theonly areasin which foreign investment isrestricted areiron ore and petroleum exploitation,
personal security services and media industries, such asradio, td evision and Spanish-language
newspapers.

In order to promote foreign investment, V enezud a has entered into agreements with the U.S. Overseas
Private Investment Corporation, the Export-Import Bank of the United States, the Multilateral
Investment Guaranty Agency, or MIGA, which is an affiliate of the World Bank, and certain other
bilateral agendies of the OECD countries. Pursuant to these agreements, these bilateral agencies are
ableto offer non-commercial risk insuranceto foreign investors.

Employment and Labor

Labor Policies

The composition of thelabor force in Venezuela has undergone substantial changes during the last
40 years. The most significant change has been a shift in employment from the primary sector,
principally consisting of agricultural activities and petroleum and mining exploration and extraction,
to thetertiary sector, principally consisting of services, finance, transportation, communi cations and
Government employment.
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The Government believes that approximately one-half of the Venezudan labor forceis currently
engaged in theinformal sector of the economy. Theinformal sector is comprised of domestic
workers, sdf-employed owners, laborers and non-paid family laborers.

Under the Economic Plan, the Government contemplates theintegration of the informal sector into the
economy. The Government intends to make technological and financial assistance available to
informal sector participants on terms equivalent to those being offered to small- and medium-sized
companies in the formal sectors of the economy.

The Economic Plan contemplates the implementation of programsto improvethe skill leve of the
Venezuelan labor force and to promote an efficient labor market that would allow optimal mobility for
Venezuelan workers. The Government al so seeks to promote theimprovement of wage levels
throughout the productive sectors of Venezuela's economy consistent with its desireto minimize the
inflationary effects or expectations that could result from wage increases.

Labor Force

Thelabor force of Venezuea has been growing in recent years. However, the economy has been
unableto fully absorb thelarge number of unskilled workersin Venezuda, particularly persons
migrating from rural to urban aress.

At the end of June 2003, the labor force was estimated at 11.8 million, representing a slight increase
from approximately 11.7 million at the end of December 2002. The rate of unemployment increased
from 16.2% at year-end 2002 to 16.8% at year-end 2003, which was due primarily to decreased
economic activity throughout Venezuela.

A significant shortage of management personnel, technicians and skilled workers of all kinds and a
rdatively limited supply of agricultural workers currently exists. The working-age population is
expected to grow substantially in coming years. If the economic growth of Venezuelarecoversits
pace in coming years, improvements in training and education will be needed to remedy the shortage
of management personnd, technicians and skilled workers.
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The following table sets forth employment activity by sector for the periods indi cated:

Y ear Ended December 31, June 30,
2000 2001 2002 2003
Labor Force
Employed ..o 8,960,800 85.8% 9,685,597 87.2% 9,786,176 83.8% 9,524,775 80.8%
Unemployed.........oooeniiennieieis 1481,254 14.2 1,419,182 128 1,887,739 16.2 2,268,694 192
Total e 10,442,144 100.0 11,104,779 100.0 11,673,915 100.0 11,793,469 100.0
By Sector:
Petroleum and Mining...........cc.coeu..e. 53,448 0.6 52,6561 05 46,320 05 41,246 04
Agriculture, Fishingand Hunting...... 950,179  10.6 934,109 9.6 973,207 9.9 1,008,541 10.6
ManufaCturing............ccceeeeeeeeeerneneens 1,191,138 133 1,222,385 126 1,149,098 11.7 1,086,888 114
Water, Electricity and Gas................ 57,810 0.7 57,435 06 52,071 0.5 48,228 05
CONSLIUCHON. ..o 740,721 83 805126 83 771,545 7.9 623,402 6.6
Commerce, Restaurant and Hotdls.... 2,311,658 25.8 2542250 26.3 2,623,172 26.8 2,526,505 26.5
Transportation, Storage and 608,017 6.8 676,863 70 715,597 7.3 704,246 74
Communicaions............cco.....
Financial I nstitutions, | nsurance 440,426 4.9 479,559 50 474,670 49 458,963 48
2,597,708 29.0 2,904,567 300 2,954,790 30.2 2,990,803 314
9785 _ 0.1 10,652 _ 01 25,706 0.3 35,953 04
8,960,890 100.0% 9,685,597 100.0% 9,786,176 100.0% 9524775  100.0%

Source: INE.

Labor Regulationsand Labor Liabilities

The Ley Organica del Trabajo, or the Organic Labor Law, sets forth minimum standards for employee
benefits and working conditions, such as a minimum wage, a maximum number of working hours,
mandatory holidays and vacations, minimum retirement, severance compensation and health and
safety regulations.

The Organic Labor Law appliesto private sector workers and to most public sector employees. The
rights of other public employees, technicians and professionals are also regulated by the Law of
Administrative Careers. Public sector wages are set by decree, in accordance with the labor laws and
the Law of Collective Contracting of the Public Sector. Subject to minimum wage limitations set by
the Government, private sector wages are competitive or set through coll ective bargaining contracts.

In June 1997, the Government reformed the Organic Labor Law. Thenew law implemented a
tripartite agreement reached among the Government, employees represented by unions and their
employers. The most significant reform was the elimination of the retroactive cal culation of
mandatory severance compensation for years of service. Previoudy, employers were required to pay
severance compensation for years of service cal culated retroactively, based on an employee s salary at
the time of termination of thelabor rdationship, regardless of any changesin the salary over the
course of the employment. The new law required that severance pay accumulated through December
1996, referred to as the Labor Liabilities, be paid out within five yearsto both public and private
employees. After December 1996, employers were required to cal culate severance compensation
monthly, based on wages earned at that time, and deposit the amount in an account of the employee.
The amounts deposited earn interest tax-free, which interest may be withdrawn by employeeson a
yearly basis. The account must accumulate during the entire period of employment, and at the end of
the employment rdationship the entire amount can be withdrawn by the employee. Under defined
circumstances, portions of the principal in the account may be withdrawn by the employee before the
end of the employment relationship. The Government has amended the 1997 labor law to provide for
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the payment of Labor Liabilities owed to public sector employees over a period of five years, together
with interest, at a prescribed rate commencing in 1998. The Government has created a presidential
commission to quantify and oversee the processing of the Labor Liabilities with respect to employees
of the Central Government.

At December 31, 2001, the estimated total amount of the Government' s Labor Liabilities was
calculated to be approximately Bs.21.5 trillion. The Government currently plansto pay these
obligations through theissuance of national debt bonds. Bs.560 billion has been allocated in the 2003
budget for the payment of these Labor Ligbilities.

Minimum Wages

The Government sets the minimum salary for al public and private sector employees, which it adjusts
as necessary to take into account changesin inflation and costs of living. The minimum wage has
gradually increased over the years. In setting and adjusting minimum wages, the Government has
attempted to address losses of purchasing power by the poorer segments of the Venezuelan labor force
without creeting an inflationary cycle. On April 29, 2003, apresidential decree set the minimum wage
for public and private sector employees at Bs.209,088 (for urban areas) and Bs.188,179 (for rural
areas). This minimum wage became effective on July 1, 2003 and increased to Bs.247,104 (for urban
areas) and Bs.222,393 (for rural areas) on October 1, 2003. The minimum wage for companies with
less than 20 employees was set at Bs.191,664, beginning July 1, 2003, and Bs.226,512, beginning
October 1, 2003. The April 2003 presidential decree also set forth the minimum pension amount for
retired employees of the national government and those which are paid through the Instituto
Venezolano de los Seguros Sociales (Venezuelan Ingtitute of Social Security) at the same value as the
minimum wage for employees of urban aress.

Thelatest adjustment made to the minimum wage occurred on April 30, 2004, in the form of a
presidential decree which set the minimum wage for public and private sector employees at
Bs.296,525 (for urban areas) and Bs.266,872 (for rural areas). This new minimum wage became
effective on May 1, 2004 and is scheduled to increase to Bs.321,235 (for urban areas) and Bs.289,112
(for rural areas) on August 1, 2004. The minimum wage for companies with | ess than 20 employees
was set at Bs.271,814, beginning May 1, 2004, and Bs.294,466, beginning August 1, 2004.

Labor Benefits under the 1999 Constitution and Social Security System Reform

The Constitution that was approved in December 1999 provides certain rightsto all laborersin
Venezudla. It includes rights with respect to the maximum number of hours a person may be required
to work, benefitsin the event of loss of employment and non-discrimination on the basis of, among
other things, race, sex, ageor creed. The Government isin the process of modifying the Organic
Labor Law in accordance with the rights granted to laborers under the 1999 Constitution. As part of
these developments, the Government is also currently in the process of reforming the social security
system.

Reforms to the Social Security Laws

The Organic Law of Social Security took effect on December 30, 2002. This law sets forth substantial
reforms to the national social security system. The services covered by the social security system are
divided among three types of services. Health Services, Socia Servicesand Housing Services. The
responsibility of managing and administrating these services will be shared among the National Health
System, the National Housing Bank, the National Geriatric and Gerontology Institute, the National
Pension Institute, the National Employment Institute, the National Labor Health Institute and the
Worker’s Training and Recreation Ingtitute, which will each bein charge of their respective social
services.
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Under the terms of the new Organic Law of Social Security, both workers and employers will
contribute to a collective social security system managed by the Government. Under the new social
security system, workersin theinformal sector of the economy will be able to voluntarily join the
social security system and make the contributions necessary in order to enablethem to receive a future
retirement pension, with the Government helping to subsidize a certain percentage of their
contributions. Along with contributions from employees, employers and the Government, the new
social security system will also be financed by several other sources, including income from
investments made with social security funds.

The new law provides that the current Venezuelan Institute of Social Security, along with the other
governmental entities and offices that are currently in charge of certain services covered by the new
social security law, will bereplaced gradually by entities that will form the new social security
system. A newly-created entity, the Superintendencia del Sistema de Seguridad Social
(Superintendency of the Social Security System) will be the office responsible for regulating and
supervising the new social security system.

Thenew law also creates a Social Security System treasury with its own assets, distinct and
independent from the National Treasury. Thistreasury’'s chief responsibilities will include coll ecting,
investing and distributing social security funds (which will be exempt from all taxes).

Theterms of the new law had required the President to devel op an implementation plan for the social
security system within six months of thelaw’s effective date. However, given the complexity of this
plan, aswell as the controversy surrounding this law, the implementation plan has not been developed
to date. Once such a plan has been developed, the system must then beimplemented within five years
of thelaw’'sadoption. In addition, the President must inform the National Assembly semi-annually of
any new measures that have been adopted and any obstad es that have been encountered during the
implementation process. Additionally, thelaw provides that a Comision Técnica de Transicion
(Technical Commission for the Transition) must be created within 180 days after the law is adopted,
which will be responsible for planning and managing the transition from the existing social security
system to the new system introduced by this law.

Labor Unions

Venezue a has numerous labor unions, most of which are affiliated with CTV, the umbrella union
organization. Despite the number of labor unions currently in existencein Venezuela, Venezuda has
ardatively low level of unionization when compared to the size of itslabor force

On December 3, 2000, areferendum was held under which all current labor union officers were
suspended until new elections could be held for leadership positions within the labor unions. These
elections were completed on November 18, 2001.

Unions engage in collective bargaining primarily involving the negotiation of contracts on an
industry-wide basis. Strikes and lockouts are permitted, but conciliation procedures must be observed
prior to calling a strike or lockout. Although CTV and affiliated unions have held demonstrations
from time to time to promote support for labor-related issues, including increases in minimum wages,
such demonstrations have not effected a change in the Government’s policy of avoiding the
inflationary spirals that would result from large wageincreases. CTV has staged several single-day
work stoppages to protest the failure of the public and private sector to increase wages, but such
stoppages have not had any significant effect on the Venezuelan economy asawhole. 1n 2001, there
were a number of strikes to protest lack of wage increases and other employment measures, including
at PDVSA and C.V.G. SiderUrgica del Orinoco C.A., referred to as SIDOR, which in the short-term
affected economic activity in the regions and industries affected.
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On April 9, 2002, CTV, together with Fedecamaras, initiated a general strike in support of the protest
undertaken by PDV SA with respect to the controversial appointees of President Chavez to the

PDV SA board of directors. Initially scheduled to last for 24 hours, the strike was extended to 48
hours, and ended up lasting three days, due to difficulties encountered in reaching a resolution
between the two sides.

A nation-wide work stoppage was called by the Coordinadora Democrética, CTV and Fedecamaras
on December 2, 2002 with the principal goal of forcing President Chéavez to step down or to agreeto
early elections. Thework stoppage was joined by PDV SA managers and many key PDV SA
employees, including certain officers of Venezuda s merchant fleet, induding the Republic's oil
tankers. While the work stoppage did not receive the support of PDV SA’s oil union, it was partially
joined by banks, the media, private and public universities and certain other sectors of Venezuea.
The work stoppage lasted approximately nine weeks, ending on February 3, 2003. For more
information, refer to “Recent Developments’.

Poverty and Income Distribution; Education

Poverty and Income Digtribution

The Government differentiates between extremely poor, poor and non-poor households based on
census survey examinations with respect to qualitative factors such as access to dectricity and potable
water and the number of persons per dwelling unit. INE defines “extremely poor” asindividuals who
lack sufficient resources to obtain a subsistence-level basket of foodstuffs and “poor” as individuals
who have resources sufficient to obtain two times a subsistence-level basket of foodstuffs.

The following table provides statistics comparing the number and percentage of extremely poor, poor
and non-poor households in Venezuela for theindicated years:

1999 2000 2001 2002
Total % Total % Total % Total %
Households:
NON-POO ..o, 2,772,000 57.2% 2,862,000 58.4% 3,095,000 60.9% 3,276,000 58.5%
Poor
Extremdy Poor.............. 804,000 16.6 816,000 16.7 720,000 14.2 928,000 16.6
Non-Extremely Poor ..... 1,270,000 26.2 1,222,000 24.9 1,267,000 24.9 1,393,000 24.9
Total.oooeeeeeeeeiins 2,074,000 28 2,038,000 41.6 1,987,000 30.1 2,321,000 41.5
All Househalds................... 4,846,000  100.0% 4,900,000  100.0% 5,082,000  100.0% 5,597,000 100.0%
Population:
NON-POOF ..o 11,417,000 50.0% 12,123,000 51.7% 12,946,000 54.5% 12,518,000 51.9%
Poor
Extremdy Poor.............. 4,534,000 19.9 45720 195 4,125,000 17.4 4,859,000 20.1
Non-Extremely Poor ..... 6,881,000 30.1 6,758,0 28.8 6,687,000 28.1 6,757,000 28.0
Total.oooeeeeeeeeiins 11,415,000 50.0 11,330,00 48.3 10,812,000 455 11,616,000 48.1
Tota Populion................. 22,832,000  100.0% 23,453,00 100.0% 23,758,000 100.0% 24,135,000 100.0%
Source: INE.

The percentage of poor and extremely poor among the V enezudan population increased from 39.4%
in 1995 to 48.1% in 2002. Thisincrease has been due primarily to lower real wages earned by
employees and increased unemployment, particularly during the period from 1995 to 1998. In
addition to stimulating real growth in the economy and increasing job opportunities, the Government
aims to emphasize the primary education system to improve educational and technological skills
among the future V enezuelan workforce, decentralize health and education support systems and
reform socia security and pension systems.
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The following table compares statistics for the distribution of income or consumption in Venezuda
and other Latin American countries;

Veneuda  Brazl®  Chileé? Codombia® Mexico® — Peu®
Survey Y ear 1998 1998 1998 199 1998 199%
Gini Index® 495 60.7 56.7 57.1 531 46.2
Lowes 10% 0.8 0.7 13 11 13 16
Lowest 20% 30 22 33 30 35 44
Second 20% 8.2 54 65 6.6 7.3 91
TR 209 138 10.1 109 111 121 141
Fourth 20%...... 218 183 184 184 197 213
Highest 20%.... 532 64.1 61.0 60.9 574 51.2
Highest 10%......cccceeeeeeeeeeesessseeee 365 480 456 46.1 417 354

o
@

Source: World Bank 2002 World Devel opment | ndicators.

Education and Other Sustainable Development Factors

Rankings are based on per capitaincome. Datarefers to income shares by percentile of the population.
Gini coefficient isa coefficient measuring income inequality in a society.

According to the Human Development Index, referred to as the HDI, a measure used by the United
Nations Development Program, or UNDP, Venezuelan social conditions rank 69th among the 173
countriesin the world in the UNDP' s Human Deve opment Report for 2002.

The following table summarizes the statistics for social factors reated to the HDI in Venezuela and
the other six largest economiesin Latin America:

Income
Survival Education
g:iggﬁ;lr?ggﬁ Population in Poverty
Population
Peoplenot | without | Population Children USs$la
expectedto | accessto without Adult not day (1993 | Nationa
urviveto | essentia accessto | illiteracy | reaching | Poorest | Richest PPP poverty
age40 drugs | sfewaer | rate grade5 20% 20% u.s$)® line
HDI Rank | 1995-2000 1999 2000 2000 199597 | 1996-97 | 199697 | 1983-00 | 1987-00
34 Argentina 5.6% 30% 21% 32% n.a% n.a% n.a% na% 17.6%
38 Chile 45 12 6 42 0 34 62.0 <20 212
54 Mexico 83 8 14 86 14 4.0 56.7 159 10.1
68 Colombia 101 12 9 83 27 3.0 60.9 197 177
69 Venezuela 6.5 10 16 74 11 41 53.7 230 313
73 Brazil 113 60 13 148 n.a 26 63.0 116 174
82 Peru 116 40 23 101 n.a 44 51.2 155 490

Datarefers to the most recent year available.
Personal Purchasing Power used to measurethe poverty line.

@

n.a:

Not available.

Source: UNDP, Human Devel opment Report, 2002 (statistics for the largest seven economies of Latin America).

Whilethe extremdy poor in Venezuela are severely challenged by alack of accessto basic
necessities, some positive signs of sustainable development are present. The adult literacy rate was
92.6% in 2000. In 1999, the population with access to essential drugs reached 90%, among the
highest in Latin America. Venezudaisranked in the category of “medium human development” in




terms of overall profile and HDI trends, South-North gaps, child survival, health, food security,
education imbalances, communi cations, social investment and natural resource usage.
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PRINCIPAL SECTORSOF THE VENEZUELAN ECONOMY
Petroleum and Natural Gas

General

The petroleum sector has been the cornerstone of the V enezuelan economy for the past 50 years. It
represents the principal source of revenues, foreign exchange earnings and stimulus for economic,
industrial and social change. According to the June 2003 BP Statistical Review of World Energy,
Venezuela has the eighth-largest proven oil reservesin the world, the eighth-largest proven natural gas
reserves in the world and the largest proven reserves of both oil and natural gasin Latin America.
From 1998 through 2002, petroleum products have accounted for an average of approximately 79.1%
of Venezuela' stotal exports, petroleum revenues have accounted for an average of approximatdy
30.3% of Venezuda'stotal Central Government revenues and the petroleum sector accounted for an
average of approximatey 26.9% of GDP. In 2002, the petroleum sector accounted for approximately
25.3% of GDP, compared to approximately 26.4% in 2001.

Petréleos de Venezuela, S.A.

The Government formed PDV SA in 1975 to manage the assets acquired by the nationalization of the
domestic oil industry that year. Venezudais the sole owner of PDV SA, and the Constitution requires
the Government to retain exdusive ownership of the shares of PDVSA. Various Government
agendies dosdy regulate and supervise the Venezudan operations of PDVSA. PDV SA's charter
documents provide that the President of V enezuela shall designate the members of PDV SA’s board of
directors by executive decree.

Sinceits inception in 1975, PDV SA has operated as a state-owned commercial entity vested with a
high level of commercial and finandia autonomy. PDV SA isregulated by the Ministry of Energy and
Mines, referred to asMEM, and is required by law to sdll all foreign currency revenues to Banco
Central, with the exception of an amount that it is permitted to havein a foreign currency revolving
fund. PDV SA, the single most important contributor to Venezuela’'s GDP, exports and fiscal
revenues, is responsible for coordinating most aspects of the petroleum industry, including
adminigtration, planning, operations, domestic and foreign marketing and capital investment. Since
1978, PDVSA has been responsible for the petrochemical sector. Since 1985, PDV SA has also been
responsible for the devel opment of coal resources located in western Venezuela and for the
development of V enezuda’s bitumen resources.

MEM oversees all activities with respect to hydrocarbons and determines overall policies with respect
to rates of production, new investments and resource conservation. In addition, MEM is the chairman
of PDVSA’s General Shareholders’ Assembly, which sets PDV SA’s general policy.

PDV SA obtainsincome from its subsidiariesin the form of a mandatory 10% payment of their net
revenues from exports of crude oil. Net revenueis cal culated after deductions for related royalties and
expenses but before incometaxes. PDV SA also receivesthe after-tax net profit of each subsidiary.
Thelaws governing the petroleum industry require such revenues to be used for the industry’ s capital
investment programs.

Recent Developments Concerning the Qil Industry

In February 2002, President Chavez replaced the president of PDVSA and five of the seven members
of PDVSA’s board of directors, asserting that policy differences had arisen over the implementation of
the Republic' s adherence to OPEC production limits, as well as other issues. A large group of

PDV SA executives and staff publidy protested these appointments. In March 2002, this group of
employees participated in awork slowdown and stoppage and organized a one-day strike on March
21,2002. The protests continued, and on April 4, 2002, those employees began an open-ended strike,
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which culminated in a full-fledged national strike on April 9, 2002, which was closely followed by a
coup d’etat, which briefly removed President Chavez from power. For more information on the April
2002 strike and coup d’ etat, refer to “Recent Developments”.

The most recent and damaging of the nation-wide work stoppages began on December 2, 2002 and
ended on February 3, 2003. It was called by the Coordinadora Democratica, CTV and Fedecamaras
and was joined by managers of PDV SA, many key PDV SA employees, certain officers of

Venezued s oil tankers and merchant fleet, banks, the media, private and public universities and other
sectors of the Republic.

For a 20-day period in January 2003, oil tankers anchored in front of oil terminals, blocking shipments
to and from the facilities. The participation of the oil sector in this general work stoppage severdly
crippled oil production, which dropped to aslow as 25,000 barrels per day, or bpd, at the height of the
work stoppage. In January 2003, PDV SA was forced to declare an event of force majeure oniits
international petroleum sales contracts, which was ultimatdy lifted on crude oil sales contractsin
March 2003 and on gasoline sales contractsin April 2003. In response to this emergency situation,
the Government activated theindustry’ s oil contingency plan, induding military protection of some of
PDV SA’s facilities, requested aid from OPEC in the form of both fuel and personnel, and received
support from Brazil, Trinidad & Tobago and Qatar. The production and distribution of foodstuffs also
was affected, resulting in food shortagesin certain regions.

In late January 2003, the Government announced a restructuring of the oil industry, induding a
reorganization of PDV SA designed to reduce its operating costs and simplify its organizational
structure. Approximately 18,000 of PDV SA’s almost 40,000 employees joined the work stoppage and
were subsequently dismissed from PDV SA in the first quarter of 2003.

PDVSA’sail production recovered significantly during February and March 2003. By April 2003,
PDV SA reported that oil production had recovered to approximately 3.2 million bpd. At the same
time, PDVSA began refining more than 1 million bpd and exporting approximatdy 2.5 million bpd of
oil and ail products.

Because production activities at PDV SA’ s refineries were temporarily affected as a result of the work
stoppage, from December 2002 through March 2003, PDV SA had to import gasoline and diesel to
meet its domestic distribution obligations during the affected period. 1n December 2002, PDV SA
imported atotal of approximatey 521,600 barrels of gasoline and approximatey 480,299 barrels of
diesel. During thefirst quarter of 2003, PDV SA imported approximately 13.5 million barrels of
gasoline and approximately 975,196 barrd s of diesdl.

Problems resulting from the general work stoppage a so interrupted PDV SA’ s billing systems.

PDV SA was unableto bill its customers for previoud y-shipped products, which resulted in an
invoicing backlog. Asaresult of production increases and the normalization of its billing systems,
PDV SA was able to increaseits collections significantly by February 2003. By the end of July 2003,
PDV SA had substantially diminated the backlogged invoicing volume, and collections had been fully
restored.

The work stoppage adversdy affected PDV SA’ s royalty and tax payments due to the Government.
The National Treasury received | ess than 20% of the amount budgeted to be received from PDV SA
for the first quarter of 2003. Thedrop in income severdy affected the Government’ s public finances,
forcing the Government to reduce the 2003 budget and to announce the likelihood of additional future
adjustments.

PDV SA has made significant contributions to social programs, promoting and participating in
Venezued s social and economic development. As aresult, it is estimated that PDV SA will
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contribute approximatdy U.S.$1.7 billion in 2004 towards low-income housing, agricultural
development and other social programs.

New Hydrocarbons Law

On November 13, 2001, under the enabling law authorized by the National Assembly, President
Chavez enacted the new Hydrocarbons Law, which came into effect in January 2002 and replaced the
Hydrocarbons Law of 1943 and the Nationalization Law of 1975, which, among other things,

provided that all oil production and distribution activities were to be the domain of the V enezuelan
state, with the exception of joint ventures targeting extra-heavy crude oil production. Under the new
Hydrocarbons Law, private investors can own up to 49% of the capital stock in joint venturesinvolved
in upstream activities. The new law also provides that privateinvestors may own up to 100% of the
capital stock in ventures concerning downstream activities, in addition to the 100% already allowed
for privateinvestors with respect to gas production ventures, as previoud'y promulgated by the
National Assembly.

The new Hydrocarbons Law decreases theincome tax rate for oil exploration and production activities
from 67.5% to 50%, and to 34% for downstream activities. It also increased the extraction royalty
rate from 16.7% to 30%, which royalties are deductible for purposes of calculating incometax. In
special circumstances, the Republic may decrease this rate to 20% for heavy crude oil and 16.7% for
Orimulsion®, but the Republic retains the right to subsequently increase this rate to 30%.

The new Hydrocarbons Law also modified other taxes with respect to hydrocarbons. Under the
surface areatax, every square kilometer or fraction thereof which has been granted for exploration but
which has not been used for that purpose will betaxed 100 tributary units. In fiscal year 2003, each
tributary unit is equivalent to Bs.19,400. Thistax will be increased by 2% every year through 2007
and then 5% annually thereafter. The new Hydrocarbons Law provides for atax on developer
consumption of 10% of theretail price on each cubic meter of petroleum products produced and used
by the developer to fud its own operations. The law also imposes atax of 30% to 50% of the retail
price on each liter of petroleum product sold in the V enezuelan domestic market. Thistax on retail
purchases will belevied annually by the National Assembly in the Budget Law and is to be paid
monthly to the National Treasury.

Thelong-term effects of the new Hydrocarbons Law and its changes in royalty structure and taxes on
PDV SA’s activities and results of operations, aswell asitsimpact on foreign investment in the
petroleum sector, cannot be predicted at thistime.

Organizational Structure

Until January 1, 1998, PDV SA conducted its operations in V enezuda through three principal
operating subsidiaries. These subsidiaries were Lagoven, SA., Maraven, SA. and Corpoven, SA.
Under the coordination of PDV SA, the three subsidiaries operated as separate vertically-integrated
commercial entities, with separate exploration, development, production, refining and marketing
activities. In 1998, PDVSA established a new operating structure based on business units. PDVSA
formed PDVSA-Petréleo y Gas, SA., or PDVSA P& G, asits principal operating subsidiary through
the merger of Lagoven, SA. and Maraven, SA. into Corpoven, SA.

Since the 1998 reorganization, PDV SA has been involved in a process of transforming its operations
with the aim of improving its productivity, modernizing its administrative processes and enhancing its
return on capital. PDVSA P& G’s operations were organized into three divisons. PDVSA
Exploracion y Produccién, or PDV SA E& P; PDVSA Manufactura y Mercadeo, or PDVSA M&M;
and PDVSA Servicios. Although the 1998 reorganization did not affect the legal structure of

PDV SA’s other V enezudan and international subsidiaries, most of those subsidiaries reported
functionally to one of PDV SA P& G’ sthree divisions after the reorganization.
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During the second half of 2000, PDV SA further modified its organizational structure with the goal of
enhancing internal control of operations, optimizing its governance mode and aligning its operating
structure with Venezudd s long-term strategic interests. The restructuring of PDV SA induded the
creation of two additional executive offices, managed by executive directors. Under this modified
structure, the executive offices reported directly to the board of directors and replaced the business
units formerly managed under PDV SA E& P and PDV SA M&M. One executive office managed the
Exploration, Production and Orinoco Bdt business unit and the other managed the Refining, Supply
and Commerce business unit. PDV SA also increased the involvement of its board of directorsin its
activities and enhanced its operational independence as part of its effort to promote private investment
inits subsidiaries PDV SA Gas, Petroquimica de Venezuela, SA., or Pequiven, Bitimenes Orinoco,
SA,, or Bitor, and Carbones de Zulia, SA., or Carbozulia.

In May 2001, PDV SA changed the name of PDVSA-Petroleo y Gas, SA. to PDVSA Petréleo, SA.,
referred to as PDV SA Petréleo, and transferred some of its non-associated gas assets to a newly-
created subsidiary, PDVSA Gas, SA. PDVSA Servicios continues to manage the administration,
services, engineering and projects business units and Bariven, SA., a subsidiary responsible for
services and materials procurement.

The structure of PDV SA was modified again in early 2003. PDV SA made several adjustmentsin
order to (i) enhance internal control of its operations, (ii) improveits corporate governance and (iii)
align its operating structure with the long-term strategies of its shareholder. These adjustments consist
primarily of the adoption of a new operating framework that increases the involvement of PDVSA's
board of directorsin all PDVSA activities and at the same time enhances PDV SA’s operational
independence. These adjustments are also a part of PDV SA’s effort to promote private investment in
its subsidiaries, PDV SA Gas, Pequiven, Bitor and Carbozulia.

In August 2003, in order to streamline PDV SA’ s business operations and reduce its administrative
costs, PDV SA assigned the administration of business ventures with private sector entities to
Corporacion Venezolana del Petréleo, SA., or CVP. Under this arrangement, CV P will assumeall
responsibility within PDV SA with respect to operating service agreements, strategic associations and
profit-sharing agreements. In addition to its administrative responsibilities, CVP will continue to
promote PDV SA'’ s relationships with third parties, aswe |l as private sector participationin the
petroleum industry. However, any dividends and profits from production activities conducted
pursuant to PDV SA’s operating service agreements and other strategic associations will continueto be
remitted to PDVSA.

PDV SA conductsits petrochemical activities through Pequiven, which reports directly to PDV SA.
Pequiven and its joint ventures operate three major petrochemical complexesin Venezuela, and
Pequiven is currently involved in 17 joint ventures with private sector partners.

PDV SA principally uses PDV SA Finance Ltd. for its corporate financing needs through the i ssuance
of debt. Asof December 2002, theleve of indebtedness of PDV SA, on a consolidated basis, was
approximatdy U.S.$8.7 hillion.

Other important subsidiaries that report directly to PDV SA include Intevep, S.A., which undertakes
research and development, and Centro Internacional de Educacion y Desarrollo, which is responsible
for the training and development of PDV SA and private sector personnd.

In the United States, PDV SA conducts its crude oil refining and refined petroleum product operations
through its wholly-owned subsidiary PDV Holding, Inc., which, through PDV America, Inc., referred
to as PDV America, owns 100% of CITGO Petroleum Corporation, referred to as CITGO. CITGO
refines, markets and transports gasoline, diesel fud, jet fuel, heating oil, petrochemicals, lubricants,
asphalt and other refined petroleum products in the United States, marketsjet fud directly to airlines
and produces a variety of agricultural, automotive and industrial lubricants, waxes and private label
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[ubricants for independent distributors, mass marketers and industrial customers, aswell as other
clients. In addition, CITGO sdls petrochemicals and industrial products directly to various
manufacturers and industrial companies throughout the United States. In 2002, CITGO produced a
total of 25.4 billion gallons of petroleum products. PDV Holding, Inc. also owns 100% of PDV
Midwest Refining LLC (through CITGO) and 50% of Chalmette Refining LL C (through PDV
Chamette Inc.), each of which is primarily engaged in the refining of crude oil. 1n October 1998,
PDV SA entered into agreements with Phillips Petroleum to form Merey Sweeny, ajoint venture to
process crude il in the United States, and with Amereda Hess to form Hovensa, ajoint venture to
process crude oil inthe U.S. Virgin Idands. PDVSA is, through its subsidiaries, one of the largest
refiners of crude oil in the United States, based on its December 2002 aggregate net ownership interest
in crude oil refining capacity.

In Europe, PDV SA conducts its crude oil refining and refined petroleum product activities through
PDV EuropaB.V., which ownsits 50% interest in Ruhr Oel GmbH, referred to as Ruhr Odl, ajoint
venture company operating in Germany and owned jointly with Veba O, and its 50% interest in AB
Nynas Petroleum, referred to as Nynés, a joint venture company operating in Belgium, Sweden and
the United Kingdom and owned jointly with Fortum Oil and Gas QY. Through Ruhr Odl, PDVSA
refines crude oil and markets and transports gasoline, diesel fuel, heating oil, petrochemicals,
lubricants, asphalt and other refined petroleum products. Through Nynés, PDV SA refines crude oil
and markets and transports agphalt, specialty products, [ubri cants and other refined petroleum
products.

According to a comparative study published by Petroleum Intelligence Weekly in 2002, based on a
combination of operating criteria and other data for 2001, including reserves, production, refining
capacity and refined petroleum product sales, PDV SA was the world’ s third-largest vertically
integrated oil and gas company, ranked seventh in the world in production, sixth in theworld in
proven reserves of crude oil, fourth in the world in refining capacity and fifth in the world in product
sales.

Selected Results of Operations

Overview

PDV SA'’s consolidated results are affected primarily by the volume of crude oil produced and
variationsin the general price levels of hydrocarbons. Theleve of crude oil production and the
capital expenditures needed to achieve such levd of production, as wel asthe pricelevels for
hydrocarbons, have been among the principal factors determining PDVSA' s financia condition and
results of operations since 1990. Theimportance of these factorsis expected to continue during the
foreseeable future.

PDVSA isthelargest corporationin Venezuela. Asof December 31, 2002, PDVSA’s total assets
were approximately U.S.$55.0 billion, compared to U.S.$57.2 hillion at December 31, 2001 and
U.S.$57.6 billion at December 31, 2000. At December 31, 2002, PDVSA’s long-term debt (exduding
the current portion of certain capital lease obligations) was approximately U.S.$8.3 hillion
(preliminary figure), compared to U.S.$8.5 billion at year-end 2001.

PDV SA maintains an active exploration and devel opment program designed to increase its proven
crude oil reserves and production capacity. PDV SA currently conducts its exploration and
development activitiesin the Western Zulia Basin, the Western Barinas—A pure Basin and the Eastern
Basin in the Monagas and Anzoategui states.
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Total Revenues

PDVSA'’s revenues were U.S.$42.6 billion for the year ended December 31, 2002 compared to
U.S.$46.3 billion for the year ended December 31, 2001. In 2000, when the average price of oil
pesked to U.S.$25.91 per barrel, PDVSA’s revenues totaled U.S.$53.7 billion.

Net sales decreased U.S.$3.5 hillion, or approximatdy 8%, from U.S.$45.8 billion in 2001 to
U.S.$42.3 hillion in 2002. Thiswas due primarily to a 3% decreasein sales volume, from atotal of
4.5 million bpd in 2001 to atotal of 4.4 million bpd in 2002, and a decrease in average sal es price of
approximately 6%, from an average price per barrd of U.S.$28.21 in 2001 to U.S.$26.56 in 2002.

Petroleum Production and Export Revenues of Crude Oil and Refined Products

PDV SA’s production of crude oil and liquid petroleum gas averaged 2.8 million bpd in 2002,
compared to an average of 3.3 million bpd produced in 2001 and 3.3 million bpd produced in 2000.
Of this production, 29% was light crude oil and condensates, 34% was medium crude oil, 31% was
heavy and extra-heavy crude oil and the remaining 6% was liquid petroleum gas. PDVSA’s natural
gas production (net of amounts re-injected) decreased by 10.3%, from an average of 4,093 million
cubic feet per day, or MMCFD, in 2001, to an average of 3,672 MMCFD in 2002. PDVSA’s crude
oil production capacity decreased from 4.0 million bpd in 2001 to 3.7 million bpd in 2002. 1n 2002,
PDV SA’s crude oil production averaged 2.7 million bpd (including 92 thousand bpd attributable to
PDV SA'’s participation in the Orinoco Belt projects), which represented approximately 72% of its
estimated year-end crude oil production capacity of 3.7 million bpd (incduding 443 thousand bpd of
crude oil production capacity attributable to PDVSA’s Orinoco Bdlt projects). All of PDV SA’s crude
oil and natural gas production operations arelocated in Venezuea.

PDV SA’s net output of refined petroleum products, including the output of products by refineriesin
which its affiliatesin the United States and Europe own equity interests, decreased by 10% in 2002,
from an average of 2.9 million bpd in 2001 to an average of 2.6 million bpd in 2002. Of thetotal
production of PDV SA’s refineries during 2002, 46%, or 1.2 million bpd, was produced by its
Venezuelan refineries (including the lsla Refinery in Curagao), 43%, or 1.1 million bpd, was produced
by refineriesin the United States in which PDV SA owns equity interests and 11%, or 271 thousand
bpd, was produced through PDV SA’ s various European joint ventures.

Thevolume of PDV SA’s export sales decreased by 13% in 2002, from approximately 2.8 million bpd
in 2001 to approximatdy 2.4 million bpd in 2002. The average realized export price per barrd for
Venezuelan crude oil, refined petroleum products and liquid petroleum gas increased by 9% in 2002,
from U.S.$20.21 per barrel in 2001 to U.S.$21.94 per barrel in 2002.

PDV SA’s primary markets for exports of its crude oil, refined petroleum products and liquid
petroleum gas are the United States and Canada, Central America and the Caribbean, South America
and Europe. The United States and Canada continue to be thelargest markets for PDV SA’s export
sales, with total sales volume of approximately 1.3 million bpd in 2002, a 15% decrease from
approximately 1.5 million bpd in 2001. Central America and the Caribbean continue to be premium
markets for PDV SA’s export sales (primarily of refined petroleum products), with total sales of 739
thousand bpd in 2002, a 7% decrease compared to 793 thousand bpd in 2001. PDV SA’s export sales
to South America decreased by 16% in 2002, from 321 thousand bpd in 2001 to 269 thousand bpd in
2002. PDVSA's export salesto Europe decreased by 11% in 2002, from 151 thousand bpd in 2001 to
134 thousand bpd in 2002.

PDV SA exportsall of its crude oil production that is not processed in the V enezuelan refineries
(induding to the IS a Refinery located in Curagcao). PDVSA’s total export volume of approximatey
2.4 million bpd in 2002 consisted of approximatdy 1.8 million bpd of crude oil (including exportsto
the Ida Refinery located in Curagao) and 647 thousand bpd of refined petroleum products. For the
purposes of calculating export revenues, PDV SA does not treat the sale of refined petroleum products
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fromthe Isla Refinery as an export of refined petroleum products from V enezuela, but does treat crude
oil processed in the Isla Refinery as an export of crude oil from Venezuda.

Venezuela has been exporting crude oil without interruption since 1914. According to the February
2002 edition of Petroleum Supply Monthly, a publication of the United States Department of Energy,
PDV SA was the third-largest aggregate supplier of crude oil and refined petroleum products to the
United States for the period from January through December 2001. Dueto the effects of the
December 2002 work stoppage, Venezuda briefly dropped to fourth placein early 2003. However,
with the resumption of exportsin March 2003, Venezuda has regained its position as the third-largest
aggregate supplier of such productsto the United States.

Sales of International Subsidiaries

In 2002, PDV SA’stotal volumes of crude oil and refined petroleum products sold exceeded PDV SA’s
total production of crude oil and liquid petroleum gas, primarily because sales by PDV America,
through its wholly-owned subsidiaries (primarily CITGO), are generated through purchases of crude
oil and refined petroleum products from third parties (induding affiliates) that are supplied to its
refining and marketing network in the United States. 1n 2002, PDV SA produced 2.8 million bpd of
crude oil and liquid petroleum gas, compared to 4.4 million bpd of total sales of such products. In
2002, PDV Americd s sales decreased to U.S.$19.4 billion from U.S.$19.6 billion in 2001. PDV
America s salesin 2002 were approximately 1.66 million bpd (compared to 1.61 million bpd in 2001),
whileits purchases of crude oil from PDV SA totaled approximatey 320 thousand bpd (compared to
348 thousand bpd in 2001).

Domestic Sales

In Venezuela, PDV SA sold 420 thousand bpd of refined petroleum products (induding liquid
petroleum gas) in 2002, a decrease from the 458 thousand bpd sold in 2001. In 2002, PDV SA sold
342 thousand bpd of oil equivalent of natural gasin the V enezuelan domestic market, a 6% increase
from the 307 thousand bpd sold in 2001. Unit sales prices of refined petroleum productsin the
Venezuelan market decreased 23% in 2002 to U.S.$6.73 per barrd (from U.S.$8.74 per barrd in
2001), and unit sales prices of natural gas decreased to U.S.$0.71 per thousand cubic feet, or MCF, or
U.S.$4.10 per barrd of oil equivaent, or BOE, in 2002 (from U.S.$0.88 per MCF, or U.S.$5.35 per
BOE, in 2001).

Petrochemical and Other Sales

PDVSA's net sales for 2002 induded approximatey U.S.$1.2 billion generated from sal es of
petrochemicals, bitumen and coal, a 14% decrease compared to approximately U.S.$1.4 billion
generated from sales of these productsin 2001. The decrease in net sales was due primarily to the
effects of devaluation on petrochemical revenues denominated in Bolivars.

Total Costs and Expenses

PDVSA'stotal costs and expenses were approximatdy U.S.$39.1 hillion for the year ended December
31, 2002 compared to approximately U.S.$38.0 billion for the year ended December 31, 2001.
PDVSA'’s net income was gpproximately U.S.$2.6 billion for the year ended December 31, 2002
compared to approximatdy U.S.$4.0 billion for the year ended December 31, 2001.

PDV SA’s Business Strategy

PDV SA’s business strategy isto pursue the devel opment of V enezuela’ s hydrocarbon resources with
the support of both national and foreign private capital, to maximize shareholder value and to ensure
its financial strength. PDV SA’s 2003-2008 business plan focuses on the exploration, production,
refining and marketing of hydrocarbons. Additionally, the business plan contemplatesinvestment
from the private sector in the overall development of the gas and petrochemical industry, in the
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industrialization of refining streams and in Orimulsion® and coal. During this five-year period, the
business investment portfolio will require approximately U.S.$36 billion. PDVSA also seeksto
maintain high safety and health standards in conducting its business and aims to achieve effective and
timely integration of business technologiesin its operations, aswdl as the empowerment and
development of human resources.

As part of its business strategy, PDV SA intends to:
With regpect to exploration, production and upgrading activities—

* increaseits reserves of light- and medium-gravity crude oil;

* increaseits overall recovery factor;

e continueits development of extra-heavy crude oil projects in the Orinoco basin; and
* improveexisting technology in order to maximizethe return on its investments.

With respect to refining and marketing—

» investin product upgrades and environmental compliancein Venezuda and abroad;
* expand its marketsin Latin America and the Caribbean; and
» improvethe efficency of its refining processes and marketing activities.

With respect to gas—

* promoteactive national and international private sector participation in non-associated
gas reserves, processing, transmission and distribution; and

* increaseits focus in the liquified natural gas, or LNG, markets.
With respect to petrochemicals—

» develop new lines of business with natural gas and refining streams; and
* promote privateinvestment in the petrochemical sector.

Theimplementation of PDV SA’s business plan indudes the following initiatives:

» Exploration, production and upgrading. PDVSA'’s exploration and production strategy
focuses on increasing its exploration of new light- and medium-gravity crude oil reserves
and the continued replacement of such reserves, developing new production aress,
adjusting its production activities to cater to market demands and agreements reached
with OPEC members and with other oil-producing countries, maintaining competitive
production costs by using state-of-the-art technology and completing the development of
its Orinoco Bdt projects.

» Refining. PDVSA’srefining strategy focuses on upgrading its downstream operationsin
Venezuea, the United States and Europe, its major worl dwide markets, by upgrading its
product mix to achieve a higher margin of refined petroleum products and to comply with
all applicable environmental quality standards.

* Marketing. PDVSA plansto continuethe expansion of its international marketing
operations to ensure market growth for its crude oil and refined petroleum products and
to increase brand awareness for its products. PDV SA also intends to strengthen its
position in the United States through the efficient distribution by CITGO of its refined
petroleum products.
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Through CITGO Latin America, a wholly-owned subsidiary of CITGO, PDVSA plansto
introduce the PDVSA and CITGO brandsinto various Latin American and Caribbean
markets, including through wholesale and retail sales of its refined petroleum products.

In 2001, CITGO Latin America set up an office in Guayaquil, Ecuador. In 2002,
CITGO-branded service stations were established in Puerto Rico and the PDV SA brand
was launched in Argentina and Brazil. However, CITGO Latin Americais reviewing and
may revise its plans for these and other countriesin Latin America.

In Venezuela, PDV SA plans to continue to promote a reliable supply of its products and
the use of unleaded gasoline (a process it started during the fourth quarter of 1999), to
improve the competitive position of its network of service stations, lubrication centers
and macro-stores, to continue to develop its commercial network through business
relationships and other associations and to increaseits product supply to high traffic
airports.

e Gas Thedeveopment of its gas businessis one of PDVSA’s major goals. PDVSA
plans to focus on creating investment opportunities for the private sector in non-
associated gas production, expanding its transmission and distribution systems and
natural gas liquids extraction, processing and fractioning capacity and developing new
gas export ventures. PDV SA intends to operate most of the existing associated natural
gas production fields currently assigned to PDV SA by MEM. It will continueto explore
and develop non-associated gas reserves with the support of private investment. PDVSA
also intends to support these activities using the gas transmission and distribution systems
currently controlled and managed by MEM.

In 2001, MEM completed a non-assodiated gas licensing bid round for exploration and
production activitiesin 11 new on-shore reserve areas. Out of these 11 areas, SX were
allocated and assigned to foreign and domestic investors: Y ucal-Placer Norte and Y ucal-
Placer Sur (both devel opment areas), Barracas, Tinaco, Tiznado and Barbacoas (each
exploratory areas). The Y ucal-Placer aress are expected to start producing 100 MMCFD
in January 2004 and approximately 300 MM CFD between 2006 and 2007. Additionally,
the Mariscal Sucre LNG project, located in the northeast part of the country (in the
offshore areg), is aso on track for development.

PDV SA believesthat its natural gas resources and Venezuela s geographical location at
the center of the Atlantic Basin putsit in an advantageous position to achieve its goals
with respect to its gas business. PDVSA believes that its gas business plan will also
contribute to promoting an increased and more diverse use of natural gas asafud and as
araw material in Venezuea.

PDV SA anticipates that the development of its gas business strategy will require
approximatdy U.S.$4.5 hillion in capital from 2003 to 2008. PDV SA expectsto fund
such required capital expenditures primarily through investments from the private sector.

» Petrochemicals. PDV SA plansto continueto promote the development of the
petrochemical industry in Venezuela by maximizing the use of its existing petrochemical
infrastructure and by integrating its refineries and petrochemical plants to ensure
maximum economi c benefit and to promote independence of its business performance
fromthe volatility of the oil and petrochemical markets. PDV SA also intends to continue
the devd opment of the petrochemical industry in three specific areas. petrochemicals
from gas; industrialization of refinery streams; and the manufacturing of certain aromatic
products.

Although PDV SA'’s 2003-2008 business plan was adopted prior to the December 2002 work stoppage,
no changes have been implemented with respect to the plan as a result thereof.
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Hydrocarbon Reservesand Exploration

At December 31, 2002, crude oil and natural gas represented 75% and 25%, respectively, of
Venezuela stotal estimated proven crude oil and natural gas reserves on an oil equivalent basis.

As of December 31, 2002, Venezuda had estimated proven crude oil reserves totaling approximately
77.2 billion barrels (including an estimated 35.4 billion barrels of heavy and extra-heavy crude ail in
the Orinoco Belt), compared to 76.1 billion barrels at year-end 1998. Based on 2002 production
leves, Venezudla's estimated proven reserves of crude oil have aremaining life of approximatey 70
years. The estimated proven reserves include heavy and extra-heavy crude oil reserves that will
require significant future development costs to produce and refine.

New hydrocarbon reserves were discovered during exploratory activity currently in progressin the
eastern part of Venezudla. Crude oil reserves of 350 million barrdsand closeto 0.9 trillion cubic feet
of associated gas were estimated from the evaluation of the exploratory wdl Chaguaramal 6X, located
25 kilometers northwest of Maturin. Drilling of thiswell is still in progress, and it is expected to
contain crude oil reservestotaling 460 million barrels and 1.6 billion cubic feet of associated gas.

Additionally, new reserves estimates of approximately 2.8 trillion cubic feet of free gas and 50 million
barrels of crude oil are expected from the exploratory well Tacata 2X in reservoir formations Carapita
and Capaya, respectively. Thiswell, located north of Anaco, is currently being drilled.

The evaluation of the development well FN-19 increased total crude oil in the Naricual Superior
Formation by 500 million barrdsin the Furria field, which has been in production since 1996. A new
fluid model was validated that will hdp with new developments in neighbor fields. The discovery of
approximatey 5 billion to 7 billion barrel s of il has proven to be among the most important findings
for thearea. According to the recovery factor of the area, that discovery is expected to add
approximatey 2 billion barrels of new reserves, which will help Venezuela maintain itsrole as a key
participant in theinternational hydrocarbons market.

PDV SA continues exploratory activity in the western part of the country. Exploratory wellsin that
region are expected to provide reserves of 218 million to 1.6 billion barrels of crude oil and 0.1 to 1.3
trillion cubic feet of gas.

In 2002, PDV SA’s exploration expenditures were used principally to fund the drilling of 10
exploratory wells and the acquisition of 3,142 square kilometers of three dimensional seismic lines
and 6,714 km of two dimensional seismic lines. Additionally, 27 exploratory wells were drilled and
219 sguare kilometers of 3D seismic lines and 204 km of 2D seismic lines were acquired pursuant to
PDV SA’s operating services agreements. 1n 2002, 238 million barrels, or MMB, of proven crude oil
reserves were added (135 MMB from newly discovered reserves and 103 MMB from development
wdlls), compared to 357 MMB in 2001 (46 MMB from newly discovered reserves and 311 MMB
from development wells). In 2002, PDVSA invested U.S.$649 million in 366 development wells and
other facilities.

Cumulative production of crudeoil in Venezuda from 1914 through December 31, 2002 totaled
approximately 55.7 billion barrels. Despite the quantities of oil produced, proven reserves have
increased through continuous new discoveries. From December 31, 1995 to December 31, 2001,
Venezueld' s estimated proven reserves of crude oil increased by 10.9 billion barrels, and its estimated
proven reserves of natural gas increased by 0.62 billion BOE. In 2002, 2001, 2000 and 1999,

PDV SA’s proven crude oil reserve replacement ratio was 104%, 108%, 169% and 165%, respectively.
These variations resulted from revisions to the expected recovery rate of oil in place and the
application of secondary recovery technology to existing crude oil deposits.
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At December 31, 2002, Venezuda had proven developed reserves of natural gas amounting to
102,191 hillion cubic feet, or bcf (or 17.6 billion BOE). Virtually al of Venezuda s natural gas
reserves are composed of associated gas developed incidentally to the development of crude oil
reserves. During 2002, approximately 39% of the natural gas produced was re-injected for purposes
of maintaining pressurein reservoirs.

PDV SA uses geological and engineering data to estimate its proven crude oil and natural gas reserves,
including proven developed and undeve oped reserves. Such datais capable of demonstrating with
reasonable certainty whether such reserves are recoverable in future years from known reservoirs
under existing economic and operating conditions. PDV SA expects to recover proven developed
crude oil and natural gas reserves principally from new wells and acreage that has not been drilled
using its currently available equipment and operating methods. PDV SA’s estimates of reserves are
subject to revision. PDVSA reviewsits crude oil and natural gas reserves annually to take into
account, among other things, production levels, fidd reviews, the addition of new reserves from
discoveries, year-end prices and economic and other factors. Proven reserve estimates may be
materially different from the quantities of crude oil and natural gas that are ultimatdy recovered.

The following table shows proven crude oil and natural gas reserves and proven devel oped crude oil
and natural gas reserves, all located in Venezuela. Proven reserve quantities exclude natural gas
liquids.

Asaof December 31, 2002
(million barrels, except where noted)

Proven Reserves®

Condensate, light and medium crude oil (API gravity of 21° or more) 24,362
Heavy and extra heavy crudeail (API gravity of lessthan 21°)@ 52,795
Total crude ail 77,157
Natural gas (bcf)® 147,109
Proven reserves of crude oil and natura gas (million BOE)® 102,521
Remaining reserve life of crude ail (years)® 70
Proven Deveoped Reserves
Condensate, light and medium crude oil (API gravity of 21° or more) 8,668
Heavy and extra heavy crudeail (API gravity of less than 21°)@© 7,031
Total crude ail 15,699
Percentage of proven crude oil reserves” 22%
Natural gas (bcf)® 102,191
Proven developed reserves of crude oil and natural gas (million BOE)® 33318

(1) Proven reservesind ude both proven devel oped reserves and proven undevel oped reserves

(2) Indudesreservesinthe Orinoco Belt.

(3) Indudes 12,454 BCF associated with extra-heavy crude oil reserves

(4) Natural gasisconverted to BOE at aratio of 5.8 thousand cubic feet of natural gas per one barrd of crude
ail.

(5) Based on 2002 crude oil production and total proven crude oil reserves

(6)  Indudes proven devel oped reserves of extra-heavy crude ail utilized by Orimulsion®.

(7)  Proven developed crude oil reserves divided by total proven crude oil reserves.

Source: PDVSA.
Association Agreements
Prior to its most recent amendment in 2001, the Hydrocarbons Law permitted PDV SA to enter into
operating and association agreements with private sector entiti es with the approval of the National
Assembly. Since 1992, PDV SA has implemented various arrangements designed to attract private

investment to its exploration and devd opment activities by unaffiliated private sector oil companies.

These arrangements include the following:
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PDV SA auctioned to private sector operators the rights to reactivate and develop certain
oil fidds that no longer meet PDV SA’s minimum rate of return requirements. The
private sector operators use secondary and tertiary recovery techniques to develop these
oil fidds. PDV SA entered into operating service agreements that require the private
sector operators to make all required capital expenditures and pay all operating expenses.
In the first and second rounds of these auctions, PDV SA awarded atotal of 27 private
sector operators the right to exploit 15 oil fidds. An average of 334 thousand bpd of
crude oil was produced from these fields in 2002, and PDV SA expects that such
production will increase to approximatey 405 thousand bpd when thesefidlds are in
substantially full operation by 2005. As of December 31, 2002, these fields had
estimated proven reserves of approximatdy 3.8 billion barrels of crude oil, and foreign
companies had invested in excess of U.S.$4.3 billion in them. In the third round of
auctions, PDVSA auctioned the right to reactivate, rehabilitate, develop and additionally
explore certain hydrocarbon reservoirsin 17 fields. An average of 147 thousand bpd of
crude oil was produced from these fieldsin 2002. PDV SA'’s business plan currently
contemplates daily production of 225 thousand bpd by 2005 under its operating service
agreements. As of December 31, 2002, these fields had estimated proven reserves of
approximately 1.6 billion barrels of crude oil, and the operator companies had invested in
excess of U.S.$2.8 hillion in them.

PDV SA has also entered into profit-sharing arrangements with private sector companies.
Under these arrangements, PDV SA has offered theright to explore, drill and develop
light and medium crude oil, on an equity basis, in ten designated blocks with atotal area
of 13,744 square kilometers. PDV SA participates pursuant to profit-sharing agreements
under which its subsidiary, CV P, owns (at its option) between 1% and 35% in the
development of any recoverable reserves with commercial potential. PDV SA’s business
plan currently contemplates an aggregate average daily production from the fields in
these new areas of 460 thousand bpd by 2010.

PDV SA has entered into four vertically-integrated joint venture projects with private
sector participantsin the Orinoco Belt. Thesejoint venture projects have been
implemented through assodi ation agreements between PDV SA and the various
participating entities. The term of each association agreement is approximately 35 years
after commencement of commercial production, and, upon termination, the foreign
participant’ s ownership is transferred to PDV SA. These projects, which include the
exploitation and upgrading of extra-heavy crude oil and marketing of upgraded synthetic
crudeail, are:

— the“Petrozuata” joint venture between PDV SA and Conoco Inc. The construction of
facilities at Petrozuata began in 1997. Initial production of extra-heavy crude oil
commenced in August 1998. Upgraded facilities were completed in 2001. During
2002, Petrozuata produced 115 thousand bpd of extra-heavy crude oil and 97
thousand bpd of synthetic crude oil. Under the terms of thejoint venture agreement,
Conoco has agreed to undertake the refining process, which will take place at
Conoco’s Lake Charlesrefinery, in Lake Charles, Louisang;

— the“Sincor” joint venture among PDV SA, Total Finaand Statoil Sincor AS. 1n 2002,
thisjoint venture produced 112 thousand bpd of extra-heavy crude oil and 86
thousand bpd of synthetic crude oil, and further anticipates reaching a production
level of 180 thousand bpd of synthetic crude oil by 2007;

— the“Hamaca” joint venture among PDVSA, ChevronT exaco and Conoco. This joint
venture anticipates itsinitial production phase to yield 190 thousand bpd of synthetic
crude oil from 2004 through 2007. In 2002, the average production of extra-heavy
crude oil was 26 thousand bpd and 51 thousand bpd of diluted crude oil;
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— the“Cerro Negro” joint venture among PDV SA, ExxonMobil and Veba Oel AG.
Pursuant to the terms of this joint venture agreement, PDV SA agreed to sdll its share
of upgraded crude oil produced by thisjoint venture (approximately 80% of total
production) to Chalmette Refining, arefinery in Chalmette, L ouisiana, which isan
equal sharejoint venture between PDV SA and ExxonMoabil. During 2002, this joint
venture produced 101 thousand bpd of extra-heavy crude oil and 90 thousand bpd of
synthetic crude oil.

Operating Service Agreement with National Universities

In October 2000, PDV SA entered into operating service agreements with three national universities:
Universidad de Oriente (Eastern University), Universidad del Zulia (Zulia University), and
Universidad Central de Venezuela (Central University of Venezuela). In these agreements, PDV SA
auctioned theright to reactivate, rehabilitate and develop fields located in three geographical areas.
The purpose of these agreements with the national universitiesisto providetraining and industry
experience to Venezudan university students, especially geophysics, petroleum engineering and
geology students.

Each fidd will be devdoped by separate entities that are 51% owned by PDV SA and 49% owned by
the respective universities. Thesefields are: Socororo, located in Anzoategui State (operated by
Petroucv, SA.); Mara Este, located in the Zulia State (operated by Oleoluz, SA.); and Jobo, located in
Monagas State (operated by Petroudo, SA.). Thetotal assigned area for al thesefieldsis
approximatey 523 sguare kilometers. As of December 31, 2002, these fid ds have estimated proven
reservesof 236.5 MMB of crude oil (50.8 MMB, 70.5 MMB and 115.2 MMB distributed for
Socororo, Mara Este and Jobo, respectively). PDV SA anticipates an average daily production from
these fidds of 35 thousand bpd by 2007, and PDV SA’s business plan anticipates a total investment of
approximatdy U.S.$202 million in these fields over the next 20 yesrs.

West Gulf of Paria

The recently completed evaluation plan for the Corocoro discovery has confirmed a large hydrocarbon
accumulation in Golfo de Paria Oeste, or the West Gulf of Paria, bdieved to contain over 2 billion
barrels of oil. The approved Corocoro evaluation plan period ended on November 4, 2002. A
Declaration of Commerciality was made for the oil reserves on October 24, 2002 and, as a result, a
development plan was proposed in accordance with the association agreement.

On April 3, 2003, the PDV SA board approved the development plan for Phasel. The Phasel
development will entail a capital investment of U.S.$557 million to produce approximatdy 250
million barrds of crude oil reserves over a 20-year period. Phasel contemplatesthedrilling of a total
of 24 wells comprising 11 producers, 10 water injectors and 3 utility wells.

Itis currently projected that Phase Il would involve a further U.S.$487 million of investment to
recover additional reserves of up to 450 million barrds of crudeoil fromthefield. An efficient
transition from Phase | to Phase Il can be achieved by using existing production facilitiesin the
second phase. Thetotal project cost for Phase | and Phase Il is estimated at U.S.$4.30 per barrd,
comprising U.S.$2.30 per barrd for development and U.S.$2.00 per barrel for operations.

In addition to the Corocoro development, Phase Il exploration drilling is also expected to occur. The
Corocoro facilities are being designed to alow tie-in and subsequent export of production from other
regional discoveries. The facdilities will also have the potential to handle production by third parties.

First oil production is expected by the end of third quarter of 2005. Based on theinitial results of

Phasel, itis projected that Phase Il development investment may begin during 2006. Appropriate
approvals required by the association agreement would be sought at that time.
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L egal Proceedings

Through LYONDELL-CITGO, ajoint venture owned 41.25% by PDV SA and 58.75% by Lyondéll,
PDV SA hasanet interest in refining capacity of 109 thousand bpd in a refinery located in Houston,
Texas with arefining capacity of 265 thousand bpd. PDV SA supplies a substantial amount of the
crude oil processed by this refinery under a long-term crude oil supply agreement that expiresin 2017.
Under this agreement, LY ONDELL-CITGO purchased approximatey U.S.$1.3 hillion of crude oil
and feedstocks at market prices from PDV SA in 2002. CITGO purchases substantially all of the
gasoline, diesdl and jet fuel produced at this refinery under along-term contract. Various disputes
exist between LYONDELL-CITGO and its partners and their respective affiliates concerning the
interpretation of agreements between the parties relating to the operation of the refinery.

PDV SA Petrdleo declared an event of force majeure under its crude oil supply agreement with
LYONDELL-CITGO in April 1998, and again in February 1999 through October 2000, aswdl as
from February 2001 to March 2003. PDV SA, which guarantees PDV SA Petroleo’ s obligations under
the crude oil supply agreement, invoked its right to declare an event of force majeure during the same
time periods. Asaresult of these declarations, LY ONDELL -CITGO purchased crude oil from
alternate sources. Another event of force majeure was declared in December 2002 which forced
LYONDELL-CITGO to purchase crude oil €sewhere to replace the volume not ddivered under
contract until it was lifted on March 6, 2003.

In February 2002, L YONDEL L-CITGO commenced an action against PDVSA Petréleo and PDVSA
in the Southern District of New Y ork, alleging that PDV SA Petréleo and PDV SA wrongfully declared
an event of force majeure and further that PDV SA Petr6leo and PDV SA breached the agreements by
paying ligquidated damages under the contract rather than ddivering oil.

Overview of Main Projects

The Plataforma Deltana Project

In February 2002, with an investment of approximately U.S.$375 million, PDV SA began offshore
drilling activities from a floating rig named Plataforma Deltana located in the Atlantic Ocean, closeto
the border with Trinidad and Tobago. This project aims to add new free natural gas reserves to meet
internal and export market requirements. The Plataforma Deltana project will operate approximately
155 miles from the coast of Venezuela s Delta Amacuro territory over atwo-year period. The
estimated production is 4.7 million metric tons per year. Thetotal estimated investment in this project
isU.S.$2.0 billion for the period 2002-2007, of which up to 35% is expected to be financed by

PDV SA and 65% is expected to be financed by privateinvestors. During thefirst quarter of 2003, the
Government awarded two blocksin the Ddtana platform, bordering the Trinidad gas fields, to Statoil
and Chevron-Texaco for gas exploration.

This new venture into the gas business is seen as a potential contribution to meet the need for
diversifying energy sources that help shape Venezuda's economic devdopment. Similarly, the
success of the Plataforma Detana project would further strengthen Venezuela's commercia
competitiveness by improving its position in the global market, which has been progressively
migrating toward the use of natural gas as a clean non-polluting fuel.

The Anaco Gas Project

PDV SA is currently in the process of drilling an exploratory well located north of Anaco with the
objective of satisfying internal demand for natural gas. The Anaco Gas Project includes design and
construction of fadilities anticipated to yield daily production of 2.4 million cubic feet of gas and 35
thousand barrels of assodiated light crude oil. The project is being developed in two phases, with
startup operations capable of producing 2.0 million cubic feet of gas anticipated to commencein 2005.
PDV SA expects the production capacity of this project to reach 2.4 million cubic feet of gas per day in
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2007. PDVSA'stotal estimated investment for this project is U.S.$658 million, of which U.S.$475
million has been obtained from bank financing.

The I CO Project

The objective of this project is to connect V enezud @ s Central and Eastern (Anaco-Barquisimeto) and
Western (Ule-Amuay) natural gas transmission systems with a view to:

» facilitating the supply of gas to the western region of Venezuda;
» expanding theddivery of gasto other regions and cities within the country; and

e promoting industrial and commercial development in the areas aong the gas transmission
pipdineto be built in connection with this project.

In connection with this project, PDV SA expectsto construct a 30-inch, 300 km gas pipeline running
from Morén to Rio Seco and three compression stations located at Altagracia, Los Morros and Morén.
Construction of the pipeline and compression station will commence in 2004. PDV SA expectsto
invest approximatdy U.S.$510 million in this project and anticipates that this project will be
completed by the first quarter of 2006.

Refining

PDVSA isinvolved in refining activities in V enezuda and the Caribbean, the United States and
Europe. PDVSA owns six refineriesin V enezuda, with atotal rated crude oil refining capacity of 1.3
million bpd. It also leases and operates a refinery in Curagao, with a refining capacity of 335
thousand bpd at December 31, 2002. PDV SA has equity or ownership interests in eight refineriesin
the United States, five of which are wholly owned, and has an equity interest in a coker/vacuum crude
distillation unit. Theserefineriesin the United States provide PDV SA with an aggregate net interest
in crudeoil refining capacity of 1.2 million bpd at December 31, 2002. PDV SA has equity interestsin
ninerefineriesin Western Europe with atotal rated crude oil refining capacity at December 31, 2002
of 1.0 million bpd, of which its net interest in crude oil refining capacity was 252 thousand bpd.
PDVSA’s net interest in refining capacity has grown from 2.4 million bpd in 1991 to 3.1 million bpd
at December 31, 2002.

In order to maintain its competitiveness within international markets, PDV SA has focused on
expanding and upgrading its refining operationsin Venezuda, the United States and Europe, allowing
it to increase its production of refined petroleum products and upgrade its product mix toward higher-
margin refined petroleum products. PDV SA expects to invest approximately U.S.$2.6 billionin
Venezuela from 2003 through 2008 to improveits refining systems and adapt its systems to meet
environmental regulations and domestic and international product quality requirements. PDV SA has
also increased the sophidtication of its refining capadity in Venezuela. It has also made extensive
investments to convert its worldwide refining assets from simple conversion to degp conversion
capabilities. Deep conversion capabilitiesin its Venezud an refineries have allowed PDV SA to
improve yidds by allowing a greater percentage of higher value products to be produced. PDV SA
intends to implement AQUACONVERSION®, a PDV SA-owned technology, for heavy crudeoil
processing at its Isla Refinery located on theidand of Curagao. PDV SA is aso expanding its delayed
coking plants located at the refining complex in Paraguana, Venezuela. In addition, PDVSA also
intends to participatein projectsto increaseits production of gasoline. For example, the threefluid
catalytic cracker units located at PDVSA’'s Amuay, Cardén and El Palito refineries are being modified
to produce gasoline. A low sulfur gasoline production unit (currently in the engineering phase) is
expected to be operational in the first quarter of 2005, using oil products and technology, deve oped
by Intevep, a wholly-owned subsidiary of PDV SA.

Certain specialized refineries of PDV SA produce asphalt and naphtenic oils from Venezuelan heavy
sour crude oil, which is particularly suited for production of these products. Refineriesin Sweden,
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Belgium and the United Kingdom in which PDV SA has an interest and two specialized refineriesin
the United States owned and operated by CITGO are dedicated to the production of asphalt. The
Nynashamn refinery, one of thetwo refineriesin Sweden in which PDV SA has an interest, produces
naphtenic oils. On March 13, 2001, PDV SA entered into a contract for approximately U.S.$300
million with a V enezuel an-Japanese consortium led by the Japanese JGC Corporation (formed by the
Japanese Chiyoda Corporation) to construct naphtha hydro-treatment facilities and diesel hydro-
desulfuration and environmental unitsin arefinery located in Puerto La Cruz, also known asthe
VALCOR project. This project isbudgeted at U.S.$500 million and is anticipated to be capable of
producing 45 thousand bpd of gasoline and 31 thousand bpd of diesd blending components for the
local market and for export.

Petrochemicals, Natural Bitumen and Coal
Petrochemicals

PDV SA is engaged in the Venezuelan petrochemical industry through its wholly-owned subsidiary,
Pequiven. Pequiven’s goalsindudeincreasing the capacity and flexibility of existing plants, both for
local and international markets, and identifying new products or commercial opportunities, mainly in
methanol, plastics and fertilizers. Theraw materials currently used by Pequiven are natural gas and
liquefied petroleum gas, reformed naphtha and sulfur, which are provided by PDV SA Petréleo, and
phosphate rock, which is supplied by Pequiven’s subsidiary, Fosfato de Venezuela SA., located in the
state of Falcon in northwestern Venezuda

Pequiven and its joint ventures operate three petrochemical complexes, with atotal combined
production capacity of over eight million metric tons currently. The Morén complex, in the State of
Carabobo, primarily produces fertilizers and sulfuric acid. The El Tablazo complex, on the northeast
shore of Lake Maracaibo in the State of Zulia, produces mainly olefins, chlorine/caustic nitrogen-
based fertilizers, industrial feedstocks and thermoplastic resins. The Jose complex, located on north
coast of the State of Anzoategui, produces methanol, fertilizer, industrial products and methyl-ter-
butyl-ether, or MTBE. Pequiven also has facilities to produce aromatics in the PDV SA El Palito
refinery, located in the State of Carabobo. The gross production of Pequiven’'s wholly-owned plants
in each of 2002 and 2001 was approximately 3.7 million metric tons and 4.1 million metric tons,
respectively.

At present, Pequiven has interestsin 17 operationa joint ventures, with most of their production
facilities located in the three existing petrochemical complexes, and has interests in new joint ventures
in various stages of development. The gross production of these joint venturesin 2002 was
approximately 3.2 million metric tons, as compared to 5.0 million metric tons in 2001. Products of
thesejoint ventures include methanol, MTBE, ethylene, propylene, dripolene, polyethylenes,
polypropylene, ethylene oxide, glycols, caustic soda, chlorine, ethylenedichloride, fertilizers,
caprolactam and other specialty products.

In January 1997, Pequiven and ExxonMobil entered into a preliminary development agreement to
assess the possibility of building a polyolefins complex in Pequiven’s Jose complex. It is expected
that this project will require an aggregate investment of approximatey U.S.$2.3 million. Thejoint
venture would be 50% owned by ExxonMobil and 50% owned by Pequiven. Basic engineering and
class |l cost estimates were concluded during 1999, and both partners are in the pre-development
phase and are analyzing enhancements for the project in anticipation of entering into a definitive
development agreement.

In April 1999, Pequiven signed a joint venture agreement with Koch Industries Inc., Snamprogetti
S.P.A. and Polar Uno, C.A. to construct two ammonia and two urea plantsin the Jose complex for a
total investment of approximatdy U.S.$1.0 billion. Thejoint venture company is called FertiNitro
and is owned 35% by Pequiven, 35% by Koch, 20% by Snamprogetti and 10% by Polar. According
to thejoint venture agreement, Koch and Pequiven will agreeto purchase 50% of the output of the
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four plants at market prices pursuant to long-term offtake contracts. The plant was completed in April
2001 and began production shortly thereafter. Full operation of the plant is expected in December
2003, once mechanical difficulties have been resolved.

PDV SA hasalso invested U.S.$130 million in the construction of a petrochemical jetty at the Jose
complex with capacity to handle refrigerated liquids, bulk solids and containers coming from the
FertiNitro joint venture and the future polyol efins and glycol project. Thisfadlity began operating in
the first quarter of 2001.

During 1998, the V enezuelan Congress formally enacted | egislation which, among other things,
permits PDV SA to sdll shares of Pequiven or any subsidiary to local or foreign investors, to cause
Pequiven to dispose of Pequiven’s interests in subsidiaries and joint ventures, and to sdl Pequiven's
assetsto third parties. The net proceeds of such transactions, if any, would be used to further develop
PDV SA’s petrochemical activities.

Bitumen

The Orinoco Bdlt, located along the Orinoco River in eastern Venezuda, has substantial reserves of
natural bitumen, estimated to bein excess of 1 trillion barrds, an estimated 22% of which can be
recovered by conventional petroleum exploitation methods. PDV SA isinvolved in several extra-
heavy crude oil projects in the Orinoco Bdt to exploit these reserves.

Additionally, through its wholly-owned subsidiary Bitor, PDVSA has deve oped a process of
emulsifying natural bitumen in water to create an alternative liquid fud to generate electricity, named
Orimulsion®. Orimulsion® offers advantages over coal and fud il in terms of combustion properties,
environmental impact, ease of handling and costs. Field development and production of the resources
needed to manufacture Orimulsion® are currently carried out through operating arrangements and
contracts entered into by PDV SA Petréleo and other parties.

PDVSA's Orimulsion® production capacity is 6.5 million metric tons per year. PDVSA's net
production of Orimulsion® in 2002 was approximately 5.8 million metric tons, as compared to 6.2
million metric tonsin 2001. In accordance with its business plan, Bitor plans to increase Orimulsion®
production to 19.5 million metric tons per year by 2006 and is currently analyzing various projects for
the expansion of its devdopment and production capacity that would involve the establishment of
joint ventures with several foreign oil companies.

Orimulsion® is marketed worl dwide by Bitor through its wholly-owned marketing subsidiaries. In
Japan, Bitor markets Orimulsion® through its 50% owned joint venture with Mitsubishi Corporation.
Bitor’s 2002 production was sold mainly to customersin Denmark (15%), Canada (12%), Italy (44%),
Japan (11%) and China (15%). On September 9, 2003, PDV SA announced a general restructuring of
its wholly-owned subsidiary Bitor. Under the plan, Bitor will be eliminated as an independent legal
entity and will be absorbed by PDVSA Oriente (the eastern division of PDV SA). PDV SA has stated
that the current restructuring process is not intended to affect Bitor’s existing contracts.

Coal

PDV SA isan active participant in the coal mining industry through its wholly-owned subsidiary
Carbozulia. Venezuda s most important coal deposits are in the Guasare basin, which islocated in
the northwestern state of Zulia. PDV SA estimates that there are approximately 3 billion metric tons of
coal resources. PDV SA has devdoped four minesin the Guasare basin. Currently, two minesin the
Guasare basin are operational, and approximately 4% of resources in the basin are being exploited. It
is estimated that up to 15% of such resources can be exploited using current operating methods.
Carbozulia has entered into joint venture agreements with foreign companiesto operate the two mines
currently in operation.
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During 2002, Carbozulia produced 7.9 million metric tons of coal, compared to 7.6 million metric tons
in 2001. Carbozulia's sales of coal for 2002 totaled 7.4 million metric tons, compared to 7.6 million
metric tons in 2001, and provided revenues of U.S.$160 million in 2002, compared to U.S.$164
millionin 2001.

Capital Expenditures

Capital expenditures for exploration and production totaled U.S.$1.8 hillion in 2002, as compared to
U.S.$507 million in 2001. During 2002, PDVSA's capita expendituresin refining facilities totaled
U.S.$1.1 hillion (U.S.$365 million in Venezuela and U.S.$739 million abroad), as compared to
U.S.$3.1 billion in 2001 (U.S.$2.8 hillion in Venezuda and U.S.$257 million abroad). PDVSA’s
capital expendituresin the petrochemical and other sectorsin 2002 totaled U.S.$83 miillion, as
compared to U.S.$208 million in 2001.

PDV SA’s anticipated capital expendituresin 2003 for exploration and production are approximatey
U.S.$1.9 hillion. PDVSA'’s anticipated capital expenditures in refining facilitiesin 2003 are
approximatdy U.S.$802 million (U.S.$248 million in Venezuea (for refining and marketing),
U.S.$448 million in the United States and U.S.$106 million in Europe and the Caribbean). PDVSA’s
anticipated capital expendituresin Venezuela for natural gas projects are approximatdy U.S.$171
million. PDVSA’santicipated capital expendituresin Venezuela for the petrochemical and other
sectors in 2003 are approximatey U.S.$70 million. PDVSA's anticipated capital expenditures for
equity investmentsin its Orinoco Belt associations are approximately U.S.$66 million.

PDV SA expectsto meet its capital expenditure requirements primarily out of itsinternally-generated
cash flows, withdrawal of its deposits with the Stabilization Fund and some financingsin the
international financial markets. It expects that a significant portion of its planned expenditures will be
for production-related activities, induding construction of related infrastructure.

PDV SA’s planned capital expendituresin refining activities are expected to be used primarily to
upgradeits Venezuean refineries. PDVSA expects to invest a significant amount in projects that are
aimed at complying with the increasingly stringent environmental regulations in its international
markets, including increasing the production of reformulated gasoline and distillates and improving
the quality and value of its current date of refined petroleum productsin its Venezudan refineries
(induding the Curacao refinery).

The majority of PDV SA’s subsidiaries, both in Venezuela and abroad, are subject to various
environmental laws and regulations under which they may be required to make significant
expenditures to modify their faclities and to prevent or remedy the environmental effects of waste
disposal and spills of pollutants.

Net cash used in PDV SA’sinvestment activities totaled U.S.$1.5 billion for 2002, compared to
U.S.$5.3 hillion for 2001. PDV SA'’s capital expenditures decreased from approximately U.S.$3.8
billion in 2001 to U.S.$3.0 billion in 2002.

Cash Flow from Operating Activities

For the year ended December 31, 2002, PDV SA’s net cash provided by operating activities totaled
approximatdy U.S.$5.2 hillion, primarily reflecting U.S.$2.6 billion of net income, U.S.$3.1 billion of
depreciation and depletion, U.S.$906 million of asset impairment, U.S.$1.3 billion of provision, less
U.S.$1.1 billion of payments, for employee termination, pension and other post-retirement benefits
and changes in working capital of U.S.$1.1 billion.

The more significant changesin working capital were (i) an increase in accounts receivable of
approximatdy U.S.$235 million due to delays in the delivery of invoices to customers caused by the
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work stoppage in December 2002; and (ii) a decreasein taxes and dividends payable, accrued and
other liabilities of U.S.$1.2 billion, of which U.S.$594 million relates to the reduction in income taxes
payable dueto tax lossesin Venezuea.

Cash Flow from Financing Activities

Consolidated net cash used in financing activities totaled approximatdy U.S.$2.9 hillion, resulting
primarily from borrowings of U.S.$1.2 billion, payments of dividends in the amount of U.S.$2.7
billion and capital |ease payments and debt repayments of U.S.$1.4 billion. Asof December 31, 2002,
PDV SA had an aggregate of approximately U.S.$8.2 billion of indebtedness outstanding that matures
through 2032.

Stabilization Fund

PDV SA isrequired by law to make contributions to and hold certain of its revenuesin the
Stabilization Fund. For moreinformation concerning the Stabilization Fund, refer to “The
Venezuelan Economy—Economic Policy and L egislation—Reforms to the Stabilization Fund”.

PDV SA was originally required to make deposits to the Stabilization Fund equivalent to 50% of its
revenues from export sales in excess of U.S.$9.00 per barrel, net of taxes related to such sales.
However, in October 2001, and again in 2002, the Government introduced reforms to laws governing
the Stabilization Fund and, among other changes, suspended contributions for the last quarter of 2001
and the years 2002 and 2003. PDV SA will now contribute to the fund 50% of the surplus (if any)

cal culated as the difference between oil export revenue for each calendar year, calculated in U.S.
dollars, and the average of oil export revenue for the three preceding calendar years, net of taxes, asa
result of the new Stabilization Fund Law effective November 27, 2003. PDV SA will remain the
owner of amountsit contributes to the Stabilization Fund.

As of December 31, 2002, the balance in the Stabilization Fund pertaining to PDV SA was
approximatdy U.S.$2.4 hillion, as compared to U.S.$4.1 billion as of December 31, 2001. This
decrease was the result of withdrawals during 2002 by PDV SA in the amount of approximatdy
U.S.$2.2 billion to fund its capital expenditures. Through October 2003, PDV SA had withdrawn an
additional U.S.$1.7 billion from the Stabilization Fund. As of October 2003, the balancein the
Stabilization Fund pertaining to PDV SA was approximately U.S.$697 million.

Taxes

In October 1993, Venezuda levied a 16.5% wholesaletax (aform of value added tax) on domestic
salestransactions. Effective June 1999, the V enezudan wholesal e tax was substituted by a 15.5%
value-added tax. The value-added tax is currently 16%. As exporters, each of PDVSA'sVenezudan
operating subsidiaries is entitled to a refund for a significant portion of such taxes paid. The
Venezuelan government reimburses taxes through special tax recovery certificates, or CERTS. In
January 1999, PDV SA received U.S.$1.33 billion in CERTSs from the Government, of which
U.S.$1.29 billion was used to pay dividends declared by PDV SA’s sharehol der, the Government. At
the beginning of 2000, the Government ddlivered to PDVSA U.S.$178 million in CERTS, al of which
was used against PDV SA’sincometax liability. In 2001, PDVSA recovered U.S.$209 millionin
CERTs. PDVSA may utilize a portion of these CERTs to pay certain amounts owed to the Republic
in the form of dividendsin 2002. PDV SA did not recover any CERTs during 2002.

PDV SA and its Venezudan subsidiaries are entitled to atax credit for new investments of up to 12%
of theamount invested. In the case of PDV SA Petroleo, however, such credits may not exceed 2% of
its annual net taxableincome and, in al cases, the carry-forward period cannot exceed three years.

An amendment of the Income Tax Law of Venezuda was approved in October 1999. This
amendment introduced transfer pricing rules that cameinto effect in January 2000. Thelaw sets forth
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the methodology for allocating income, costs and deductions in import-export and loan transactions
among related parties. Any resulting effects will beincluded as a taxableitem in the determination of
incometax. PDV SA carries out significant operations regulated by transfer pricing rules. PDVSA’s
management believes that the effects of transfer pricing rules on PDVSA’ s taxable income were not
significant for 2001 and 2002. Beginning in January 2001, the amendment also included a universal
tax system for Venezuda and introduced taxes on dividends and rules to promote international fiscal
transparency. For more information regarding taxation in Venezuela, refer to “Public Finance—
Taxation”.

OPEC

Venezudais afounding member of OPEC. In 2002, OPEC’s members collectively produced
approximatey 38% of total world production of crude oil and accounted for approximatey 49% of the
worldwide crude oil exports. I1n addition, OPEC members hold approximatdy 79% of world crude oil
reserves. Member countries formed OPEC in 1960 to improve oil prices, attain greater state
participation by member countries in the petroleum industry and influence production levels.

OPEC has established general production quotas for each member. However, OPEC has never
brought formal actions based on such quotas, and the quotas do not distinguish dearly between crude
oil, refined products and derivatives, or between exports and domestic utilization. Venezuda s plan to
increase petroleum production and exports assumes that the growth in international demand for
petroleum products can only be met by a small humber of countries, which include V enezuela, that
have adeguate reserves.

In March 2000, OPEC members informally agreed to modulate oil production in accordance with a
band system. Under the band system, oil production would be curtailed if the price of petroleum (as
measured by the price of the petroleum products contained in the OPEC basket, OPEC’ s price data
measure) fallsto less than U.S.$22.00 per barrel, and production would beincreased if the price of
petroleum exceeds U.S.$28.00 per barrd. This band system was formally ratified at OPEC’s meeting
on January 17, 2001. OPEC announced that it would seek to maintain aprice of U.S.$25.00 per
barrel. OPEC may, however, adjust production at any time, regardless of the band system. OPEC
adjusted production three timesin 2001.

During the fourth quarter of 2001, oil prices remained be ow the U.S.$22.00 target price. Some
members of OPEC, incduding V enezuela, publicly called for production cuts to protect prices and
prevent oversupply of oil in an environment of decreasing world demand. Other OPEC countries
hesitated to advocate production cuts due to concerns about worsening the world economy. At the
November 14, 2001 OPEC meeting, OPEC concluded that the current global economy made it
impossible for OPEC to maintain oil prices without the support of non-OPEC countries. Accordingly,
OPEC members agreed to reduce their aggregate oil production by 1.50 million bpd on January 1,
2002, provided that non-OPEC producers made a firm commitment to reduce their production by
500,000 bpd.

On December 28, 2001, OPEC announced that pledges of supply reductions totaling 462,500 bpd
from Angola, Mexico, Norway, Oman, and Russia were sufficient to satisfy OPEC’ s request. OPEC
members and participating non-members implemented the agreed-upon productions cuts as of
January 1, 2002. PDV SA implemented production cuts in accordance with this agreement.

Although the production cuts prevented a further declinein oil prices, there were concerns about
whether the participating non-OPEC countries would continue to restrain production and shipping. Of
particular concern was that Russia had pledged to cut shipments, not production, and that Russian
President Vladimir Putin declared that the country intended to pursue an independent energy policy.
Asaresult of these pressures on the market, oil prices during 2002 initially dropped be ow the
U.S.$22.00 floor of the OPEC price band. In January 2002, Saudi Arabian Oil Minister Ali al-Naimi
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announced that OPEC had suspended its use of the price band, choosing instead to focus on overal
stability in the petroleum markets. At its general meeting on March 15, 2002, OPEC agreed in
principle not to take further steps to raise petroleum prices, deciding instead to continueto adhereto
the production cuts implemented on January 1, 2002.

During the second quarter of 2002, petroleum prices ranged from U.S.$23.00 to U.S.$25.00 per barrel
and averaged U.S.$24 .51 per barrel. During thethird quarter of 2002, prices also remained fairly
stable, ranging from U.S.$25.00 to U.S.$27.00 per barredl and averaging U.S.$26.17 per barrel. Prices
fluctuated slightly more in the fourth quarter of 2002, ranging from U.S.$24.00 to U.S.$28.00 per
barrel and averaging U.S.$26.67 per barrd.

The stated goal of OPEC isto maintain barrd prices within the range of U.S.$22.00 to U.S.$28.00 per
barrel. During thefirst quarter of 2003, the price of oil remained above this target range, averaging
U.S.$30.55 per barrd and peaking at atwelve-year high of almost U.S.$40.00 per barrd on February
27,2003. However, during the second quarter of 2003, the price of oil was within OPEC’ s target
range, averaging U.S.$25.85 per barrd. Petroleum prices increased in the third quarter of 2003,
averaging U.S.$27.38 per barrd. In the fourth quarter of 2003, the price of oil continued to rise,
averaging U.S.$28.86 per barrd. During thefirst quarter of 2004, barrel prices exceeded OPEC’s
target range, averaging U.S.$30.75 per barrd.

In January 2003, OPEC ingtituted a production ceiling of 24.5 million bpd. However, OPEC members
continued to exceed this production quota during 2003, and total crude production roseto
approximatey 27.4 million bpd in April 2003. This prompted OPEC to increaseits official output
ceiling to 25.4 million bpd on April 24, 2003. Although this action served to increase the official
production of crude by OPEC members, it effectively served to cut the actual production of crude by 2
million bpd because OPEC was to actively enforce the official output ceiling. In September 2003,
OPEC cut its output ceilling back to 24.5 million bpd, which became effective November 1, 2003. In
February 2004, OPEC decided to reduce this ceiling by another 1 million bpd to 23.5 million bpd,
which became effective April 1, 2004.

Manufacturing and Mining

Manufacturing Sector

After the petroleum and natural gas sector, the second most important sector of the V enezudan
economy is manufacturing. The manufacturing sector can be divided into two sub-sectors, production
for the domestic market in connection with the Government’ s plan to encourage domestic industry and
import substitution, and production for export.

During 1999, the manufacturing sector of the Venezuelan economy contracted by 9.2% in real terms
and comprised 14.1% of GDP. This was theresult of the declinein demand for finished products
caused by the 1998 and 1999 economi ¢ recession and the decline of private investment in the
manufacturing sector. During 2000, the manufacturing sector grew by 3.9% in real termsand
comprised 14.2% of GDP.

In 2001, the manufacturing sector grew by 2.9% in real terms and comprised 14.2% of GDP. In 2002,
the manufacturing sector contracted by 11.0% in real terms and comprised 13.9% of GDP.

The Government’ s general policy with respect to the manufacturing sector emphasizes:

» increasing efficiency and productivity;

» attracting foreign and domestic private investment;
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» providing technological and financial assistance to small and medium-sized
manufacturers; and

» reforming the income tax laws applicabl e to the manufacturing sector to provide tax
deductions and/or credits for expenditures made by manufacturers for employee training
programs, investment in technological i mprovements and the creation of jobs.

The Government believes that these policies will effectively serveto increase the manufacturing
sector’s contribution to GDP.

Mining Sector

During 2000, the mining sector expanded by 8.2% in real terms, compared to 1999. In 2000, the
mining sector comprised 0.9% of GDP. In 2001, the mining sector grew by 1.2% in real terms and
comprised 0.9% of GDP. In 2002, the mining sector grew by 0.4% in real terms and comprised 1.0%
of GDP.

The Economic Plan modified thelegal regime governing the mining sector in order to attract foreign
and domestic private investment and promote growth in the sector, while guaranteeing the
Government a flow of revenues. The Government bdieves that preservation of the environment is
another important component of its mining sector policy. The Economic Plan emphasizes the
continued development and exploitation of coal, gold and diamond reserves.

Corporacién Venezolana de Guayana

After PDV SA, the second-largest industrial complex in the country is made up of branches and
subsidiary companies of CVG. The Government created CV G in 1960 to institutionalize the industrial
development strategies of one of therichest areasin Venezuda. CVG enabled the Government to
develop an extensive industrial complex in sectors in which Venezuela had a comparative advantage
such as low-cost inputs, induding energy, electricity and high-quality minerals.

Despite such comparative advantages, many of the CV G companies have incurred significant losses
dueto low commodity prices for CVG’s products, inefficient management and inefficient labor
operations. The Government has undertaken a number of internal reorganizationsto improve the
operating performance of CVG and reduce the costs imposed on the consolidated public sector
accounts by CVG's losses.

In December 1998, FIV sold 80% of the ferrosilicon assets hdd by CVG-Venezolana Ferrosilico,
C.A,, referred to as Fesilven, to Ferroatlantica, a Spanish company. The sale of Fesilven generated
cash proceeds to FIV of approximately U.S.$16 million. In compliance with Article 13 of the
Privatization Law, BANDES isin the process of offering the remaining 20% of the shares of Fesilven
to employees and retirees of Fesilven.

In January 1998, FIV and CV G successfully completed the sale of 70% of CVG’s sted production
assets held by SIDOR, to Consorcio Sidertrgica Amazonia Ltd. Consorcio Siderdrgica Amazonia isa
consortium of industry participants comprised of Svensa, SA.C.A. (Venezuda), Hylsamex SA. de
C.V. (Mexico), Sderar SA. (Argentina) and Usiminas (Brazil). The sale generated cash proceedsin
the amount of U.S.$1.2 billion. Of the remaining 30% of the outstanding capital stock of SIDOR,
10% has been retained by the Government and up to 20% was offered for saleto employees of
SIDOR, in accordance with Artide 13 of the Privatization Law. The Government plansto sell the
remaining 10% that it had retained to the general publicin Venezuda.

SIDOR has suffered significant losses since its privatization dueto low steel prices as aresult of a
general declinein the demand for sted dueto dower worl dwide economic activity and increased
competition. In February 2000, SIDOR entered into a restructuring of its debt with a group of bank
lenders and with BANDES for a total amount of U.S.$449 million and U.S.$603 million, respectively.
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Under the terms of the restructuring, SIDOR extended the final maturity of its debts with bank
creditors to 6% years, with a one-year grace period for interest payments and a three-year grace period
for principal payments.

Six months after the execution of the restructuring agreement, there occurred a substantial decreasein
the price of steel. 1n 2001, SIDOR was affected by several labor strikes, which caused temporary
shut-downs of its manufacturing activities. This situation caused SIDOR to default on certain
payment obligations and covenants set forth in the restructured credit agreement. In 2001, SIDOR
commenced new negotiations with all of its creditors, induding BANDES, to restructureits
approximatdy U.S.$1.8 hillion financial debt based on the changed circumstances with respect to the
sted industry. These negotiations resulted in a new restructuring agreement, which was executed on
March 31, 2003. The closing of this transaction occurred on June 20, 2003.

The Republic of Venezuda' s debt with SIDOR, which amounted to approximatdy U.S.$734 million,
was restructured on March 31, 2003. Under this new restructuring agreement, the Republic
capitalized approximatey 50% of that debt and restructured the balance over a period of 15 yearsat an
interest rate of Libor + 2%, with a one-year grace period, thereby increasing its own ownership of
capital stock in SIDOR to 40.3%. Thedirect and indirect equity interests of Consorcio Siderurgica
Amazonia in SIDOR were reduced to 59.7%.

With respect to the ferroalloy and integrated aluminum sectors, the Government, along with BANDES
and CVG, aredevedoping aprogram to create strategic alliances with domestic and international
investors.

In December 2000, CVG-Bauxilum entered into an agreement with Pechiney of France, pursuant to
which Pechiney will provide U.S.$208 million in the form of investments in new technology in
exchange for Pechiney’ s right to CVG-Bauxilum'’s production that exceedsits production leve prior to
the date of the agreement.

A new law-decree dated November 12, 2001 was passed to reinforce the autonomy of CVG and to
unify its control over the group of entities that operate in the Guayana areain connection with the
mining, aluminum and iron sectors and other related activities. The decree reinforces and centralizes
the control of CV G in those entities to develop the mining, aluminum and iron sectors in the Guayana
area.

Other Projects

CVG hasvarious investment projects currently under way or set to begin. These projects encompass
CVG’sactivitiesin hydroe ectric power generation and transmission, telecommunications, ferroalloy,
aluminum and forest products manufacturing.

With respect to hydroe ectric power generation, CV G plans on increasing its capacity with two
construction projects located in Caruachi and Tocoma, at a combined cost of approximatdy
U.S.$4.2 hillion. Construction in Caruachi started in 1994 and is expected to concludein 2006. The
project in Tocoma began in 2002 and is expected to be completed by 2011.

CVG also plans on expanding and improving its power transmission systemsin Y aracuy, Furrial and
Caruachi. Total investment in these projectsis expected to total approximatey U.S.$538 million for
the period from 2001 to 2004 and to create 1,430 new jobs.

In the tdlecommuni cations sector, C.V.G. Electrificacion del Caroni, C.A., referred to as EDELCA,
plans on entering into a strategic alliance with other companies to form a telecommuni cations
company to manage CVG's existing 2,550 kilometer fiber-optic cable system and extend it to 3,450
kilometers. The capital structure of the telecommunications company would be 45% owned by the
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Government, 45% owned by the strategic partner and 10% owned by the employees. The estimated
investment is U.S.$67 million.

In the ferroalloy sector, CV G intends to construct new plants and to modernize and expand existing
plants that produceiron and sted. Aniron and sted complex is expected to be built in cooperation
with Danieli Corporation of Italy. It is anticipated that this project will require an investment of
U.S.$720 million and produce 1.5 million tons of iron. Construction of this complex began in 2002
and is expected to be completed in 2005.

In the forestry sector, CV G has begun construction on apaper and pulp plant with a capacity of
300,000 tons per year. Investment in this project is expected to total approximately U.S.$630 million.
The plant is expected to begin operations in 2004.

The December 2002 work stoppage did not have a significant adverse effect on CVG. Although iron
production dropped substantially during the first half of 2003, decreasing to approximately 7.9 million
metric tons from the approximately 11.6 million metric tons that were produced during the same
period in 2002, the other sectors of production remained relatively constant. As of June 30, 2003,
bauxite production totaled approximately 1.5 million metric tons, which was almost equal to the
amount that was produced through the same period in 2002. Aluminum production totaled
approximatey 298,000 metric tons through June 30, 2003, which amount was similar to the 300,000
metric tons that were produced during thefirst half of 2002. Lastly, alumina production totaled
approximately 915,000 metric tons through June 30, 2003, compared to the 863,000 metric tons that
were produced during the same period in 2002.

Thefollowing tables set out the production and exports of CVG’s aluminum, iron, steel and gold
companies for the periods indi cated:

Y ear Ended December 31,

Production 199 2000 2001 200279 2003
(in thousands of metric tons, except asnoted)
IPON i 14,692 17,641 16,485 11572 7,942
BaUXITE......ooorivecerrieeneri e 4,166 4,361 4,585 1,459 1,525
1477 1,755 1,833 863 915
570 586 566 300 298
2,267 na n.a n.a n.a
Gold (in kilograms) ... 2,016 2,228 n.a n.a 1,259
Ferroalloys........cooocooininie 56 n.a n.a n.a n.a

(2) Preliminary figures
(2) Asof June 30, 2002.
(3) Asof June 30, 2003.

n.a: Not available.

Source: CVG Companies.
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Y ear Ended December 31,

Exports 1999 2000 2001 20027
(in millionsof U.S. dallars)
IronOre............... $134 $117 $92 $57
Aluminum............ 599 662 585 634
Sted.....oooevens 1,372 na 389 568
Alumina............. 49 9% 110 83
Feroalloys........... 23 na na na

(1) Préliminary figures.
n.a: Not available.

Source: CVG Companies
Agricultureand Livestock

Venezueld s principal agricultural and livestock products are coffee, cocoa, sugar cane, rice, corn,
plantains, pork, eggs and milk.

During 1999, the agricultural sector contracted by 2.1% in real terms as compared to 1998 and
comprised 4.9% of Venezuda s GDP. In 2000, the sector grew by 2.4% as compared to 1999 and
comprised 4.9% of GDP. During 2001, the agricultural sector grew by 2.6% as compared to 2000 and
comprised 4.9% of GDP. In 2002, the agricultural sector contracted by 1.7% as compared to 2001 and
comprised 5.2% of GDP.

In order to stimulate growth in the agricultural sector, the Government provides financing to small
producers through the Fondo de Desarrollo Agropecuario, Pesguero, Forestal y Afines and to
medium-sized producers through the Fondo de Crédito Industrial.

The Government believes that increased trade within Latin American and Caribbean countries,
including the Andean Community countries, will help to develop Venezuda s agricultural sector.

The Government’ s plans for the agricultural sector include:
» developing technological capacity to improve productivity and increase the sector’s
contribution to GDP,

» gradually introducing Venezuela's agricultural products into the international export
markes;

» developing new agricultural products;
» rehabilitating and consolidating Venezuda sirrigation and fertilization systems;

» reforming the laws governing the sale of public lands for agricultural use by simplifying
and adding trangparency to applicable procedures;

* promoting Venezuean exports;

» stahilizing the price of imports by way of the Sistema de Franjasde Preciosdela
Comunidad Andina; and

» domestic agricultural economic assistance

From 1990 through 2002, the Government adopted a number of measures for the reform of the
agricultural sector aimed at promoting efficiency in, and diversification of, the agricultural sector,
mitigating the adverse effects of its adjustment program on consumer prices for foodstuffs and
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promoting specialization in those agricultural products in which Venezuda has a comparative
advantage. The most significant of these measures were;

« asimplification of thetariff classification system for agricultural products;
e aprogressive reduction of tariffs for agricultural products, and
» theprogressive imination of import quotas.

In January 2003, currency trading was suspended in Venezudato halt the capital flight resulting from
the December 2002 work stoppage. The Government also decreed in January that future foreign-
exchange transactions would require the approval of CADIV I, a newly-formed agency created to
disburseforeign currency in Venezuela. Theintroduction of exchange controls has caused a shortage
of many imported goods, while much of the agricultural sector has lacked the foreign currency
necessary to import raw materials.

Thefollowing tables set out the production, exports and imports of the agricultural sector for the
periodsindicated:

Y ear Ended December 31,

Production 1999 2000 2001 20029
(in thousands of metric tons)

Coffee 79.9 784 919 76.9

Cocoa 139 16.1 158 146

Sugar cane 8,501.1 8,8315 8,862.6 8,665.2

Rice 7202 676.8 787.1 660.7

Comn 1,1495 1,689.6 1,801.1 15455

(1) Preliminary figures.

Source: Minigerio de Agriculturay Tierra.

Y ear Ended December 31,

Exports Imports
(f.ob.) (f.ob.)
(in millionsof U.S. dollars)
1999 0 205
2000 34 213
2001 21 229
2002 30® 80@

(2) Exports from January through November.
(2) Imports from January through September.

Source: INE.

Landsand Agricultural Development Law-Decree

On November 13, 2001, a new law-decree was issued by President Chavez targeting land reform.
This new Lands and Agricultural Development Law-Decree replaced the Law of Agrarian Reform
promulgated in 1960. Thislaw-decreeisintended to reall ocate arablelands in Venezuda according to
aplan determined by the Government. Under thislaw, a newly-created agency, the National Lands
Institute, will classify rural land according to its best use, such as agriculture, cattle-raising or forestry.
Rural land ownership, depending on its class, may be restricted in size, with the excess being subject
to Government expropriation. In addition, certain uncultivated or idle rural landswill aso be subject
to tax or expropriation and redistribution to citizens of V enezuda whom the Republic has dassified as
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qualified agricultural workers. In most cases, this redistribution of land would not be an outright grant
to the recipient, but rather the right to work the land in a productive manner. Two additional newly-
created agencies, the Rural Development Institute and the Venezuelan Agrarian Corporation, will
oversee theimplementation and operation of theland reform system. This new law-decree generated
a significant amount of opposition from alarge number of Venezuelans, who staged various protests
in an attempt to convince the Government to reconsider the enactment of this law.

During February 2002, legislation was proposed, which is pending in the National Assembly, to
amend the Lands and Agricultural Development Law. The proposed amendments, if madeinto law,
would, among other things: (i) change the concept of redistribution set forth in the law from soldy
conferring the right to work theland to the outright award of property rights; (ii) ease current
restrictions on the transfer of such property; (iii) mandate that Government expropriation by the
National Lands Institute be carried out through judicial proceedings; and (iv) allow for the
indemnification of land owners for the taking of private property. In addition, the draft legislation
would permit the beneficiaries to mortgage or otherwise hypothecate the land awarded to them,
contrary to the current restriction in place, which only allows a pledge of such land. Certain
adminigtrative changes proposed by the draft legislation incdlude a provision for administrative
proceedings with respect to the revocation of aland grant and a directive that the tax on under-utilized
land be returned to the municipalities in which the land islocated.

Electric Sector

The Government views the e ectric power sector as a key stimulant of growth in the productive sectors
of the economy. State-owned companies have historically dominated the € ectric power sector in
Venezuela. Modernization of the e ectric power sector has been difficult because of inefficiency in
the installed base of plant and equipment and the lack of investment funds. The Government bdieves
the electric power sector will require an estimated U.S.$6.1 billion in investment over the period of
2002-2006 and anticipates that a significant portion of this investment will need to be contributed by
foreign and domestic private investment.

The Participants

The e ectric power sector in Venezuela is made up of both state-owned and private companies. It
serves approximately 4.6 million customers. Six companies hold practically all of the assets of
Venezuda's dectric power sector. These six companies are EDEL CA; Compariia de Administracion
y Fomento Eléctrico, referred to as CADAFE; Energia Eléctrica de Venezuela, referred to as
ENELVEN; C.A. Energia Eléctrica de Barquisimeto, referred to as ENELBAR; Energia Eléctrica de
la Costa Oriental, referred to as ENELCO; and EDC.

EDELCA isowned by CVG. In July 2000, The AES Corporation, a U.S. independent power
company, acquired a majority interestin EDC. CADAFE, ENELVEN, ENELBAR and ENELCO are
owned by MEM.

In 2002, EDEL CA generated approximately 65% of the total eectricity production in Venezuela
EDELCA generates dectricity at its two hydroe ectric plantsin the Caroni river basin in the Guayana
Region. EDELCA’s Guri plant hasan installed capacity of 9,085 megawatts, or MW, and the
Macagual, Il and Il plants have an installed capacity of 3,161 MW. CADAFE isthe largest
electricity distribution company in Venezuda, covering approximatdy 90% of the country.
ENELVEN, ENELBAR and ENELCO are smaller vertically-integrated eectric companies.
ENELVEN serves Zulia State on the western coast of Lake Maracaibo, ENELCO sarvesthe eastern
coast of Lake Maracaibo and ENELBAR serves the Barquisimeto area of Lara State. EDC isthe
largest privatdy-held dectric company, serving approximately 704,843 customers throughout
Venezuela. The mgjority of EDC’s customers reside in Caracas and its suburbs.
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Theinstalled capacity of Venezuda s electric power sector on December 31, 2002 was 19,667 MW.
Morethan 95% of Venezuela s population has access to e ectric power. Annual demand for ectric
power in Venezudaincreased by 2.15% in 2002. Currently, parts of Venezuela are experiencing
episodes of power interruption dueto limited € ectrical power transmission and distribution capacity,
which has been exacerbated by an increasing demand.

Electrical power in Venezuela is generated both by hydroel ectric plants and thermal plants, with two-
thirds being generated by hydroelectric plants. This dependence on hydroe ectric power for the
generation of a significant percentage of Venezuela s energy makes the Republic vulnerable to periods
of severe drought. The dectric sector has been designed such that thermal plants would begin
producing € ectricity when the hydroe ectric plants were not producing enough e ectricity to meet
demand, such as during periods of drought. However, until 1999, hydroel ectric generation had
produced enough dectricity to meet demand. After 1999, the utilization of thermal plants was
required to cover the growing demand for electricity. However, prior reliance on hydroelectric
sources for e ectricity generation has had the consequence of diverting investment from thermal
generation, resulting in an installed base of thermal capacity that is not adequate to cover demand
during periods of drought.

The Government is attempting to address this structural problem through medium-term investment.
Dueto thelack of investment in thermal dectricity generation and the below-averagerainfall in recent
years, Venezudais currently experiencing a significant risk of insufficient supply of electrical power.
A presidential commission was created in March 2002 to evaluate this risk and to propose measures to
aleviatethis stuation. The Republic has already been taking various steps to confront this shortagein
an attempt to avert an dectric power sector crisis. Specifically, plans have been put into placeto
ration electric power, improve the capacity and efficiency of existing dectric power plants, invest in
new hydroelectric and thermal generation plants, purchase additional dectrical power, curtail the
illegal useof dectric power and reduce current demand. The Republic is also implementing measures
to limit the output of certain hydroe ectric power plants, such as EDELCA, in order to conserve its
hydroelectric resources. In addition, on March 25, 2002, President Chavez issued a decree that,
among other things, allows companies engaged in the generation of e ectric power to modify certain
of ther existing power supply contracts, in order to be able to cooperate with the contingency plans
set forth by the Government with respect to dectricity generation and conservation. These

modi fi cations would be subject to approval by the newly-created administrative authority referred to
as the Viceministerio de Energia del Ministerio de Energiay Minas. To further enhance such
development of the country’ s generating capacity, the decree provides that companies engaged in the
generation of dectric power will be exempt from certain taxes for a two-year period commencing in
March 2002. Although Venezuda istaking steps to diversify and improveits eectricity generation
base, these measures may not be adequate to avoid energy shortages, which could result in significant
social, economic and political repercussions.

2003 was a particularly difficult year in terms of scarcity of rainfall. The Camatagua reservoir, which
supplies half of the inhabitants of Caracas with water, was down to 10% of its capacity as of April
2003. The drought reduced hydroelectric reservoir levels to a 53-year low.

The Regulatory Framework

Until recently, Venezuela did not have a unified body of law that regulated the electric power sector.
Higtorically, three Presidential decrees set forth the methodology for determining tariff rates and
established the principal regulatory bodies. Other sources of el ectric power sector regulation have
included certain municipal laws, resolutions passed by MEM and MPC, and the law reforming the Ley
Organica Sobre Concesiones de Obras Publicas y Servicios Pdblicos Nacionales, or the National
Concessions Law, aswell as laws of general application.
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On December 31, 2001, the Ley Organica del Servicio Eléctrico, or the Electricity Law, was enacted.
The Electricity Law mandates the separation of the dectric sector in Venezuelainto generation,
transmission, national dispatch, distribution and commercialization. All companies had to bein
compliance with this law as of January 2003.

Under the Electricity Law, no single entity may engage in more than one of the three activities set
forth above, with the exception that generation or distribution companies may also engagein
commercialization activities. Subject to prior approval by MEM, any person or entity may undertake
the generation and commercialization of eectricity. However, the Electricity Law reservesthe
development of hydroed ectric generation fadilities on the Caroni, Paragua and Caurarivers for state-
owned companies, such as EDELCA.

TheElectricity Law exempts sdf-generation activities from regulation. It also contemplates the
opening of generation activities to competition, principally by allowing consumers of more than

5 MW per year to purchase e ectricity freely in the market. In addition, the Electricity Law requires
that companies engaged in transmission and distribution activities obtain formal concessions from
MEM.

TheElectricity Law contemplates the creation of a centralized, state-owned company, the Centro
Nacional de Gestion de Servicio Eléctrico, to administer the dispatch of electricity nationwide by
coordinating, controlling and supervising the generation and transmission activities of Venezuda's
public and private dectric utility companies and devel oping and administering the whol esale market
for electricity in Venezuda.

The Government believes the development of a wholesale market for el ectricity in Venezudawill
facilitate block sales of dectricity among generation and distribution companies, commercializers and
large clients.

The Electricity Law also contemplates the creation of the Comision Nacional de Energia Eléctrica, a
single regulatory authority for Venezuela's dectricity sector. The entity, which will bean
autonomous agency within MEM, will supervise and enforce compliance with the Electricity Law,
promote the devel opment of competition in the areas of generation and commercialization of
electricity and establish norms for e ectricity sales to the public and tariff rates that eectric utility
companies may chargethe public.

Tariff Rates

On January 28, 1999, MEM and MPC published the pliego tarifario, or the Tariff Regime, which
established a new tariff rate regime for the dectric sector in Venezuela. The Tariff Regime contains
basic tariff rates applicableto energy sold by the various electric utility companiesin Venezuda
during each year from 1999 through 2002. The basic tariff rates become effective on January 1 of
each year.

These basic tariff rates are to be adjusted semi-annually to reflect fluctuationsin inflation and the
exchange rate and monthly to reflect fluctuations in the prices of energy and combustible fuels used to
generate e ectricity. The Tariff Regimeis designed to gradually eliminate the cross subsidy that has
existed between residential tariff rates and industrial and generd tariff ratesin Venezuda.

In 2003, MEM planned to establish a new tariff regime according to a new economic modd, which

currently isbeng reviewed. The Executive Branch has extended the 2002 Tariff Regime that was
used in 2002, until the new tariff regimeis approved.
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Privatization Efforts

EDC and three other smaller electric companies are the only privatel y-held e ectric companiesin
Venezudla. EDELCA, CADAFE, ENELVEN and ENELBAR generated approximately 82% and
distributed approximately 78% of the total dectricity used in Venezuda during the year ended
December 31, 2002.

In 1992, the Venezud an Congress enacted the privatization law that established guiddines for the
restructuring and privatization of the e ectric power sector. The 1992 law was modified by legislation
passed on December 30, 1997, known as the Electricity Privatization Law. Under the Electricity
Privatization Law, BANDES is responsible for developing the Government’s privatization policy and
agenda with respect to its € ectric power sector holdings. Under the law-decree pursuant to which
BANDES was created, the shares of ENELVEN and ENELCO wereto be hed in trust by BANDES
until strategic alliances with private sector entities are entered into. However, in anew law-decree
enacted on August 3, 2001, CADAFE, ENELBAR, ENELCO and ENELVEN were assigned to MEM.

In September 1998, the Government completed the sale of 70% of SENECA, the dectric utility
company serving theidands of Margarita, Coche and Cubagua, to Grupo Enelmar, SA., aU.S. and
Venezuelan consortium led by CM S Electric & Gas.

Expansion Plans

Economic growth in Venezudawill require the expansion of the d ectric power sector. In order to
meet anti d pated demand growth, the Economic Plan emphasizes further development of hydrod ectric
power and the use of natural gas asaraw material for e ectric power generation. In 1998, as part of
this expansion, EDELCA compl eted the construction of athird hydrod ectric plant, Macagua Il, with
an ingtalled capacity of 2,400 MW.

The Government is currently constructing the Caruachi hydroeectric plant in the Guayana region.
The construction of this plant is expected to cost approximatdy U.S.$2.8 billion. The IADB and CAF
are providing most of the financing for the Caruachi plant. The Caruachi plant is expected to havean
installed capacity of 2,280 MW. Thefirst of the twelve units of 190 MW each started operating on
April 30, 2003. Thelast of the unitsis expected to be operating by year-end 2005. The Government
isalsoin the process of constructing another hydrod ectric plant, known as the La Vueltosa plant, with
an ingtalled capacity of 514 MW. Congtruction of the La Vueltosa plant is expected to be compl eted
in 2006. EDELCA is aso evaluating plans to build the Tocoma hydrod ectric plant, also in the Caroni
river basin, with an installed capacity of 2,160 MW.

ENELVEN isalso planning theinstallation of two gas turbines with a capacity of 150 MW each in the
Rafael Urdaneta plant.

The 86 MW Termoyaracuy plant, to be constructed in the state of Lara, is expected to commence
commercial operationsin April 2004. Additionally, the Termozulia plant, which has an ingtalled
capacity of 300 MW, was scheduled to bein operation and supplying power to the Interconnected
National System by the end of 2003.

Plans for 2004 include the operation of three additional power plants, including: (1) the Pedro Camejo
plant, with an installed capacity of 450 MW; (2) the Yucal-Placer plant, also with an installed capacity
of 450 MW; and (3) the PDV SA-Occidente plant, with aninstalled capacity of 2,100 MW.

The Telecommunications Sector

The Government views the growing tel ecommuni cations sector as a major target for foreign

investment. In responseto interest in this sector, the Government has defined its short, middle and
long-term goalsin its Plan Nacional de Telecomunicaciones, the national telecommunications plan.
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In the short term, the Government has focused on establishing a regulatory framework for
infrastructure, interconnection, number portability and Internet services, selling licenses for advanced
telecommuni cations services and converting 81% of the telephone network from analog to digital
lines. To that end, in June 2000 the Government approved the Ley Organica de Telecomunicaciones,
referred to as the Telecommunications Law, in response to the trend toward liberalization and
modernization announced by the Government in its national telecommunications plan. Thelaw seeks
to establish a transparent procedure for allocating li censes for tel ecommuni cations services and
introduce effective competition in the market upon the elimination of the monopoly for the provision
of basic telephone service, which was hed by Compariia Anénima Nacional Teléfonos de Venezuela,
referred to as CANTV, until November 2000. In addition, thelaw provides for the connection of new
entrants to existing networks and number portability for users switching their tel ephone service
provider, regulates the allocation of radio spectrum and provides the general framework for satelite
communi cations services. 1n 2003, 27 licenses were granted to those who were interested in providing
one or more tel ecommuni cations services.

CONATEL isthe governmental agency that regulates and surveys competition in the

tdecommuni cations market. One of CONATEL’s main goalsis to broaden the general public's
access to telecommunications services. To achieve this goal, CONATEL created a universal service
fund dedi cated to the provision of serviceto areas without access to td ecommuni cations services.
Theuniversal service fund reached approximatdy U.S.$92.5 million by the end of 2003.

The tel ecommuni cations sector has been the fastest growing sector of the VV enezuelan economy.
Despite the economic and political difficulties of the country, the telecommunications sector had a
2.3% growth rate at the third quarter of 2003, compared to the same period in 2002. The mobile

ted ecommuni cations market has experienced substantial growth sinceitsoriginin 1989. New foreign
investment during the first nine months of 2003 reached approximately U.S.$122 million, in addition
to an increase of 4.1% in the telecommunications sector’ s contribution to GDP compared to the same
period in 2002.

Plans for the year 2004 indude:

» theexecution of two universal service projectsto less developed aress,

» thepromotion of policiesto increase Internet access and community non-profit public-
service radio and open tel evision broadcasting media; and

« thelaunch of radio spectrum auctionsincluding local multipoint distribution system
(LMDS), trunking (400 — 800 Mhz), two-way paging and 10.5 GHz for point-multipoint
links.

The Government’ s long-term plan indudes, among other things, the devel opment of new
ted ecommuni cations infrastructure, services and content, the promotion of competition within the
industry and the consolidation of Internet access.
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THE FINANCIAL SYSTEM
Banco Central

Banco Central, which is wholly owned by the Republic, is Venezuela's central bank and its
currency-issuing bank. The Congtitution enacted in 1999 grants Banco Central, for thefirst timeinits
history, constitutional authority as an independent legal entity with autonomy to exerciseits delineated
powers. The main purpose of Banco Central isto control inflation and maintain the stability of the
Bolivar. Under the 1999 Constitution, Banco Central is prohibited from underwriting, cosigning or
guaranteeing any debt of the Republic. In addition, Banco Central is required to provide the National
Assembly an account of its actions, goals and results achieved as wdl as certain periodic reports to the
National Assembly which describe the current status of the macroeconomic variables of the economy.
The National Assembly must approve Banco Central’ s budget.

Banco Central is governed by a board of seven members, five of whom, including the President of
Banco Central, are appointed by the President of the Republic.

On October 3, 2001, a new Central Bank Law became effective. This law supersedes the previous
Central Bank Law dated as of December 4, 1992. A purpose of the new Central Bank Law isto
coordinate the regulations and activities of Banco Central with the provisions of the Constitution and
to thus promote economic deve opment in a more cohesive manner. Significant amendments between
the old and new Central Bank Laws include the following: (1) Banco Central will implement policies
established through coordination with the Ministry of Finance; (2) Banco Central will no longer
necessarily be designated as the exdusive financial agent of the Republic; and (3) Banco Central’s
operating budget must be approved by the National Assembly. Furthermore, pursuant to the
Congtitution, the new Central Bank Law provides that the Government and Banco Central shall
execute an agreement establishing annual macroeconomic polices, which agreement must be
consistent with the Government’ s economic policies. The policies set forth in this agreement must be
disclosed to the public once the annual budget has been approved by the National Assembly.
Additionally, the new Central Bank Law also provides for the expansion of control of the
Superintendency of Banks over certain activities of Banco Central.

Under the new Central Bank Law, Banco Centra’ s statutory functions include

» formulating and executing monetary policy;

» particpating in the design of exchange rate policy;

e executing exchange rate policy;

* regulating credit and interest ratesin thefinancial system;

» centralizing and administering the Republic’s international monetary reserves;

» overseeing the performance of the Republic’s payments system and establishing its
operating regulations;

* particpating, regulating and executing operations in the gold market; and
* issuing, on an exclusive basis, Venezudlan currency.

A new amendment to the Central Bank Law cameinto effect on October 18, 2002. This amendment
provided that the amount of BCV income to betransferred to the Government must be cal culated
every six months, rather than annually, and must be transferred to the Government within the six-
month period following the date of each such calculation. For more information regarding transfers
made from the National Treasury to Banco Central, refer to “The V enezue an Economy—Foreign
Trade and Balance of Payments—Banco Central Transfers’.
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Monetary Policy

Historically, Banco Central has conducted an active monetary policy that has supported the
Government’ s economi ¢ adjustment plans. Banco Central utilized open-market operations with
respect to its own instruments issued initially through the Caracas Stock Exchange and later by means
of an auction mechanism. The placement of zero coupon bonds and TEMs progressively replaced
Banco Central’s money desk as a primary mechanism of monetary regulation and became an efficient
means of moderating the increase of monetary aggregates. However, the Government’s increased use
of Bolivar-denominated debt instruments somewhat served to reduce Banco Central’ s open-market
operations during 2000. Banco Central’s use of rediscount and oan mechanisms decreased as a resullt.
However, economic circumstances during the second half of 2001, 2002 and the beginning of 2003
have prompted an increase in the level of Banco Central’s open-market transactions.

Thetable bdow sets forth the changes in monetary aggregates for the periods indi cated:

M2 Monetary Base
In billions In billions
In billions of 1997 In billions of of 1997
of nominal Constant nominal Congant
Bolivares Bolivares Balivares Balivares
10,621.6 7,020.7 37173 2457.1
12,740.8 7,016.2 4,909.8 2,703.8
16,284.6 7,905.9 5,790.8 28113
16,976.4 7,340.2 6,478.3 2,801.1
19,5734 6,449.9 7,701.1 2537.7
30,836.0 7,995.6 11,2744 29234

Source: Banco Central.

During 1998, Banco Central intensified its restri ctive monetary policy through the issuance of
certificates of deposit and TEMs. The results obtained through these measures did not materially
impact the expansionary tendencies in the monetary base. Pursuant to a specia refinancing law
passed by the V enezudan legidature, the Government refinanced its obligations to Banco Central in
the amount of U.S.$3.7 billion. This was done through a program involving the issuance of bonds of
the Republic to Banco Central. The Government believed that this program would strengthen the
asset base of Banco Central and enable it to use the newly-issued bonds asatool for restrictive
monetary policy. Such atool had not previoudy been legally available to Banco Central.

During 1998, a rapid dedine of the Bolivar against the U.S. dollar triggered a decreasein international
reserves at Banco Central. Thisforced Banco Central to intensify its restrictive monetary policies. It
issued short-term certificates of deposit and TEMs with maturities of 10 to 120 days in open market
transactions. Through such measures, Banco Central absorbed excessliquidity in the domestic
currency markets and minimized capital outflows. Banco Central issued atotal of Bs.7.9 trillion of
TEMsduring 1998. On December 31, 1998, Bs.1.6 trillion of these TEMs remained outstanding,
compared to Bs.1.8 trillion outstanding on December 31, 1997. By the end of 1998, Banco Centra
redeemed all of the certificates of deposit it had issued during that year.

In 1998, Banco Central also took measures to relieve pressure on Venezuel @ sinternational reserves
by adjusting the monthly rate of increase of the band for its currency from 1.16% to 1.28%. The
adjustment allowed for a more rapid rate of devaluation of the Bolivar. For 1998, the Government set
theinitial central parity of the band at Bs.508.50 = U.S.$1.00, with aband of 7.5% above and be ow
the central parity. On December 31, 1998, the Bolivar traded at Bs.564.50 = U.S.$1.00.
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During 1999, the decrease in inflation and rdatively higher levels of international reserves alowed
Banco Central to exercise aless restrictive monetary policy. Theincreasein the CPI for 1999 was
20.0%, compared to 29.9% for 1998. Accordingly, Banco Central reduced the maturities on its
certificates of deposit and TEMs from an average of 197 days at the beginning of 1999 to an average
of 52 days by the end of 1999. This strategy allowed Banco Central to gradually reduce theyield on
its TEMs from 36.9% on December 31, 1998 to 11.6% on December 31, 1999.

In 2000, the Government began to increase its participation in the domestic capital markets through
the issuance of Bolivar-denominated debt instruments. Consequently, during 2000 the Government
reduced its overall financing costs as the interest rates on Bolivar-denominated debt instruments
decreased. In addition, Banco Central was able to discontinue the use of TEMs as the Government’s
increased issuance of Bolivar-denominated debt instruments reduced excess liquidity in the domestic
currency markets, which in turn reduced the need for Banco Central’ s continued monetary
intervention.

During 2001, Banco Central intervened in the foreign currency markets more frequently than in 2000
in order to defend the value of the Bolivar. Asaresult, international reserves at Banco Central
decreased by approximately U.S.$3.6 billion between December 2000 and December 2001, and
totaled approximately U.S.$12.3 billion (exduding amounts deposited into the Stabilization Fund) at
December 31, 2001. At the same date, the balance in the Stabilization Fund was approximatdy
U.S.$6.3 billion, an increase of approximatdy U.S.$1.7 billion from December 31, 2000.

This intervention on the part of Banco Central continued during 2002, due primarily to the rapid
devaluation of the Bolivar during that period. International reserves at Banco Central decreased by
approximatdy U.S.$293 million between year-end 2001 and year-end 2002, totaling approximately
U.S.$12.0 billion (excluding amounts deposited into the Stabilization Fund) at December 31, 2002.

At the same date, the balancein the Stabilization Fund was approximatdy U.S.$2.9 billion, a decrease
of approximately U.S.$3.4 billion from December 31, 2001.

The national work stoppage that began in December 2002 exacerbated the devaluation of the Bolivar
against the U.S. dollar. Thisgeneral strike decreased V enezuelan oil exports and tax revenues, and
the palitical instability surrounding the situation created a strong demand for U.S. dollars. This
resulted in a further devaluation of the Bolivar as compared to the U.S. dollar, which declined to alow
of Bs.1,853 = U.S.$1.00 on January 22, 2003. This significant devaluation of the Bolivar prompted
President Chavez to suspend foreign exchange transactions in order to protect the level of Venezudan
international reserves until the Government could present an alternative exchange control mechanism.
Foreign exchange transactions were suspended for approximatey two weeks. A new exchange
control regime became effective on February 5, 2003, which includes a single foreign exchange rate
(Bs.1,596 = U.S.$1.00 (purchase) and Bs.1,600 = U.S.$1.00 (sal€)). A newly-formed agency, referred
to as CADIVI, will beresponsible for the administration of this exchange control regime. For more
information, refer to “The Venezuelan Economy—Exchange Control Regime”.
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Thefollowing table sets out Venezuda's interest rates, by quarter, for the periods indi cated:

Interest Rates
Banco
Short-Term Long-Term 90-Day Central Basc
(Commerdal (Mortgage CDs Discount Inflation
Year and Quarter Banks) Banks) Deposit Rate Rate Rate?
(in% per annum)®®
1999
Firg Quarter ................ 40.13% 27.89% 31.30% 60.00% 22.52%
Second Quarter............. 3279 2521 2262 55.00 2013
Third Quarter................ 30.38 2213 1421 38.00 16.85
Fourth Quarter .............. 26.68 na 16.95 38.00 20.67
2000
Firg Quarter ..... 26.47% 17.96% 16.00% 38.00% 12.67%
Second Quarter. . 25.08 3049 19.27 38.00 1557
Third Quarter................ 25.80 20.79 14.35 38.00 15.01
Fourth Quarter .............. 2421 20.63 15.39 38.00 1055
2001
Firg Quarter ................ 19.38% 25.00% 1321% 38.00% 9.03%
Second Quarter. 21.15 20.48 1354 32.00 15.45
Third Quarter ... . 21.84 34.19 16.31 37.00 14.27
Fourth Quarter .............. 28.57 na 19.22 37.00 10.50
2002
Firg Quarter ................ 48.87% na 29.60% 46.00% 31.31%
Second Quarter............. 40.71 na 35.16 37.00 23.28
Third Querter................ 31.78 na 25.96 38.50 50.98
Fourth Quarter .............. 33.25 na 26.44 40.00 21.29
2003
Firg Quarter ................ 34.45% na 23.64% 39.00% 43.19%
Second Quarter............. 26.16 na 17.92 32.00 23.66
Third Quarter................ 23.78 na 15.85 28.50 19.57
Fourth Quarter .............. 21.15 na 14.10 28.50 23.20
2004®
Firg Quarter ................. 18.88% na 12.39% 28.50% 27.93%
(2) Based on the CPI calculated by annualizing forward cumulative quarterly inflation rates
2 Interest rates are calculated using averages during therelevant period. The interest rate averageis calculated based on the
data of the Sx largest commercial banks of the VVenezuelan financid system.
3) Preliminary figures.
na: Not available. (The mortgage banksdid not report operations of mortgage credits during the period indicated.)
Source:  Banco Central.

120



The following table sets out total outstanding loans and long-term investments, by quarter by public
and private financial institutions for the periods indi cated:

Total Credit
of the
Commercial M ortgage Financial Per centage
Year and Quarter Bank Credit Bank Credit Other® System® Change®
(in millions of Bolivares)
1999
Firg Quarter.........occveveene Bs5,889,029 Bs56,832 Bs 1,039,115 Bs7,034,976 11.00%
Second Quarter ... ... 5,835,520 56,606 1,086,819 6,978,945 1.94
Third Quarter ...... .. 6,014,460 47,066 1,073,266 7,134,792 6.10
Fourth Quarter............coc..... 6,651,684 50,598 1,336,263 8,038,545 15.29
2000
First Quarter.........cceeeeueeen Bs6,769,596 Bs51,473 Bs.1,369,210 Bs8,190,279 16.42%
Second Quarter ................... 7,224,026 53,030 1,405,251 8,682,307 24.41
Third Quarter ... 7,637,685 59,693 1,349,175 9,046,553 26.79
Fourth Quarter............ccc..... 8,350,969 60,080 1,483,473 9,894,522 23.09
2001
Firg Quarter.........occveveene Bs8,667,259 Bs46,719 Bs791,060 Bs9,505,038 16.05%
Second Quarter ... .. 8,880,310 45,426 720,029 9,645,765 11.10
Third Quarter ...... . 9,043,296 44,189 772,823 9,860,308 9.00
Fourth Quarter............cce..... 10,310,042 34,813 463,501 10,808,356 9.24
Bs9,182,936 Bs34,925 Bs.365,465 Bs.9,583,326 0.82%
. e 9,192,174 19,870 336,313 9,548,357 (1.01)
Third Quarter .......coccovveenen. 9,744,608 21,591 331,949 10,098,148 2.4
Fourth Quarter............cco..... 10,406,551 21,089 324,901 10,752,541 (0.52)
2003
First Quarter........occceeeeueeen Bs9,460,274 Bs13,764 Bs.313,152 Bs.9,787,190 2.13%
Second Quarter ... .. 8911220 14,274 268,078 9,193,572 (3.72)
Third Quarter .......occovveenn. 9,495,851 13,068 268,205 9,777,124 (3.18)
(2) I'ncludes finance companies and savings and |oan ingitutions.
2 Excludes Banco Central.
3) From the corresponding quarter of the previous year.

Source:  Banco Central.
Financial Ingtitutions

The Superintendency of Banksis responsible for banks and credit unions. Its functions include
inspection, supervision and control.

The Superintendency of Banks also regulates individuals, companies and ingtitutions that conduct or
purport to conduct operations that are subject to authorization under the General Law of Banks and
Other Financia Institutions. FOGADE, which was established in 1985, insures deposits up to

Bs.4 million per depositor. FOGADE also assistsin the recovery and stabilization of financial
institutions through lending assistance.

Some of Venezuela s largest banks announced their intention to merge following the enactment of the
Ley de Fusiones, referred to as the Merger Law, on February 28, 2001 (Law-Decree No. 1,203
published in Official Gazette No. 37,148). The purpose of the Merger Law was to strengthen banks
capital bases and increase their competitiveness by stimulating merger activity among smaller banks.
The Merger Law provides for the Superintendency of Banks to approve merger proposals and to grant
priority to mergers of specialized financial institutions, savings and loan associations and commercial
banks resulting in universal banks. 1n 2001, seven mergers occurred in the banking sector, decreasing
the number of small banks by ten. In 2002, six mergers occurred in the banking sector, further
decreasing the number of small banks remaining by ten.
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In November 2003, the V enezuelan financial system consisted of:

» 52 financial institutions, which included 16 universal banks,;
* 16 commercial banks;

* 6 investment banks;

* 2 mortgage banks;

e 2leasing companies;

* 4 savingsand loan associations;

e 2 money market funds; and

* 4 spedia law-regulated banks.

Universal banks were required by law to have a minimum paid-in capital of Bs.23.3 billion by
December 31, 2001. Additionally, commercial banks were required to have a minimum paid-in
capital of Bs.9.3 billion by December 31, 2001. Banks are also required to meet certain capital
adequacy requirements, such as a minimum 12% ratio of net worth to assets and contingent operations
and aminimum 10% ratio of net worth to total assets. As of March 31, 2002, al of the operating
Venezuelan universal and commercial banks met both of the minimum capital adequacy requirements
that the Government adopted as a more stringent modification of the Basle Standards.

A partial reform to the General Law of Banks and Other Finandia Ingtitutions was enacted by law-
decree on November 13, 2001. The purpose of the reform was to further strengthen the banking
system and guarantee its stability. The amended law raises the upper limit of the amount of insured
depositsto Bs.10 million per depositor in the same financia group, provides for rules regarding trust
operations, allows investment banks to carry out trust activities and provides an administrative process
for adjudicating public complaints with respect to banks. The amendments also eiminate the ability
of FOGADE to provide financial assistanceto ailing banks. The amended law establishes new criteria
for determining affiliations with respect to financial groups. Reated entities of troubled banks are
also subject to intervention or liquidation. As of January 1, 2002, new minimum paid-in capital
requirements apply. Beginning in 2002, universal banks have been required to have a minimum paid-
in capital of Bs.40 billion if the entity is domiciled in the Caracas metropolitan area or Bs.20 billion if
the entity is domiciled outside of the Caracas metropolitan area, and commercial bankswill be
required to have a minimum paid-in capital of Bs.16 billion if domiciled in the Caracas metropolitan
area or Bs.8 billion if the entity is domiciled outside of the Caracas metropolitan area.

Additionally, the law, as amended, creates two new types of special banks, namely devel opment banks
and second-tier banks, which would be primarily dedicated to the promotion of microenterprise
development. The Superintendency of Banksis now authorized to issue special rules governing the
accounting of credits extended to such enterprises.

The amended law al so regul ates e ectroni c banks and grants to the Superintendency of Banks the
power to enact special standards regulating loans from e ectronic banks.

A partial reform to the Ley de Crédito de Agricola was also issued by President Chavez by law-decree
on November 9, 2001. This reform effectively requires all banksin Venezudato raisethe percentage
of their loans granted to the agricultural sector from 8% to 15% by the end of 2001. Beginning in
2002, MPC has set the required percentage after obtaining the opinion of the Superintendency of
Banks. Pursuant to the law promulgated on February 5, 2003, banks now must provide at least 12% of
their loansto the agricultural sector.
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SecuritiesMarkets

The Caracas Stock Exchangeis currently the only securities market in V enezuela, with 59 issuers and
74 securities registered as of December 2002. Historically, trading on the Caracas Stock Exchange
has been composed of tradesin stocks and bonds. In September 2001, the exchange began to allow
trades in short-term debt instruments, such as commercial paper.

The Central Bank was an active participant in the Caracas Stock Exchange until 1999 when it
established its own payments and securiti es clearance and settlement system. Since December 2001,
the Ministry of Finance has become an active participant in the Caracas Stock Exchange through the
issuance of Vebonos, a new instrument consisting of public sector bonds issued to pay certain benefits
dueto public sector university professors.

From July 2002 through December 2002, the Caracas Stock Exchange had a total trading volume of
U.S.$210.1 million, representing U.S.$47.5 million in stocks, U.S.$29.9 million in private sector debt
securities and U.S.$54.1 million and U.S.$68.6 million in public sector Brady Bonds and Vebonos,
respectivey. Theindividua stocks with the highest trading volume were Eurobanco Banco
Comercial, CANTV and C.A. Central Banco Universal.

The Caracas Stock Exchange posts trading information, such as price, volume and transaction activity
for listed securities during trading hours. Pricing information includes high, low and average sales
prices. The Caracas Stock Exchange also publishes three indices for equity securities. The principa
stock index isthe Indice Bursatil Caracas, referred to asIBC. ThelBC tracks the share prices of 16
major companies and is calculated in a manner similar to that used by the S& P 500. The other indices
focus on theindustrial and financial sectors.

Thetotal market capitalization of the companies listed on the Caracas Stock Exchange as of December
31, 2002 was approximately U.S.$4.8 billion, or 6.7% of GDP. From December 31, 2001 to
December 31, 2002, the total market capitalization decreased in absolute terms from U.S.$6.5 billion
to U.S.$4.8 hillion.

The CNV authorized the opening of a commodities exchangeon May 19, 1999. Trading on this
exchange commenced in October 1999 and, as of December 31, 2002, the cumulative trading volume
totaled U.S.$329.0 million.

In the past, Venezuelan stock exchanges have experienced substantial market price fluctuations.
Factors contributing to such fluctuations include changesin the overall state of the Venezudan
economy and adverse political developments, together with merger activity among domestic
companies and take-overs of domestic companies by foreign corporations. Compared to other stock
markets in Latin America, the Venezuelan stock market is among the smallest in terms of market
capitalization and trading volume,

The Caracas Stock Exchange can suspend degling in any listed security if the price of the security
varies by 20% or more during a trading session.
Market Regulation

The CNV must authorize all Venezudan companies before they legally offer equity or debt securities
to the Venezudan public. Inorder to offer securitiesto the publicin Venezuela, an issuer must meet
certain CNV requirements regarding assets, operating history, management and other matters.

All outstanding securities of such companies must also be registered with the CNV and approved by
the relevant stock exchange. The CNV must approve the application for listing of a security beforeit
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islisted on astock exchange. The CNV also requiresissuersto file unaudited quarterly financial
statements and audited annual financial statements with the applicable stock exchanges and the CNV.

Since September 1, 1994, the CNV has required any company issuing debt in Venezuelato obtain a
rating from two independent rating agencies registered with the CNV. However, as of April 4, 2002,
and for any company that issues commercial paper (debt i ssues ranging from 15 days to 360 days), the
CNV may reduce the requirement from two independent rating agencies to one, depending upon the
market conditions at that time.

In September 2002, the CNV changed certain regulations reating to securitization of assetsin order to
expand opportunities for companies to obtain financing.

The Capital Markets Law and therules issued by the CNV provide a regulatory structure for the
Venezuelan securities industry. The Capital Markets Law was most recently amended in October
1998 to conform the V enezue an securities market to international standards. In addition to setting
standards for brokers, the law empowers the CNV to regul ate public offerings and trading of
securities. In January 1999, the CNV promulgated regulations governing the activities of broker-
dedlers and brokerage houses. The CNV has also promulgated regulations requiring issuers of
securitiesto fileinformation regarding theissuer, its management and its significant shareholdersto
ensure transparency in capital markets transactions and public tender offers.
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PuBLIC FINANCE
General Description of Accountsand Entities

TheMinistry of Financeis responsible for preparing the budget and administering the Government’s
finances. TheMinistry of Financeis required to submit a proposed budget to the National Assembly
each year. The National Assembly may change items in the proposed budget so long as authorized
expenditures do not exceed projected revenues. Neverthdess, actual expendituresin any given year
may exceed revenues for that year as aresult of differencesin thetiming of receipts and expenditures.
The budget must include appropriations to be distributed to the states and the federal district in
accordance with a prescribed formula. No taxes may be levied, money borrowed or expenditures
made unless authorized by law. In addition to budgeted expenditures contained in the legidatively-
approved budget, the Government may increase expenditures, including allocations for debt service
obligations, during the course of the year with the approval of the National Assembly. However, total
expenditures may not exceed actual revenues.

All revenues and expenditures are budgeted and recorded on a cash basis. The Ministry of Financeis
responsible for collecting public revenues. Various ministries and agencies of the Centra
Government areresponsible for implementing the budget. For example, the Comptroller General is
the agency in charge of national revenues, expenditures and assets and related operations. The
functions of that office include control, supervision and auditing. The Comptroller General is
appointed for a period of seven years by, and is accountabl e to, the National Assembly.

The consolidated public sector isdivided, in general terms, into two parts: the Central Government
and the decentralized state ingtitutions. The decentralized state institutions are corporations that are
majority or wholly owned by the Government.

Taxation

The Organic Tax Code

The Codigo Organico Tributario, referred to as the Organic Tax Code, was approved in 1991 and
amended in 1992, 1994 and 2001. The Organic Tax Code increased penalties on overdue tax
payments and made tax avoidance a crimina offense. The Ministry of Finance, with assistance from
the World Bank and the IADB, has developed atax collection program aimed at decreasing income
tax evasion.

The new Organic Tax Code became effective on October 17, 2001. Some of the reformsin the new
legislation indude: (1) the authorization for the future creation of alaw which would grant power to
municipalitiesto create, modify or diminate taxes; (2) the adoption of the “substance over form”
approach in tax administration; (3) the consent to the passing on of tax responsibilities from a target
company to the acquiring company in a merger; and (4) the disallowance of offsets of income tax
credits against monthly payables under the VAT. The amendments have also changed the rate of
interest for unpaid tax obligations. Interest on unpaid tax obligations now equal the average of the
lending rate of the six largest commercial banks, multiplied by a factor of 1.2.

In addition, the reforms increased the penaltiesimposed on various tax offenses and set forth new
categories of tax violationsin order to deter tax evasion. Breaches of substantive obligations under
the new Organic Tax Coderesult in increased penalties, whil e offenses potentially leading to
imprisonment have been broadened in scope. For example, new fines have been introduced both for
the failure to pay taxes as well as for the late payment of taxes, and criminal penalties have been
established for tax fraud. In addition, withholding agents who intentionally fail to remit taxes
withheld within three business days following payment are now subject to i mprisonment for two to
four years.
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Furthermore, the amended Organic Tax Code now permits taxpayers to enter into advance pricing
agreements with the tax authorities to establish the value of transactions between affiliated enterprises.

Procedural rules have also been amended. Under the new Organic Tax Code, judicial tax appeals do
not suspend the effects of a tax assessment, except in cases where the taxpayer demonstrates that non-
suspension will cause irreparable damages or when the appedl is based on “sound arguments of law”.
In contragt, the filing of an administrative tax appeal will suspend payments required by an assessment
but not interest on the assessment. Furthermore, it is now expresdy stated that the opinions of the tax
authority with respect to a particular issue may not be appeal ed to the tax courts.

Income Tax

The Central Government isthe only entity in V enezuela with the authority to tax income. Asa
percentage of Central Government revenues, incometax revenues in 1984 Constant Bolivares were
29.2% in 2000, 21.8% in 2001 and 13.6% in 2002.

The petroleum industry provided 71.9% of total income tax revenues in 2000, 56.0% of total income
tax revenuesin 2001 and 30.6% of total incometax revenuesin 2002.

Venezuelan income tax is payable by both natural persons and legal entities. The base of income
upon which a person or entity may be taxed includes worldwideincome. Certain Governmental
entities, educational institutions, charitable institutions and funds, aswell as certain other individuals
and entities, are exempt from Venezudan income tax. Additionally, the President, in conjunction with
the Coundil of Ministers, has the power to exempt from the payment of taxes certain sectors or
industries that are bdieved to be of particular importance to national or regional development.
Natural persons are taxed at a rate from 6% up to 34%, depending on income level, with certain tax
rebates for lower-income households. Corporations are taxed at a rate from 15% up to 34%, except
for those engaged in the petroleum industry, which aretaxed at a special rate determined by the new
Hydrocarbonslaw. For more information on this law, refer to “Principal Sectors of the Venezudan
Economy—~Petroleum and Natural Gas—New Hydrocarbons Law”.

Theinability of the Government to rely on sources of financing other than petroleum revenues has
madeit difficult to establish a positive balance in the consolidated public sector accounts and has
contributed to the general instability of the Venezuelan economy asawhole. Because the
development of a more diversified economy with a greater capacity for and a high volume of non-
traditional exports can only be accomplished in the medium-term, the Government has attempted to
increase the base of non-petroleum tax revenues.

Business Assets Tax

On January 1, 1994, the Government implemented a business assets tax. The business assets tax was
intended to be an aternative minimum tax on all Venezuelan personal and corporate taxpayers that
owned tangible assets in Venezuda. Thetax, which is assessed on the average yearly balance of
tangible assets, was set at 1% and was deductible from a taxpayer’ s income tax obligations.
Exemptions from the business assets tax exist for certain taxpayers, including charitable and non-
profit organizations, entities engaged in certain agricultural activities and entities engaged in investing
in securities. In 2001, a proposed partial reform to this tax was submitted to the National Assembly
for itsapproval. This proposal, among other things, included significant amendments with respect to
the tax base, tax credits and tax returns. The National Assembly has yet to approvethis partia reform.

Value-Added Tax

In May 1999, the Government passed | egislation establishing the VAT to replace the then existing
salestax. The VAT appliesto sales of all goods and services throughout the chain of distribution,
except certain exempted items such as food, medicine, telephone, gas and other utilities. Initially, the
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VAT was sdt at arate of 15.5%, except on theisland of Margarita, where the applicablerate was
8.0%. On August 1, 2000, however, the VAT rate was decreased from 15.5% to 14.5%, and theidand
of Margaritawas exempted from the VAT altogether. During 2000 and 2001, the Central Government
generated revenues from the VAT of approximately Bs.3.4 trillion and Bs.3.7 trillion, respectively.

The VAT was amended again on August 30, 2002. Thisamendment, among other things. (1)
increased the VAT rateto 16%; (2) eliminated the concept of theincome threshold below which oneis
exempt from paying thistax, effectivey transforming it into a universal tax; (3) eiminated the
exemption for certain goods currently exempt from thistax; and (4) imposed an additional 10% tax on
certain luxury items. In 2002, the Central Government generated revenues of approximately Bs.4.8
trillion from the VAT.

Tax on Bank Debits

In May 1999, the Government ingtituted a tax on all bank debits, such as withdrawals from savings or
checking accounts. Thistax was assessed at a rate of 0.50% on the value of each applicable
transaction and expired in May 2000. The Central Government generated atotal of approximately
Bs.803.5 hillion in extraordinary revenues as aresult of thistax. Thistax was effectively reinstituted
in March 2002 with the enactment of a new bank debit tax, which had aterm of one year. Thistax
wasi initially assessed at a rate of 0.75% on the value of each applicable transaction and increased to
1.00% on August 21, 2002.

Thebank debit tax was amended again in March 2003. This amendment revised the assessment rate
of thetax asfollows: (1) 1.00% of the value of each applicabletransaction until June 30, 2003; (2)
0.75% from July 1, 2003 until December 31, 2003; and (3) 0.50% from January 1, 2004 until March
12, 2004, at which point the tax would have expired. On March 11, 2004, the bank debit tax was
amended. This amendment extended the application of the bank debit tax until December 31, 2004 at
arateof 0.5%. Asamended, certain withdrawals from saving accounts will be exempt from the bank
debit tax. Financial transactions undertaken by certain Government entities are also exempt from this
tax. Cooperative assodiations are now exempt from this tax as wel under certain circumstances. The
tax on bank debits generated revenues in the amount of Bs.1.5 trillion, or 1.3% of GDP, during 2002
and is expected to generate revenues in the amount of Bs.1.6 trillion, or 1.2% of GDP, in 2003.
During thefirst half of 2003, the tax on bank debits generated revenues in the amount of Bs.911.5
billion, which represented 15.7% of the gross revenues collected by SENIAT.

Customs

A law was passed by the National Assembly in January 2002 to modernize Venezuda' s customs
operations, which is currently being implemented throughout Venezuda. Automated customs
operations, referred to as the SIDUNEA system, have already been put into effect in the following
ports of entry: Maritima de La Guaira, San Antonio del Tachira and Subalternate of Urefia, Merida,
Principal Maracaibo, Subalternate of Chinita, Principal de Puerto Cabello and Principal de
Valencia. Itis projected that during the second semester of 2003 and the first semester of 2004, the
new system will also be installed in the following ports of entry: Maiquetia, EI Guamache, Puerto
Qucre, Las Piedras, Gliria, Guanta, Centro Occidental, Maturin, Ciudad Guayana and Puerto
Ayacucho. By April 2003, the first group of modern ports using the new SIDUNEA system
represented 65.2% of customs revenues compared to the revenue from all other ports of entry.

In addition, Venezudan customs authorities have obtained special equipment for non-intrusive
inspections of cargo containersin an effort to curtail drug trafficking and customs fraud. In March
2002, the Comision Presidencial de Lucha Contra el Fraude Aduanero (Presidential Commission
Against Customs Fraud) was formed. This commission is made up of several representatives of both
the public and private sector who are interested in preventing contraband and customs fraud. Together
they have drafted the Anti-Contraband Bill, which employs the use of more severe pendties and
expands the scope of actions that may be taken by authorities to curtail contraband.
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The Tax-Pardoning Law

In 2001, the National Assembly approved a tax-pardoning law, which established a system for the
voluntary payment of overdue tax obligations through tax pardons, payment plans and opportunitiesto
submit returns for previous years in which no returns werefiled or to correct previously submitted
returns. Depending on when the taxpayer applied for a pardon, once the taxpayer agreed to pay a
specified percentage of histax obligation, the remaining tax liability, including fines and interest, was
pardoned. Under thelaw, the following are not pardonable tax liabilities: income taxes, luxury taxes,
value-added taxes that have been already calculated or noted by tax agents; customs duties; banking or
finandia debits; debts subject to liens or attachments; and debts against which proceedings have been
initiated and against which goods have aready been attached. The tax-pardoning law generated
additional revenues of Bs.113.2 billion, or 1.1% of GDP, in 2002.

SENIAT

In August 1994, the Government established SENIAT, an independent agency within the Ministry of
Finance, to administer tax and customs collections. The objectives of the SENIAT include;

* increasing thelevd of non-oil tax revenuesto 10.0% of GDP;

* redudng tax evasion by 0.5% of GDP,

* improving customs duty collections;

« promoting the modernization of the Venezudan tax code system;

* developing a“tax culture’; and

» consolidating the organization of the SENIAT to promote efficiency inits collections.

At December 31, 2000, gross revenues administered by SENIAT represented 8.2% of GDP. During
2000, gross revenues fromthe VAT totaled Bs.3.4 trillion, or 51.0% of gross SENIAT revenues; gross
revenues from the tax on bank debitstotaled Bs.291.4 billion, or 4.3% of gross SENIAT revenues,
income taxes collected totaled Bs.1.4 trillion, or 21.3% of gross SENIAT revenues, customs duty
collections totaled Bs.1.1 trillion, or 16.5% of gross SENIAT revenues; and taxes from liquor,
cigarettes, matches, revenue stamps, bingo parlors and casinos totaled Bs.489.4 billion, or 7.3% of
gross SENIAT revenues.

At December 31, 2001, gross revenues administered by SENIAT represented 8.6% of GDP. During
2001, grossrevenues fromthe VAT totaled Bs.4.0 trillion, or 52% of gross SENIAT revenues; income
taxes collected totaled Bs.1.8 trillion, or 24% of gross SENIAT revenues; and taxes from liquor,
cigarettes, matches, revenue stamps, bingo parlors and casinos totaled Bs.524.6 billion, or 7% of gross
SENIAT revenues.

At December 31, 2002, gross revenues administered by SENIAT amounted to Bs.10.8 trillion, or
9.3% of GDP. During 2002, revenues generated from the VAT totaled Bs.4.8 trillion, or 44% of gross
SENIAT revenues; income taxes collected totaled Bs.2.6 trillion, or 24% of gross SENIAT revenues,
and taxes from liquor, cigarettes, matches, revenue stamps, bingo parlors and casinostotaled Bs. 712
billion, or 6.6% of gross SENIAT revenues. As of June 30, 2003, gross revenues administered by
SENIAT amounted to Bs.5.8 trillion. During the first half of 2003, revenues collected fromthe VAT
totaled Bs.2.7 trillion, or 47.1% of gross SENIAT revenues; income taxes collected totaled Bs.1.4
trillion, or 24.0% of gross SENIAT revenues; and taxes from liquor, cigarettes, matches, revenue
stamps, bingo parlors and casinos totaled Bs.332.2 billion, or 5.8% of gross SENIAT revenues.

In 2001, SENIAT initiated a modernization of the V enezuelan system of taxation. Thisreform has

enabled SENIAT to increase the amount of tax collected and reduce administrative costs. This has
been effected through the implementation of tax legidation regarding internal taxes (e.g. the New
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VAT and Income Tax), the optimization of the taxpayers' information system, better internal controls,
modernization of thetax collection methods and training for SENIAT personnd.

The VAT, the business assets tax and the creation of the SENIAT have had positive effects on the
Central Government’ s revenues.

Double-Taxation Treaty

On August 28, 1998, the Government finalized negotiations with the United States for atreaty to
avoid double-taxation and stimulate foreign investment in Venezuela. The double-taxation treaty was
approved by the Venezudan legidaturein July 1999 and by the U.S. Senate in November 1999,

Revenuesand Expenditures

Central Government

The Central Government’ s revenues consist of tax revenues and non-tax revenues, such as petroleum
royalties and dividends from state-owned companies. The Central Government’s expenditures consist
primarily of operating expenditures, such as salaries, interest payments and purchases of goods and
services, transfersto state and local governments and the private sector and capital expenditures.

As a percentage of Central Government revenues, non-tax revenues in 1984 Constant Bolivares
accounted for 36.2% in 2000, 45.2% in 2001, 37.9% in 2002 and 43.5% through the third quarter of
2003.

Petroleum royalties provided 59.4% of non-tax revenues in 2000, 32.9% of non-tax revenues in 2001,
76.7% of non-tax revenuesin 2002 and 71.5% of non-tax revenues through thethird quarter of 2003.

Dividends accounted for 20.3% of non-tax revenues in 2000, 40.7% of non-tax revenuesin 2001,
37.6% of non-tax revenuesin 2002 and 20.4% of non-tax revenues through the third quarter of 2003.

In 2001, the Central Government’s revenues increased to Bs.121.6 billion in 1984 Constant Bolivares
from Bs.113.9 billion in 1984 Constant Bolivares in 2000. Thisincrease was due primarily to
increases in dividends. The Central Government’ s expenditures for 2001 also increased to Bs.147.0
billion in 1984 Constant Bolivares from Bs.123.3 billion in 1984 Constant Bolivares for 2000. The
increase in expenditures was due primarily to increasesin capital expenditures.

Asaresult of the foregoing factors, the Central Government accounts recorded a deficit for 2001 of
Bs.25.5 billion in 1984 Constant Balivares, or 4.2% of GDP, compared to a deficit of Bs.9.4 billionin
1984 Constant Bolivares, or 1.6% of GDP, for 2000.

During 2002, the Central Government’s revenues decreased to Bs.118.0 billion in 1984 Constant
Bolivares from Bs.121.6 billion in 1984 Constant Bolivaresin 2001. This decrease was due primarily
to decreasesin tax revenues and dividends. The Central Government’s expenditures for 2002 also
decreased to Bs.137.0 billion in 1984 Constant Bolivares from Bs.147.0 billion in 1984 Constant
Bolivares for 2001. The decreasein expenditures was due primarily to decreases in the salaries of
Government employees and a reduction in current transfers to both the public and private sectors. As
aresult of the foregoing factors, the Central Government accounts recorded a deficit of Bs.19.0 billion
in 1984 Constant Bolivares, or 3.5% of GDP, for 2002, compared to a deficit of Bs.25.5 billionin
1984 Constant Bolivares, or 4.2% of GDP, for 2001.

Through the third quarter of 2003, the Central Government’ s revenues totaled Bs.72.4 billion in 1984
Constant Bolivares and the Central Government’s expenditures totaled Bs.81.2 billion in 1984
Constant Bolivares. Asaresult, the Central Government accounts recorded a deficit of Bs.8.8 billion
in 1984 Constant Balivares, or 2.5% of GDP, through September 30, 2003.
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The following table sets forth the revenues, by source, and expenditures, by sector, of the Centra
Government for the periods indicated:

Venezuela Central Government Revenuesand Expenditures

Y ear Ended December 31,
1999 2000 2001 2002 2003

(in billions of 1984 Congtant Bolivares)

Central Government

Totd Revenues..........cooceeenncinnicenne. Bs96.80 Bs113.91 Bs121.56 Bs117.99 Bs72.37
Current Revenues... .. 96.80 113.88 121.56 117.99 72.37
Tax Revenues.......... ..  69.75 72.68 66.65 56.54 34.48
Petroleum Sector 1184 23.87 14.86 489 1.78
Other ... 57.92 4882 51.80 51.65 32.70
Non-tax Revenues . 2704 41.20 5491 4466 3148
Petroleum Royalties.... . 1482 24.46 18.06 3424 2251
(0101 SR 318 8.37 1450 1042 8.98
Dividends.........c..cooevenmeennernricneeenne 9.04 8.38 22.35 16.79 6.41
Capitd Revenues............c.ccoocovevcenns 0 0 0 0 0
Totd Expenditures .. 106.12 123.28 147.01 136.99 81.21
Current EXpenditures..........c..coucvvrecees 87.79 99.04 112.75 102.26 60.84
Operating Expenditures.................... 36.19 4222 50.66 55.50 34.96
SAaries, etC. ..o 18.83 2373 26.42 2245 11.62
Interest Payments...........ccoocooneveenne. 14.89 14.35 16.95 2445 1858
Purchase of Goods and Services.. 247 414 7.29 8.60 4.76
Current Transfers.......coooevvcvenneernneenns 51.60 56.82 62.09 46.76 25.88
ToRes of Public Sector................ 44,08 51.39 58.65 4525 2494
ToPrivate Sector ... 458 542 344 151 94
Quasi-fiscal Operations of
BancoCentral...........c.ccoocvonmrierneens 294 - - - -
Extrabudgetary ... 163 294 6.03 6.85 34
Current Account SUrplUS........cccccoeeeen. 9.01 14.84 8.81 15.73 11.53
Capitd Expenditures . 1597 18.65 25.70 23.70 12.69
Capital Formation ..............cccooeeeeene 124 148 3.59 460 1.16
Capital Transfers........coooovvrvnrirneenns 14.73 17.17 2211 19.10 1153
ToPublic Sector ... 14.72 1711 22,04 19.08 1152
ToPrivate Sector ... 01 .06 .07 02 .01
Financial Investment............ccccovu 74 2.65 252 418 4.15
Overall Surplus (DEficit) ..o (9.32) (9.38) (25.45) (19.00) (8.84)
Aspercentage of GDP.............c........ (1.6)% (1.6)% 4.2% (35)% (2.5)%
(2) Preliminary figures.
2 As of September 30, 2003.

Sources National Budget Office, referred to as ONAPRE, and Banco Central, except for the years 1998, 1999 and 2000, which were
provided by the Minigry of Finance using IMF methodology.

Consolidated Public Sector

The consolidated public sector accounts include the results of decentralized state entities, such as
PDV SA and the CV G companies.

During 2001, consolidated public sector revenues decreased to Bs.159.7 billion in 1984 Constant

Bolivares from Bs.184.8 billion in 1984 Constant Bolivares in 2000. This decrease was due primarily
to a significant decrease in PDVSA’s operating surplus. Consolidated public sector expenditures for
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2001 increased to Bs.186.6 billion in 1984 Constant Bolivares from Bs.159.7 billion in 1984 Constant
Bolivares for 2000. Theincreasein expenditures was due primarily to increasesin capital
expenditures, salaries, purchases of goods and services and interest payments.

Asaresult of the foregoing factors, the consolidated public sector accounts recorded a deficit for 2001
of Bs.26.9 billion in 1984 Constant Bolivares, or 4.5% of GDP, compared to a surplus of Bs.25.1
billion in 1984 Constant Bolivares, or 4.3% of GDP, for 2000.

During 2002, consolidated public sector revenues decreased to Bs.156.8 billion in 1984 Constant
Bolivares from Bs.159.7 billion in 1984 Constant Bolivaresin 2001. This decrease was due primarily
to decreasesin tax revenues. Consolidated public sector expenditures for 2002 also decreased to
Bs.162.3 billion in 1984 Constant Bolivares from Bs.186.6 billion in 1984 Constant Bolivares for
2001. Thedecreasein expenditures was due primarily to decreasesin salaries and areduction in
transfers to the private sector. Asaresult of the foregoing factors, the consolidated public sector
accounts recorded a deficit for 2002 of Bs.5.5 billion in 1984 Constant Bolivares, or 1.0% of GDP,
compared to adeficit of Bs.26.9 billion in 1984 Constant Bolivares, or 4.5% of GDP, for 2001.

Through the third quarter of 2003, consolidated public sector revenues total ed approximately Bs.56.8
billion in 1984 Constant Bolivares and consolidated public sector expenditures total ed approximately
Bs.56.9 billionin 1984 Constant Bolivares. As aresult, the consolidated public sector accounts
recorded a deficit of approximately Bs.0.1 billion in 1984 Constant Bolivares through September 30,
2003.
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The following table sets forth the revenues, by source, and expenditures, by sector, of the consolidated
public sector for the periods indi cated:

Venezuela Consolidated Public Sector Revenuesand Expenditures

For theY ear Ended December 31,

1999 2000 2001 20029 2003?@

(in billions of 1984 Congtant Bolivares)
Consolidated Public Sector

Total REVENUES..........coeeeeeeeeeeeeeeeeeee Bs144.08 Bs184.80 Bs159.69 Bs156.81 Bs56.81

TaX REVENUES........ooooeeeeeeeeeeee e, 61.90 5267 55.96 5341 21.11

NoON-tax REVENUES.........ccooveeeeeeeeeeeeieeeae 82.18 132.13 103.73 103.40 35.70
Central Government .........c..ceeeeeeeeeeennn. - - - - -
PDV SA Operating Surplus.................... 59.98 105.52 72.90 76.23 28.61
FIV Interes and Dividend Income....... - - - - -
Non-financial Public Enterprises.......... 7.76 8.03 3.03 5.75 2.03
Capital Revenues.............ccoocceeeee. . 32 25 28 01 0

Other ..o . 14.12 18.33 2752 2141 5.06
Total Expenditures.... - 140.09 159.68 186.56 162.26 56.94
Current Expenditures.............coocovevnrie 97.20 110.93 12222 110.44 39.25

Salaries, EfC. ... 21.26 26.14 2964 24.84 7.49

Purchases of Goods and Services......... 534 7.40 9.50 10.06 3.53

Interest Payments..........ccoocoeenecnneinncen. 17.68 17.39 19.87 27.68 14.16

Trandersto Private Sector...................... 10.01 12.47 12.25 8.22 277
Central Government (Extra-Budgetary) ... 1.63 294 6.03 5.78 201

Centra Government Transfersto

Unconsolidated ENtities................ 3767 44.37 50.32 38.31 10.80

Other® ..o 5.26 317 65 1.33 51
Capital EXpenditures............ccoveerueeneeeenens 41.26 4581 58.31 46.04 15.67
Capital FOrmation ...........coeeveeveveereenneennens 26.68 25.95 34.62 26.22 7.90

Other (Including Transfersto

Unconsolidated Entities) .................... 14.59 19.87 23.69 19.82 7.77
Overdl Surplus (DefiCit) .....ccoveverereerenens 3.99 2511 (26.86) (5.45) (.13)
(Aspercentage of GDP)

Total REVENUES.........oceeeeeeeriecererecreenes 25.5% 31.6% 26.6% 28.7% 15.9%
Total EXpenditures..........coocveeerenecnnenenenes 24.8 273 31.1 29.7 159
Overdl Surplus (DefiCit) .....ccovveeerereerennens 0.7% 4.3% (45)% (1.0)% 0.0%

(2) Preliminary figures.

2 As of September 30, 2003.

3) Includes other expenditures, exchange | osses and quasi-fiscal losses of Banco Central.

Source:  Ministry of Finance, using IMF methodology.
2004 Budget

On December 16, 2003, the National Assembly approved the budget for 2004. The 2004 budget, as
approved, projected total revenues of approximately U.S.$16.4 billion and total expenditures of
approximatdy U.S.$26.0 billion. The 2004 budget also contemplates alegal limit on borrowing by
the Republic of U.S.$9.6 billion, or approximatey 10.2% of GDP. The budget for 2004 was based on
certain assumptions, including real GDP growth of 6.5%, an average price for the Venezuelan oil
basket of U.S.$18.5 per barrd, an average exchange rate of Bs.1,920 = U.S.$1.00 and inflation at a
rate of 26%.
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PuBLIC DEBT
Overview

In 1976, the Government enacted the Organic Law of Public Credit to create and issue public debt
through prior authorization and registration. The Organic Law of Public Credit has been superseded
by the entry into force of the LOAFSP.

Public debt is defined to include public issues of bonds and treasury notesin Venezuela and abroad,
domestic and foreign direct indebtedness, contracts providing for payments extending beyond the then
current fiscal year and guarantees and modifi cations of existing indebtedness. Thetypes of entities
subject to regulation under the LOAFSP include national, state and municipal governments,
decentralized stateinstitutions, autonomous government institutions and other public entities,
corporate entities controlled directly or indirectly by the public sector and non-profit organizations
under the control of the Government.

Standard & Poor’s, Moody' s Investor Services and Fitch all lowered their ratings and outlook with
respect to the Republic’s foreign currency-denominated debt in late 2002 and early 2003 (Standard &
Poor’s in December 2002; Moody' s and Fitch in January 2003), citing increasing pressure on the
Republic’'s finances and international reserves dueto continued economic disruptions, especialy in
the petroleum sector. Specifically, Standard & Poor’'s, Moody’s and Fitch all downgraded their
ratings for the Republic’s foreign currency-denominated debt to CCC+, Caal and CCC+ (for long-
term debt), respectively. In addition, Moody’ s changed its outlook for the Republic’s foreign debt to
developing, while Standard & Poor’s and Fitch maintained a negative outlook for such debt at that
time. Standard & Poor’ s subsequently upgraded its outlook on the Republic’ s long-term foreign
currency-denominated debt from negativeto stablein April 2003 and, in July 2003, raised itsrating
for such debt from CCC+ to B-, citing improved external liquidity ssemming from recovering oil
production and an improved amortization profilerelated to the tender offer announced in July 2003.
Moody’'s and Fitch also subsequently upgraded their respective outlooks for the Republic' s foreign
debt to stable (Moody’s in May 2003 and Fitch in June 2003). In addition, Fitch raised its rating for
the Republic' s foreign currency-denominated debt to B- in June 2003, citing the Government’s
successin restoring oil production levels.

Summary of External Debt

At September 30, 2003, Venezuda's total external public debt was estimated at approximately
U.S.$22.8 hillion. Between December 31, 1998 and September 30, 2003, Venezudd' s external public
debt decreased by approximately U.S.$0.7 billion, or 2.8%.

On August 8, 2003, the Republic, through a public tender offer, repurchased approximatdy U.S.$1.7
billion aggregate principal amount of its Front-Loaded Interest Reduction Bonds, New Money Bonds
and Debt Conversion Bonds. The Republic paid for the bonds it repurchased in the tender offer with
the proceeds of a U.S.$1.5 billion issuance of its 5%% Notes due 2010, to local investors, who paid
for the securitiesin Bolivares. For moreinformation regarding the Republic’' s 5%% Notes due 2010,
refer to the tablein “—Capital Market Issues of Public External Debt”.
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The following table sets out the composition of Venezuela's external public debt outstanding at the
dates indi cated:

December 31,
1999 2000 2001 2002 20039
(in millionsof U.S. dollars)

Commercial Bank Externd Public

SeCtOr DEDL ..o $ 3430 $ 3298 $ 3160 $ 3729 $ 3888
Other External Public Sector Debt - 224770 21,4840 22,2770 22,076.7 22,4055
BONGS......covverererrereeee e 16,431.0 15,636.0 16,165.0 15,7440 16,060.0
Nonregructured..................... 58710 6,018.0 74540 7,762.2 10,1544
1990 Financing Plan Bonds.... 10,560.0 9,618.0 87110 7,981.8 5,905.6
Suppliers& Contractors............... 1340 87.0 141.0 1110 102.7
Multilaterd Agencies . 3,825.0 3,7030 38150 3,847.6 3,740.7
Bilateral AgenCies........c.oucevveevunne. 2087.0 2,058.0 2156.0 23741 2502.1
Total External Public Sector Deb ........... 22,820.0 21,813.8 $22,593.0 22,449.6 22,794.3
(2) Preliminary figures as of September 30, 2003. At the Bolivar/U.S. dollar exchange rate as of September 30, 2003, as

provided by Banco Central.

Source:  Ministry of Finance.

Thefollowing table sets out the scheduled amortizations for Venezuela's externa public debt for each
of theyearsindicated as of September 30, 2003:

Scheduled Amortizations™
(in millionsof U.S. dallars)

2008
2004 2005 2006 2007 and thereafter

Commercid Bank External Public

166.2 $ 1643 $ 1430 $ 107.7 $ 4183

1,888.6 19135 1,508.3 15824 17,7231
496.5 696.6 470.5 693.9 14,624.3
- 2000 - 315.0 10,7284
1990 Financing Plan Bonds..... 496.5 496.6 470.5 3789 3,895.9

Suppliers& Contractors................. 116.3 463 409 222 16.3
Multilateral Agencies...........ccceee... 583.2 5478 455.0 405.9 2,051.2
Bilateral Agencies..........cccoc.cuoueeee. 687.6 6228 5419 4604 10313

Total Externa Direct Public Sector
DEDL. ..o 2,054.8 $2,077.8 1,651.3 1,690.1 $18141.4
(2) Assumes subsequent di sbursements from credit facilities entered into as of September 30, 2003.

Source: Ministry of Finance.
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Thefollowing table sets forth the total outstanding amounts of external debt obligations owed by the
indicated state-owned entities which are guaranteed by the Republic as of September 30, 2003:

By Typeof Creditor and Amount Outstanding

(in millionsof U.S. dollars)

Name of Public Commercial Bilateral Multinational Suppliers
Sector Entity Banks Agencies Organizations  and Contractors Total
ALCASA ..o $0.0 $0.0 $0.0 $0.0 $0.0
BAUXILUM® . . 00 85 00 00 85
CANTV ..o . 0.0 532 00 00 532
CAMETRO.... 0.8 65.0 00 00 65.8
EDELCA........ . 00 351.6 4873 00 8389
ENELVEN.......... . 00 85.8 0.0 0.0 85.8
FERROMINERA.... . 00 16.1 00 00 16.1
FESILVEN®@ ...... . 56 - 0.0 0.0 56
FERROCAR....... . 0.0 218.0 00 00 2180
TOtA oo $6.4 $798.2 $487.3 $0.0 $1,291.9
(2) I nteralumina and Bauxiven were merged into Bauxilum.
2 FESILVEN was privatized in November 1998, but the Republic continued to guaranteeits existing debt. Thisdebtis

currently being serviced by FESILVEN.

Source:  Ministry of Finance.

Internal Public Debt

The Government’sinternal public debt as of September 30, 2003 totaled approximatdy Bs.22.5
trillion, or U.S.$14.1 billion (at the prevailing Bolivar/U.S. dollar exchange rate on that date)
compared to approximatdy Bs.15.4 trillion, or U.S.$11.0 billion (at the prevailing Bolivar/U.S. dollar
exchange rate on that date) on December 31, 2002.

Thetable bdow sets forth a summary of Venezuda sinternal public debt as of September 30, 2003:

Outstanding as of
Typeof Debt September 30, 2003
(in millions of U.S. dollarg)™®
Treasury Bonds (BONOSAEl TEIDIO) ...........ommrvvvvirisnesssisssses e ssssssssssssesssssssss s sssssssssssnen $1,731.2
ComMMECIAl BANK BONGS...........oooiieeeeceeceeeeee e sns s 152
Socia Security INSHIUIE BONGS.............cooiieiieiiiie et 00
Debt With BanNCO CENLIA .........coveeceeeee et 696.2
Nationa PUDIIC DEIE BONGS............ooieeeeeeeeeee ettt se s 10,191.3
Promissory Notes® 14505
GHODBI NGLES......oveeee ettt ee et se s anssesenns 150
0.2
14,099.7
20
TIOBL. ..ottt $14101.7
(2) At the Bolivar/U.S. dollar exchangerate as of September 30, 2003.
2 I ssued in domestic market; denominated in foreign currency.

Source:  Ministry of Finance.

During 2000 and 2001, the Government refinanced, prind pally through exchange transactions, certain
of itsinternal debt that was scheduled to mature during such period. The Government entered into
exchange transactions with respect to approximately Bs.990.8 billion of its outstanding internal debt,

135



of which approximately Bs.519.8 billion was held publicly and approximately Bs.471.0 billion was
held by Banco Central.

The Government’ sinternal debt securities hdd by Banco Central were exchanged for new securities
maturing in 2005 and 2008. Approximately Bs.150.0 billion and Bs.321.0 billion of such new
securities are scheduled to mature in 2005 and 2008, respectively. The new securities issued to Banco
Central as part of this exchange are expected to be kept in Banco Central’ sinventory for usein
connection with repurchase transactions employed by Banco Central as part of its monetary policy.
Accordingly, the Government does not expect that a secondary market in such securities will develop.
The Government’sinternal debt securities hed by the general public were exchanged for new
securities having maturities ranging from 2002 through 2004. Approximately Bs.374.7 billion,
Bs.136.4 billion and Bs.8.7 billion of such exchanged internal debt was schedul ed to maturein 2002,
2003 and 2004, respectively.

In 2002, the Government refinanced additional internal debt through exchange transactions.
Approximately Bs.3.0 billion of outstanding internal debt that was to maturein 2002 through 2005
was exchanged for new securities having maturities ranging from 2004 through 2007. These
exchange transactions extended the average maturity of the exchanged securities by 20 months.
Approximately Bs.700 million, Bs.1.0 billion, Bs.700 million and Bs.800 million of these new
securities are schedul ed to mature in 2004, 2005, 2006 and 2007, respectively.

In November 2003, the Government closed a domestic debt exchange in which V enezuela swapped
approximately Bs.190 billion of domestic debt coming due on November 10, 2003 for comparable
notes maturing between May 2004 and October 2005, for an average maturity extension of 15 months.

On October 1, 2003, the Republic completed a transaction, referred to asthe BANDES Exchange,
pursuant to which it issued to BANDES EURO-denominated and U.S. dollar-denominated notes that
formed a single series with certain existing noteissues of the Republic in exchange for promissory
notes previoudly issued by the Republicto BANDES. The promissory notes exchanged by BANDES
totaled U.S.$554.1 million in aggregate principal amount, boreinterest at rates ranging from 5% to
10.5% per annum and matured on various dates between September 2003 and April 2008. For
information regarding the notes issued by the Republic in connection with the BANDES Exchange,
refer to the tablein “—Capital Market Issues of Public External Debt”.

On December 31, 2002, the Republic entered into a trust agreement appointing BIV, a state-owned
bank, as trustee over property consisting of certain promissory notes or pagarés issued by the
Republic on December 31, 2002. A total of four pagarés payableto BIV, bearing interest at 14.5%
per annum and maturing on June 30, 2004 were placed in thetrust. The aggregate principal amount of
the four pagaréswas U.S.$1.5 billion. Beneficial interestsin the pagarés were subsequently
transferred from timeto time to the Republic’ s various project contractors and suppliers of goods and
servicesin lieu of payment in cash under the underlying commercia contracts. In October 2003, the
Republic entered into exchange agreements pursuant to which it issued U.S.$388.5 million in
aggregate principal amount of its 10.75% Notes due 2013 to several of its contractors, suppliers or
their assigneesin exchange for U.S.$369.1 million in aggregate principal amount of their beneficial
interestsin such pagarés. For information regarding the notes issued by the Republicin connection
with this transaction, refer to the tablein “—Capital Market Issues of Public External Debt”.

The Government currently is contemplating various alternatives to refinance its outstanding internal

indebtedness, induding through voluntary exchange transactions involving new issues of internal and
external debt.
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Commer cial Bank and Supplier Public External Debt

In recent years, the Government has entered into credit agreements with various foreign commercial
banks and suppliers of goods and servicesin order to finance projects and to procure goods and
services. In many cases, the Government’s obligations under such credit agreements are guaranteed
by non-commercial risk insurance provided by the Export-Import Bank of the United States and other
bilateral agendies of the Organization for Economic Cooperation and Devd opment, referred to asthe
OECD, countries.

Multilateral Borrowings and Subscriptions
The Government has entered into credit agreements with several multilateral institutions, including:

» finandng from the |IADB covering awide spectrum of initiatives relating to structura
adjustment, public sector reform, educational improvements, health reform, infrastructure
enhancements and environmental protection, of which approximately U.S.$1.2 billion
was outstanding at December 31, 2002;

» loan agreements with the World Bank, of which U.S.$494.1 million was outstanding as
of December 31, 2002; and

» severa loan agreements with CAF, of which U.S.$731.2 million was outstanding as of
December 31, 2002.

Venezuelais one of the founding members of the IMF. As of December 31, 2002, its subscription to
the IMF, which corresponds to its quota, was SDR 2.7 billion or U.S.$3.6 billion. Venezuda's
subscription to the capital of the World Bank was U.S.$2.4 billion at December 31, 2002. Of this
amount, U.S.$167.4 million has been disbursed as of December 31, 2002. The balance of Venezuda's
subscription is callable only if required by the World Bank to meet its obligations for funds borrowed
or loans guaranteed by it. Thisamount is payable at the option of Venezudain ether gold, U.S.
dollars or the currency required to discharge the obligations for which the call is made. In addition,
Venezuelais a member of the other World Bank Group affiliates, International Finance Corporation,
or IFC, with subscriptions of U.S.$27.6 million, and MIGA, with subscriptions of U.S.$15.4 million,
in each case at December 31, 2002.

Venezuda s subscription to the capital of the IADB was U.S.$5.7 hillion at December 31, 2002, one
of thelargest subscriptions of the bank’s Latin American members. Of this amount, U.S.$169.4
million had been paid in cash as of December 31, 2002, and the balanceis callableif required to meet
thebank’s obligations. Venezuela's contribution to the IADB’ s Fund for Special Operationsis
U.S.$433.1 million. Venezudaisamember of CAF with subscriptions of capital totaling U.S.$623.4
million, of which U.S.$285.1 million has been paid in cash as of December 31, 2002. Venezuelais
also a member of Banco de Desarrollo del Caribe, with subscriptions of capital totaling U.S.$20.6
million, of which U.S.$5.0 million had been paid in cash as of December 31, 2002.

The Debt Crisis 1983-1988

The Government began discussionsin 1983 with abank advisory committee of creditor banksto seek
an orderly restructuring of V enezuda’s public sector external debt as part of the broader debt crisisin
Latin America. On February 26, 1986, the Government and its creditor banks entered into 13
restructuring agreements covering the restructurable debt of the public sector of Venezuda, which
equaled approximatdy U.S.$21.1 billion.

Shortly thereafter, the Government experienced a sharp and unexpected drop in petroleum prices,

which prompted the Government and its creditor banks to execute amendments to the restructuring
agreements. On September 18, 1987, the parties agreed to modify the amortization schedule for such

137



debts in accordance with the then existing expectations for V enezuel@ s foreign exchange earnings.
The restructured debt boreinterest at a margin of 78 of 1% over selected funding rates. The
amendments became effective on November 13, 1987.

On December 30, 1988, at the Government’ s request, the Government met with Venezuda's bank
advisory committee. The Government presented its major economic and financial plans and
intentions regarding its future external financing.

1990 Financing Plan

In June 1990, the Government, along with its bank advisory committee, announced the principal terms
of afinandng plan, referred to as the 1990 Financing Plan. The 1990 Financing Plan provided for the
exchange of medium-term commercial bank debt for a variety of options featuring debt and debt
service reduction or new money, including collateralized short-term notes, collateralized bonds and
new money bonds.

The 1990 Financing Plan, structured along thelines of the Brady initiative, contemplated that all
eligible debt would be exchanged for one or more of the options. Funds for the acquisition of
collateral for the options came from the IMF, the World Bank, Venezuda's own resources and other
external sources.

The 1990 Financing Plan was consummated on December 18, 1990. Pursuant to the 1990 Financing
Plan, holders of digible debt exchanged such debt for one or more of the options offered under the
1990 Financing Plan. The options under the 1990 Financing Plan included the New Money Option,
Collateralized Short-Term Notes Option, Collateralized Principal Option and Front-L oaded Interest
Reduction Option.

The bonds issued under the 1990 Financing Plan werein several different currencies. The New
Money Bonds and Debt Conversion Bonds wereissued in U.S. dollars, Deutsche mark and Pounds
sterling. The Short-Term Notes wereissued in U.S. dollars. ThePar Bondswereissued in U.S.
dollars, Deutsche marks, French francs, Italian lireand Swiss francs. The Discount Bonds were issued
in U.S. dollars and Deutsche marks, and the Front-L oaded Interest Reduction Bonds were issued in
U.S. dollars, Deutsche marks, Swiss francs and Pounds sterling. The bonds denominated in Deutsche
marks, French francs, and Italian lire are now being serviced in Euros.

All of the bonds other than those issued in Deutsche marks are listed on the Luxembourg Stock
Exchange. Bondsissued in Deutsche marks are listed on the Frankfurt Stock Exchange. The
Government issued bonds under all of the options, other than the Short-Term Notes Option and New
Money (Series B) Option. The Short-Term Notes and New Money Bonds, Series B, wereissued by
Banco Central.
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Thefollowing table sets out a summary of the main features of the obligationsissued by Venezuda
and Banco Central pursuant to the 1990 Financing Plan:

Debt
Option Interest Rate Tenor Collateral Discount ~ Allocated
Short-Term Notes? ...... 13-Week U.S. 91 days® 100% face va ue of notes 55% U.S$1411 7.2%
Treasury Bill collateralized with U.S.
Rate Treasury Bonds
Discount Bonds®™ ........ LIBOR + ¥ % 30yrs Principal-zero coupon bond;  30% U.S$1,810 9.2%
interest-14 morthsin escrow
Par Bonds®™ ............... 6.75% 30yrs Principal-zero couponbond;  None U.S$7457 37.8%
interest-14 morthsin escrow
Yers %
Front-Loaded .................. 1& 2 5% 17yrs 12 monthsinterest None U.S$3,028 15.3%
Interest 3& 4 6% 7yrs. grace inescrow urtil 1995
Reduction 5 7%
Bonds® 6-17 LIBOR + 7%
New Money Bonds
SeriesA: . LIBOR + 1% 15yrs None na na
7 yrs. grace
SeriesB@: ................ LIBOR + 7% 15yrs None na na
7 yrs. grace
Debt Converson LIBOR + 78% 17yrs None U.S.$6,033 30.5%
Bonds........cccceeuvunen 7 yrs. grace
(2) Expressed in millions of U.S. dollars and as a percentage of Eligible Debt as of the effective date of the 1990 Financing
Plan.
(2 I ssued by Banco Central.
3) Matured on January 17, 1991.
(4) Interest rates for Front-Loaded I nterest Reduction Bonds and interest rates and interest collaeral for the Par and Discount

Bonds are with respect to U.S. dollar-denominated bonds.
na: Not applicable.

Sources  Ministry of Finance and Banco Central.

In September 1997, the Government compl eted the issuance of U.S.$4.0 billion in principal amount of
its 9.25% Globa Bonds due 2027 in exchange for U.S.$4.4 billion in principal amount of its U.S.
dollar-denominated Par and Discount Bonds due 2020 issued under the 1990 Financing Plan. Asa
result of this exchange, collateral totaling U.S.$1.3 billion pledged in favor of the Par and Discount
Bonds was released to the Government. The Government applied this collateral to reduceits
outstanding indebtedness to Banco Central. The Government incurred that indebtedness to purchase
the collateral for the Brady Bonds. As aresult, the Republic was ableto reduce its total indebtedness
to Banco Central by 47.4%.

On August 8, 2003, the Republic, through a public tender offer, repurchased approximatdy U.S.$1.7
billion aggregate principal amount of its Front-Loaded Interest Reduction Bonds, New Money Bonds
and Debt Conversion Bonds. The Republic paid for the bonds it repurchased in the tender offer with
the proceeds of a U.S.$1.5 billion issuance of its 5%% Notes due 2010 to local investors, who paid for
the securities in Bolivares. For more information regarding the Republic’s 5%:% Notes due 2010,
refer to the tablein “—Capital Market Issues of Public External Debt”.

Capital Market I ssues of Public External Debt
Over the past 40 years, despite the debt crisis that prompted the restructuring of its commercial bank
debt, Venezuda has paid on a current basis in accordance with the terms of the rd evant agreements

the full amount of principal and interest dueon all publicy-issued bonds and notes in the international
capital markets. Prior to the consummation of the 1990 Financing Plan, the percentage of Venezuda's
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external debt represented by obligations issued in theinternational capital markets was very small,
approximatey 5.6% at December 31, 1989. Venezuda's debt structure has shifted as a result of the
1990 Financing Plan and subsequent issues of capital markets instruments such that international
capital markets obligations now constitute the major portion, approximately 70.5%, of Venezudla's
total external debt as of September 30, 2003.

Thefollowing table sets out a summary, as of February 29, 2004, of the principal features of the long-
term outstanding bonds and notes publidy issued in external capital markets other than the bonds
issued pursuant to the 1990 Financing Plan, the main features of which are set forth under “1990
Financing Plan” above,

Initial
Currenc%/ Original Principal Interest Issue Maturity Target
Security of Isué®  IssueSize  Outstanding Rate® Date Date Market
(Millions)
ROV 9.125%.... . USS$ 315 315 9.125% June97 June07  Euromarket
ROV 9.25%.........ccouueuneee uss 4,000 4,000 9.25% Sept. 97 Sept. 27 United States
ROV 13.625%............... uss 753 753 13.625% Aug. 98® Aug. 18 United States
ROV DM-7.375%.......... DM 180 180 7.375% Oct. 98 Oct. 08  Germany
ROV €-10.50%.............. € 500 500 10.50% Mar. 00 Mar. 05 Euromarket
ROV €-11.00%............ € 880 880 11.00% Mar.01®»  Mar. 08 Euromarket
ROV ¥FRN'08............. ¥ 17,926 17,926 ¥LIBOR Mar. 01 Mar. 08 Euromarket
+5.93%
ROV €-11.125%............ € 348 348 11.125% Julyo1®  July1l  Euromarket
ROV 13.625%................ uss 300 300 13.625% Sept. 01 Aug. 18  United States
ROV FRN'05................ UsS$ 200 200 LIBOR Oct. 02 Oct. 05 Euromarket
+11%

ROV 5.375%........ccccccuue. uss 1,500 1,500 5.375% Aug. 03 Aug.10  Euromarket
ROV 10.75%.............c..... uss 1,559 1,559 10.75% Sept. 039 Sept. 13 Euromarket
ROV 7.00%.........cccouvevneee uss 1,000 1,000 7.00% Dec. 03 Dec.18 Venezuela
ROV 9.375%........cccccouue. uss 1,000 1,000 9.375% Jan. 04 Jan. 34 United States

(2) Notesissued in Deutsche marks are now being serviced in Euros.

2 Interest ispaid on a semi-annual basi s except on the i ssues denominated in Deutsche marks and Euro on whichinterest is

paid annually and the i ssue denominated in ¥ on which interest is paid quarterly.
3) U.S.$500 million in aggregate principa amount of these notes wasissued initially for cash in August 1998. In connection

with the BANDES Exchange, 2003 the Republic issued an additional U.S.$252.8 millionin aggregate principal amount of
these notes, which form a sngle serieswith the U.S.$500 of these notesissued in 1998.

(4) €700 million in aggregate principal amount of these noteswas issued for cash in three separate tranches during 2001. In
connection with the BANDES Exchange, the Republic issued an additional €180 millionin aggregate principal amount of
these notes, which form a single serieswith the €700 million of these notesissued in 2001.

(5) €250 million in aggregate principal amount of these noteswas issued initidly for cashin July 2001. In connectionwith the
BANDES Exchange, the Republic issued an additional €94.3 million in aggregate principa amount of these notes, which
form asingle series with the €250 million of these notesissued in 2001.

(6) U.S.$700 million in aggregate principa amount of these notes wasissued initially for cash on September 19, 2003. On
October 23, 2003, the Republic issued an additional U.S.$858.5 millionin aggregate principal amount of these notes,
which form asingle serieswith the U.S.$700 million of these notes i ssued in September 2003. The additiond issuance was
divided between a cash offer to international investorsin an aggregate principal amount of U.S.$470 million and an
exchange tranche pursuant to which the Republic issued U.S.$388.5 in aggregate principal amount of these notesin
exchange for beneficial interestsin pagarés previoudy issued by the Republic and held by certain of its contractors,
suppliers or their assignees. For more information regarding the exchange tranche, refer to “—Internal Public Debt”.

Source:  Ministry of Finance.
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Exter nal Private Sector Debt

From March 1989 to July 1994, private sector entities were not required to register their foreign
currency denominated indebtedness. Asaresult, the Government had no official record of any
inflows or outflows of private sector indebtedness. Upon the i mplementation of foreign exchange
controlsin July 1994, the Government established a procedure for private sector entities to register
their foreign currency indebtedness and apply for accessto foreign exchange Commencing in the
third quarter of 1994, private sector entities were permitted to register their outstanding foreign
currency debt with the Unidad de Registro de la Deuda Externa Privada, and thereafter the Oficina
Técnica de Administracion Cambiaria. As of November 1995, the Unidad de Registro de la Deuda
Externa Privada estimated that total private external debt was U.S.$5 billion. On April 15, 1996, the
Government announced the dimination of exchange controls. Between that date until the
implementation of exchange controlsin early 2003, private sector entities had not needed to obtain
governmental authorization to obtain foreign currency. For moreinformation, refer to “The
Venezuelan Economy—Exchange Control Regime’ for a description of the exchange controls
currently in effect in Venezuda.
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VENEZUELAN TAXATION

The following isa general description of certain Venezuelan tax aspects of the Global Bonds and does
not purport to be a comprehensive description of all tax aspects of the Global Bonds. Prospective
purchasers should consult their tax advisers as to the tax laws and the specific tax consequences of
acquiring, holding and disposing of the Global Bonds.

Purchasers of Global Bonds may be required to pay stamp taxes and other chargesin accordance with
the laws and practices of the country of purchase other than Venezuda.

Under existing laws and regulationsin Venezuea, interest payments made in respect of the Global
Bonds by the Republic will not be subject to Venezudan income tax or any other Venezuelan Taxes.

Capital gains resulting from the sale or other disposition of the Global Bonds will not be subject to
Venezuelan income or other V enezuelan taxes.
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SUBSCRIPTIONAND SALE

Pursuant to an Exchange Agreement between the Republic and BANDES, dated September 10, 2003,
the Republic issued the Global Bonds at 98.375% of their principal amount in exchange for
U.S.$261,027,472.50 in aggregate principal amount of promissory notes or pagar és previously issued
by the Republic to BANDES.

BANDES has agreed with the Republic that (x) it will not sall, transfer, assign, pledge, grant any
option for the purchase of, lend or otherwise dispose of, or enter into an agreement to do any of the
foregoing with respect to any of the Global Bonds without the prior written consent of the Republic
(such consent not to be unreasonably withhed) and (y) in no event shall it sell, transfer, assign,
pledge, grant any option for the purchase of, lend or otherwise dispose of, or enter into an agreement
to do any of the foregoing, in excess of two-thirds of the aggregate principal amount of the Global
Bonds prior to December 30, 2003.

The Global Bonds have not been registered under the Securities Act or the securities laws of any other
place. Inthe Exchange Agreement, BANDES has agreed that:

» theGloba Bonds may not be offered or sold within the United States or to U.S. persons
except pursuant to an exemption from the registration requirements of the Securities Act
or in transactions not subject to those registration requirements; and

* during any distribution of the Global Bonds, it will offer or sdl Global Bonds only to
qualified ingtitutional buyersin compliance with Rule 144A and outside the United States
in compliance with Regulation S.

In addition, until the 40th day after the sale of any Globa Bonds by BANDES, an offer or sale of such
Glaoba Bonds within the United States by a dealer (whether or not participating in the offering) may
violate the registration requirements of the Securities Act unless the deal er makes the offer or salein
compliance with Rule 144A or another exemption from registration under the Securities Act.

According to Chapter VI, Article 3, point A/l1/2 of the Rules and Regulations of the Luxembourg

Stock Exchange, the Global Bonds shall be freely transferable and therefore no transaction made on
the Luxembourg Stock Exchange shall be cancelled.
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GENERAL | NFORMATION

1. TheGloba Bonds have been accepted for clearance through DTC, Eurodear and Clearstream,
L uxembourg under the fol lowing codes:

Registered Global Note

CUSIP P9395P AC 5
Common Code 017788124
ISIN Number USP9395PAC51

The Global Bonds are represented by a global note (the “ Global Note’), which was deposited
with the Fiscal Agent, as custodian for DTC and registered in the name of Cede & Co., as
nominee of DTC. The Global Bonds will be consolidated and form a single series with the 1998
Global Bonds on the 40th day after the sale of such Globa Bondsby BANDES (the
“Consolidation Date”). On the Consolidation Date, the securities codes of the Global Bonds will
changeto those of the 1998 Global Bonds (CUSIP 922646AT1, Common Code 8975540 and
ISIN Number US922646AT10) and the holders of the Globa Bonds will be informed thereof in
accordance with the provisions under “Global Notes — Notices’.

2. Thecreation and issuance of the Global Bonds was authorized pursuant to the LOAFSP, the
Special Annual Indebtedness Law for Fiscal Y ear 2003, Decree No. 2,453, aspublished in
Official Gazette No. 37,709 dated June 11, 2003, the approval of the Permanent Finance
Committee of the Venezuelan National Assembly No. 675 dated June 12, 2003, the approval of
the Vice President of the Republic in consultation with the Council of Ministers No. 3,471 dated
June 11, 2003, the approval of the permanent Finance Committee of the Venezuelan Nationa
Assembly No. 1,051 dated August 13, 2003 and the approval of the Vice President of the
Republicin consultation with the Council of Ministers No. 318 dated August 18, 2003. The
issue of the Banco Central Undertaking was authorised by the Board of Directors of Banco
Central on October 1, 2003.

3. TheGlobal Bonds have been issued under a Fiscal Agency Agreement, dated as of August 6,
1998, asamended by Amendment No. 1 to Fiscal Agency Agreement, dated as of January 14,
2004, by and among the Republic, Banco Central, JPMorgan Chase Bank (formerly known as
The Chase Manhattan Bank) as Fiscal Agent, and the paying and transfer agents party thereto.
The Fiscal Agency Agreement and the Global Bonds are governed by, and construed in
accordance with, the laws of the State of New Y ork.

4,  All necessary consents and authorisations under V enezudan law for the issue of the Global
Bonds and the performance of the obligations of the Republic under the Fiscal Agency
Agreement and the Globa Bonds and of the obligations of Banco Central under the Banco
Central Undertaking have been obtained and arein full force and effect.

The Global Bonds will bear the applicable legends pursuant to the Fiscal Agency Agreement.

Except as discussed herein, since December 31, 2002, there has been no material changein the
revenues, expenditures or other financial position of the Republic and no adverse changein the
revenues, expenditures or other financial position or prospects of the Republic and its agencies.

7. TheRepublic' s foreign currency denominated debt has been rated “Caal” by Moody’ s Investor
Servicesand “B” by Standard & Poor’s. In the case of Moody's, debt securities which are rated
“Caa’ are deemed to be subject to very high credit risk. Moody’s applies numerical modifiers 1,
2 and 3 in each generic rating classification from “ Aa” through “Caa’. Themodifier 1 indicates
that the obligation ranksin the higher end of its generic rating category. In the case of Standard
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10.

& Poor’s, obligationsrated “BB”, “B”, “CCC”, “CC”, and “C” are regarded as having significant
speculative characteristics, “BB” indicates the least degree of speculation and “C” the highest.
While such obligations will likely have some quality and protective characteristics, these may be
outweighed by large uncertainties or major exposures to adverse conditions. An obligation rated
“B” ismore vulnerable to nonpayment than obligationsrated “BB”, but the obligor currently has
the capacity to meet its financial commitment on the obligation. However, it faces major
ongoing uncertainties or exposure to adverse business, financial, or economic conditions which
could lead to the obligor’ s inadequate capacity to meet its financial commitment on the
obligation. Ratings are not a recommendation to purchase, hold or sdll securities and may be
changed, suspended and withdrawn.

Except as discussed herein, neither the Republic nor any Ministry of the Republic has been
involved in the previous two years nor are they currently involved in any litigation or arbitration
proceedings which are material in the context of the issuance of the Global Bonds nor, so far as
the Republic is aware, are any such litigation or arbitration proceedings pending or threatened.

Under Venezudan law, the Republic, Banco Central and their respective properties located in
Venezuda have immunity from set-off, attachment prior to judgment, attachment in aid of
execution of a judgment and execution. Such immunity is not capable of being waived by the
Republic or Banco Central.

So long as any of the Global Bonds remains outstanding, copies of the following documents
(including, to the extent such documents are in Spanish language, English trand ations thereof)
may beinspected (and, in the case of the Listing Memorandum, the Republic’'s consolidated
public sector budget and Banco Central’s Annual Report of National Accounts, copies may be
obtained free of charge) during usual business hours on any weekday (Saturdays, Sundays and
public holidays excepted) in Luxembourg at the specified offices of the Luxembourg Listing
Agent:

this Listing Memorandum;

the Fiscal Agency Agreement (induding the forms of the global Global Bonds and the
definitive Global Bonds);

the Banco Central Undertaking;

English translations of the governmental approvals and the resolution of the Board of
Directors of Banco Central referred to in paragraph 2;

the Republic' s consolidated public sector budget (as and when available) for each year
subsequent to 2002; and

Banco Central’s Annual Report of National Accounts (as and when available) for each year
subsequent to 2002.
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TABLESAND SUPPLEMENTARY | NFORMATION

I.  Venezuela'sInternal Debt (as of September 30, 2003)

Issued Amount Outgtanding Amount
Internal Direct Debt of the Republic Interest Rate  Issuance Date Final Maturity (Millionsof U.S.$) (Millionsof U.S.$)
Treasury Bonds
(Letrasde Tesoro)

Decreto 2262, Emisén64............... @ January 2003 Lessthan 364 days 1,562.5 1,524.1
Decreto 2452, Emisén 65................ 2) May 2002 Lessthan 183 days 3125 207.1
1,875.0 1,731.2
Commercial Bank Loans.......cccoevvvvicvcvceennne Various Dec. 95-Feb. 00 Jan. 01-Feb. 05 394 15.2

Debt with Banco Central

Debt to Equity Conversion Bonds
Decreto 1051, Emisén 2, 1990........... @ June 1990 August 2003 71 71
Decreto 1398, Emison 3, 1990........... @ December 1991  December 2001 05 05
Decreto 2057, Emisén 4, 1991........... @ December 1991 June 2000 8.8 88
Decreto 2490, Emisén 1, 1988........... @ September 1988  December 2000 04 04
Decreto 3120, Emison 6, 1993........... @ August 1993 August 2003 6.4 6.4
232 232
BCV Debt Refinancing Bonds................... @ August 2000 August 2005 93.8 93.8
BCV Debt Refinancing Bonds................... @ March 2001 March 2008 200.6 200.6
BCV Debt Refinancing Bonds................... @ July 1997 July 2015 3,688.0 37187
4,005.6 696.3
National Public Debt Bonds
(Deuda Publica Nacional-DPN)
Resdent Bonds LIBOR + 1% 1983 18 years 950.0 82.2
Deuda PdblicaNaciona (DPN)@ ............ 6] 1986 7-9 years 19.9 34
Deuda PublicaNaciona (DPN) ................ @ 1998 2-5 years 349.3 40.0
Deuda PdblicaNaciona (DPN) .... 6] 2000 2-5 years 2,267.8" 1,001.4
Deuda PdblicaNaciona (DPN) .... 6] 2001 2-5 years 3,819.10 1,478.2
Deuda PdblicaNaciona (DPN) .... 6] 2002 1-7 years 8,492.4® 4,012.0
Deuda PdblicaNaciona (DPN) .... 6] 2003 1-6 years 4,647.69 35741
20,546.1 10,191.3
Promissory NOtes.........ccoovveeenrnencneenn Fixed 2001 90.3 90.3
Fixed 2002 1,062.2 1,062.1
Fixed 2003 298.1 298.1
1,450.6 1,450.5
Globa NOtes.........ccoveccrcces Fixed 2003 1-7 years 15.0 15.0
OthEr oo 0.2 0.2
Total Internal Direct Debt of the Republic..... 27,916.9 14,099.7
Internal Debt of Public Sector Entities
Guaranteed by the Republic ) 21 20
Total Internal Dbt ........cccoovevevceeecececeeee 27,919.0 14,101.7
@ Funds deposited at Banco Centra to pay outstanding bal ances not claimed by the holder.
(b) Authorized amount.

Source:  Minigtry of Finance.
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I1. Venezuela's External Direct Debt (asof September 30, 2003))

Interest Rate

Multilateral Organizations:

Inter-American Development Bank...........ccoceovverineeiieennne Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable

WO BANK ......cveviieiiieiesieie et Variable
Variable
Variable
Variable
Variable
Variable

Corporacion Andinade FOMEeNtO..........cccceereerieenieeninenens Variable

FIDA .ottt 8%
Variable
Variable

Bilateral Agencies:
Various Creditors
Various Creditors... .
Various Creditors Variable
Various Creditors Variable
Various Creditors... ..Variable
Various Creditors... ..Vaiable
Various Creditors... ..Vaiable
Various Creditors... ..Vaiable
Various Creditors... .Vaiable
Various Creditors Variable
Various Creditors Variable
Various Creditors... .Vaiable
Various Creditors... .Vaiable
Various Creditors...

Commercial Banks:
Various Creditors
Various Creditors...
Various Creditors...
Various Creditors...
Various Creditors...
Various Creditors...
Various Creditors
Various Creditors
Various Creditors...
Various Creditors...
Various Creditors...
Various Creditors...
Various Creditors

Issue Date

1985-1991
1992
1993
1994
1995
1996
1997
1998
2000
2001
2002
2003

1989-1991
1992-1994
1995-1997

1995-2001

1988-1992
1997
2002

1988-1991
1993-1994
1998
2000
2001
2002
1992
1993-1994
1995-1998
1999
2000
2001
2002
1989-1991

1998-1999
1998
2000
2001
2002
1995
1996
1997
1998
1999
2000
2001
2002
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Principal Amount

Issued Amount Outstanding
(Millions of Amount
Original (Millions of
Final Maturity Currency Currency)® u.s$)®
2000-2015 uss 1,011.3 482.0
2012 uUss$ 437.3 224.0
2013-2018 uUss 605.3 578.2
2014 uUss 211.0 1356
2015 uUss 139.8 62.8
2021 uUss 52.0 46.7
2017-2020 uss 46.8 29.4
2013-2023 uUss 370.9 358.3
2024 uUss 120.0 38.9
2021 uUss 75.0 22
2021-2027 uss 80.5 25
2008 uU.ss$ 5.0
3,154.9 1,960.6
2004-2007 uU.s$ 1,547.5 204.3
2006-2008 uUss$ 515.5 169.8
2010-2013 uUss$ 207.2 114.7
2015 u.ss$ 60.7 7.2
2024 EURO 18.8 7.0
2024 uUss 35.9 13
504.3
2001-2010 uU.s$ 1,732.0 786.3
1,732.0 786.3
2003-2005 SDR 19.2 10
2011 SDR 8.3 0.9
2011 SDR 9.8 0.3
37.3 22
1994-2004 CAD 112.7 2.8
1998-2007 CAD 935 131
2000-2006 EURO 8.0 27
2002-2007 EURO 116.6 83.8
2002-2030 EURO 3281 3032
2005-2015 EURO 381.2 7.2
1994-2004 Uss$ 75.2 5.8
1995-2023 UsSs$ 365.9 69.8
1997-2013 uUss 1,634.5 548.5
2000-2030 uss 195.7 130.1
2001-2012 uUss 562.7 2219
2002-2015 uss 479.1 243.0
2004-2015 uUss 805.9 29.3
1992-2005 YEN 70,997.4 37.6
1,703.8
1999-2007 CHF 34.8 19.9
2001-2010 EURO 269.8 163.2
2001-2007 EURO 72.6 37.2
2001-2004 EURO 375 22
2003-2011 EURO 236.7 4.9
1996-2007 Uss$ 15.4 4.7
1997-2008 Uss$ 219.6 45.2
1998-2005 Uss$ 99.8 6.1
1999-2013 Uss$ 303.0 86.1
1999-2006 Uss$ 27.6 2.8
2001-2007 Uss$ 156.5 4.7
2001-2013 Uss$ 4015 0.6
2002-2009 Uss$ 153.5 4.8
3824



Issued Amount Outstanding
(Millions of Amount
Original (Millions of
Interest Rate Issue Date Final Maturity Currency Currency)® u.s$)®
Suppliersand Contractors:
VaioUS CreditorS ......c.coovririieieeeieiecenessseeeeee e Vaiable 1999 2000-2007 uss 24.4 47
VaioUS CreditorS ......c.coueriirieiereececenesseeeeee e Variable 2000 2000-2007 uUss 91.8 18.6
Various Creditors... ..Variable 2001 2001-2006 uUss 19.9 4.0
Various Creditors... Variable 2002 2003-2008 uUss 96.2 10.7
Various Creditors... .. Fixed 2002 2003-2009 uUss 137.5 16.2
VaioUS CreditorS ......c.coueriirieiereececenesseeeeee e Variable 1994-1998 1995-2010 uss 577.2 48.5
947.0 102.7
Bonds:
FRN03 ..ottt LIBOR+11/8% 1988 2003 U.S$ 500.0 167.0
DM —10.00%.. ..10.00% 1998 2008 DM 180.0 105.6
Discount—DM.... ..LIBOR+13/16% 1990 2020 DM 130.8 76.8
Discount — US$ (Series A) .. ..LIBOR+13/16% 1990 2020 uss 968.6 733.6
Discount — US$ (Series B) ..LIBOR+13/16% 1990 2020 uU.s$ 2111 1331
Par - DM ..o ..6.66% 1990 2020 DM 507.7 297.9
Par - French Franc.......ocouveineeneneseeseesee e 7.71% 1990 2020 FF 3214 56.2
Par = LiF@. i s 11.30% 1990 2020 IL 318,880.0 189.0
Par - Swiss Franc.... 4.70% 1990 2020 SSF 100,000.0 4.1
Par - US$ (SeriesA) 6.75% 1990 2020 uUss 5,072.0 1,638.3
Par - US$ (SeriesB) .. 6.75% 1990 2020 Uss 1,621.5 719.4
FLIRB —DM.............. LIBOR + 7/8% 1990 1997-2007 DM 340.9 20.5
FLIRB — Swiss Franc. ..LIBOR + 7/8% 1990 1997-2007 SSF 153.3 34.7
FLIRB — Pounds Sterling .......coceevieenieiiieisieeniecesiee s LIBOR + 7/8% 1990 1997-2007 STG 37.1 19.0
FLIRB - USSP (SEfIESA) .ooiiiieiiisieerieesie s LIBOR + 7/8% 1990 1997-2007 U.S$ 1,670.4 350.3
FLIRB - US$ (SeriesB) ... ..LIBOR + 7/8% 1990 1997-2007 uU.ss$ 938.2 214.2
Debt Conversion- DM ......... LIBOR + 7/8% 1990 1997-2007 DM 208.5 139
Debt Conversion - Pounds Sterling.. LIBOR +7/8% 1990 1997-2007 STG 119.4 17.9
Debt Conversion - US$ (SeriesDL) .. LIBOR + 7/8% 1990 1997-2007 uU.s$ 5,352.8 1,171.8
Debt Conversion - US$ (Series IL) . ..LIBOR + 7/8% 1990 1997-2008 UsSs$ 298.7 110.0
New Money — DM (Series A) LIBOR + 1% 1990 1997-2005 DM 28.8 0.1
New Money — Pounds Sterling (SeriesA) ...oooovveevvecirinnnnns LIBOR + 1% 1990 1997-2005 STG 28.2 6.7
New Money - US$ (SeriesA) ..o ..LIBOR + 1% 1990 1997-2005 U.S$ 409.6 58.1
Global Bonds—9.125%..... 9.125% 1997 2007 UsSs$ 315.0 315.0
Global Bonds— 9.25%... 9.25% 1997 2027 uss 4,000.0 4,000.0
Global Bonds— 13.625% Callable... 13.625% 2001 2018 Uss$ 300.0 300.0
Global Bonds— 13.625%.......... ..13.625% 1998 2018 U.S$ 752.8 752.8
Global Bonds— 10.500%0.......cuceurreriererieesieesieeseeeseeiesessenens 10.500% 2000 2005 EURO 500.0 574.7
Global BoNds— 11.000%0.......cceurreriererieresieesiereseeeseeresessenens 11.000% 2001 2008 EURO 880.0 999.5
Global Bonds— 11.125%... 11.125% 2001 2011 EURO 344.3 389.8
Global Bonds—5.375%..... 5.375% 2003 2010 UsSs$ 1,500.0 1,500.0
Global BONdS— 11.125%0......ccceueueriererieenieesieeseeeseeiesesieens 11.125% 2003 2013 U.S$ 700.0 700.0
USD FRN 2005.......ccceiiieiiierienieniesie et LIBOR + 11% 2002 2005 U.S$ 200.0 200.0
JPY FRN 2008 ......cceiiiiiiirieiienie sttt LIBOR +593% 2001 2008 JPY 17,926.5 150.0
16,060.0
TOLAl ..o s $ 21,502.2
@ Debt classification by source of finance was adjusted according to the Sstema de Gestion de Deuda system criteria
2 Expressed in units of origina currencies.
(©)] Debt incurred in currencies other than U.S. dollars a the respective exchange rates as of September 30, 2003.
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