Prospectus Supplement -

Republic of Venezuela
U.S. $500,000,000
13%% Global Bonds due 2018

Interest payable February 15 and August 15

Issue price: 97.639%

Interest on the 13%% Global Bonds due 2018 (the “Global Bonds™) is payable semi-annually in arrears on February 15 and
August 15 of each year, commencing on February 15, 1999, The Global Bonds will be direct, unsecured, general and
uncondilional obligations of the Republic of Venezuela (“Venezuela™ or the “Republic”). The Global Bonds will mature on
August 15, 2018 and will not be redeemable prior to maturity er entitled to the benefit of any sinking fund. All payments of
principal and interest on the Global Bonds will be made in U.S. dollars without deduction for or on account of taxes imposed
by the Republic, subject to the exceptions described under *“Description of the Debt Securities—Taxation; Additional
Amounts” in the Prospectus dated July 30, 1998 {the “Prospectus”).

The Global Bonds will be represented by one or more global securities (each, a “Book-Entry Security™) registered in the name
of the nominee of The Depository Trust Company (“DTC”). Beneficial interests in the Book-Entry Securities will be shown on,
and transfers thereof will be effected only through, records maintained by DTC as depositary for the accounts of its
accounthelders {including Morgan Guaranty Trust Company of New York, Brussels office, as operator of the Euroclear System
(“Euroclear”), and Cedel Bank, société anonyme (“Cedel Bank™)). Except as described herein, Global Bonds in definitive form
will not be issued. See “Global Clearance and Settlement” and ““Description of the Global Bonds™ in this Prospectus Supple-
ment and “Description of the Debt Securities—Global Securities” in the Prospectus.

The Clobal Baonds are offered for sale only in those jurisdictions where it is legal to make such offers. Application has been
made to list the Global Bonds on the Luxembourg Stock Exchange.

THE GLOBAL BONDS HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED UPON THE ACCURACY OR
ADEQUACY OF THIS PROSPECTUS SUPPLEMENT OR THE PROSPECTUS. ANY REPRESENTATION TO
THE CONTRARY IS A CRIMINAL OFFENSE,

Underwriting
Price Lo Discounts and Proceeds to
Publie(1) Commissions{2} the Republic(1)(3)
Per Global Bond 97.639% 0.875% 96.764%
Total $488,195,000 $4,375,000 $483,820,000
(1} Plus seerued interest, if any, from August 6, 1998.
(2} ‘The Republic has agreed 1o indemnify the Underwriters ngainst certain liabilities, including liabilities under the Securities Act of 1933, as amended.

(3} Before deduction ol expenses payable by Venezuela, estimated at U.5. $850,000.

The Global Bonds offered hereby are offered by the Underwriters, as specified herein, subject to receipt and acceplance by
them and subject to their right to reject any order in whole or in part. It is expected that the Global Bonds will be ready for
delivery in book-entry form only through the facilities of DTC on or about Augnst 6, 1998.

J.P. Morgan & Co.

Credit Suisse First Boston

ABN AMRO Incorporated
July 30, 1998



THE UNDERWRITERS MAY ENGAGE IN TRANSACTIONS THAT STABILIZE, MAINTAIN OR
OTHERWISE AFFECT THE PRICE OF THE GLOBAL BONDS, INCLUDING OVER-ALLOTMENT,
STABILIZING AND SHORT-COVERING TRANSACTIONS IN THE GLOBAL BONDS AND THE
IMPOSITION OF A PENALTY BID, DURING AND AFTER THE DATE HEREOF. FOR A DESCRIP-
TION OF THESE ACTIVITIES, SEE “UNDERWRITING”’ IN THIS PROSPECTUS SUPPLEMENT.

The Republic, having made all reasonable inquiries, confirms that this Prospectus Supplement together with the
Prospectus contains all information with respect to the Republic and the Global Bonds which is material in the
contexi of the issue and offering of the Global Bonds, and that such information is true and accurate in all
material respects and is not misleading, that the opinions and intentions expressed herein are honestly held and
that, to the best of the knowledge and belief of the Republic, there are no other facts the omission of which
would make any such information or the expression of any such opinions and intentions misleading. The Republic
accepts responsibility accordingly. This Prospectus Supplement and the Prospectus are being furnished solely for
use by investors in connection with their purchase of Global Bonds and for listing purposes.

No dealer, salesperson or other person has been authorized to give any information or to make any representations
other than those contained or incorporated by reference in this Prospectus Supplement, and any information or
representation not contained or incorporated by reference in this Prospectus Supplement must not be relied on as
having been authorized by or on behalf of the Republic or by or on behalf of any of the Underwriters. The
delivery of this Prospectus Supplement at any time does not imply that the information contained or incorporated
by reference in this Prospectus Supplement is correct at any time subsequent to the date of this Prospectus
Supplement or the date of the documents incorporated by reference herein.

The distribution of this Prospectus Supplement or any part hereof and the offer, sale and delivery of any Global
Bonds may be restricted by law in certain jurisdictions. Persons into whose possession this Prospectus Supple-
ment comes are required by the Republic to inform themselves of and to observe any such restrictions. This
Prospecius Supplement does not constitute, and may not be used in connection with, an offer or solicitation by
anyone in any Jurisdiction in which such offer or solicitation is not authorized or in which the person making
such offer or solicitatien is not qualified to do so or to any person to whom it is unlawful to make such offer or
solicitation.
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SUMMARY OF THE OFFERING

The following summary is qualified in its entirety by, and should be read in conjunction with, the more detailed
information appearing elsewhere in this Prospectus Supplement and the Prospectus.

Issuer ...........v...... Republic of Venezuela

Title of Security .. ......... 13%% Global Bonds due 2018

Aggregate Principal Amount ... U.5.$500,000,000

Maturity Date . . . .......... August 15, 2018

Interest Rate . . . .. ......... 13%% per annum

Interest Payment Dates . . . .. + »  February 15 and August 15 of each year, commencing February 15, 1999
Issue Price .. ......... oo 97.639% of principal amount

Payment of Principal and

Interest................. Principal of and interest and additional amounts, if any, on the Global Bonds
will be payable in U.S. dollars or in such other coin or curreney of the United
States of America as at the time of payment is legal tender for the payment
therein of public and private debts and will be made available at the office of
the Fiscal Agent (as defined herein) in The City of New York as set forth in the
Prospectus under “‘Description of the Debt Securities—Global Securities”.
So long as the Global Bonds ave represented by a Book-Entry Security (as
defined below), payment of principal thereof and interest and additional
amounts, if any, thereon to investors shall be made through the facilities of
DTC as set forth under *Description of the Global Bonds—Form,
Denomination and Registration” and “—Payment” in this Prospectus
Supplement and under “Description of the Debt Securities—Global
Securities” in the Prospectus.

Status . ......... e The Global Bonds will constitute direct, unconditional and general
obligations of the Republic and will rank pari passu without any preference
among themselves. The payment obligations under the Global Bonds will at
all times rank at least equally with all other payment obligations of Venezuela
relating to unsecured and unsubordinated External Public Debt of the
Republic. See “Description of the Deht Securities—Status of the Deht
Securities” in the Prospectus.

Negative Pledge . . . . .. .. «++. The Globhal Bonds will contain certain cevenants, including, without
limitation, resirictions on the incurrence of certain Liens. See “Description of
the Debt Securities—Negative Pledge™ in the Prospectus.

Default. .. ............... The Global Bonds will contain events of default, the occurrence of which may
result in the acceleration of the Republic’s obligations under the Global
Bonds prior to maturity. See “Description of the Debt Securities—Default;
Acceleration of Maturity” in the Prospectus.

Markets . . ... tevsisvevsvee The Global Bonds are offered for sale in those jurisdictions in the United
States, Europe and Asia where N is legal to make such offers, See
“Underwriting” in this Prospectus Supplement and “Plan of Distribution™ in
the Prospecius,

Fiscal Agent ... ... e The Clobal Bonds will be issued pursuant to a Fiscal Agency Agreement,
dated as of August 6, 1998, between the Republic and The Chase Manhattan
Bank, as fiscal agent, paying agent, transfer agent and registrar (the “Fiscal
Agent”).

Form ........... et e The Global Bonds will be issued in book-entry form and represented by one
or more global securities (collectively, the “Book-Entry Security”) in fully




Book-Entry System .........

Taxation . . « o .. 0o o v v v v a o

Governing Law .. .. ........

registered form, without coupons, which will be deposited with a custodian
for, ared registered in the name of a nominee of IYTC in New York, New York,
for the aceounts of is direet and indireet partivipants, including Euroclear
and Cedel Bank. Benelicial interests in the Book-Entry Security will trade in
DTC s Same-Day Funds Setlemient system, and sevondary markel trading
wetivity in such interesls will therefore settle in same-day funds. Beneficial
interests in the Book-Entry Security will be shown on, and the transfer thereol
will be  effected  only through, records maintained l)y IXIC and its
participants. Except in limited circumstances, definitive Global Bonds will
not be dssued in exchange for heneficial interests in the Book-Entry Security.,
See “Deseription of  the Global - Bonds—Form,  Denomination  and
Registration™ and “—Definitive Global Bonds™ and “Global Clearance and
Settlement™ i 1his Prospectus Settlement and “Deseription of  Deln
Securities—CGlobal Securities™ in the Prospectus,

Upon the issuance of the Book-Entry Secnrity, DFC or it nonnunee will eredit,
on its hook-entry registration and transler system, the respective principal
amounts of the Global Bonds represented by the Book-Entry Security 1o the
aceounts of institutions that have accounts with DTC or it nominee (<“11'C
Accountholders™) that shall be designated by the Underwriters, Ownership of
beneficial interests i the Book-Entry Security will Be dimited o DT
Accountholders  or  persons  that nwy hold  interests theough  DTC
Accomntholders, Ownership of beneficial interests in the Book-Entry Seeurity
will e shown on, and the transfer of thal ownership will be effected only
through, records matitained by UTC or its nominee (with respect (o interests
of DTC Accountholders) and on the records of DTC Accounthelders (with
respect to interests of persons other than OTC Aceountholdersf. Tnvestors
may elect to hold interests in the Book-Entry Seeurity through any of DTC,
Cedel Bank or Euroclear if they are accountholders of such systems, or
inclireetly through organizations which are aceountholders in such svstems,
Cedel Bank  and  Euroclear will hold  interests an hehalf of  their
accounthalders through their respective LS, depositaries. which in turn will
bold such inlerests In accounts as aceounthelders of T See Deseription
of the Global Bonds—Form, Denomnination and Registration™ and *—
Definitive Global Bonds™ and “*Clobal Clearance and Settlement™ in this
Prospectus Supplement and “Deseription of the Debt Securities—Clobal
Seenrities” in the Prospectus. The laws of certain jurisdietions require that
certain persons take physical delivery of securities in definitive form. Such
lmitations and soch laws may npaic the ability to transier beneficial
interests in the Buok-Entry Security.

Exeept under certain circumstances, principal of and interest on the Global
Bonds is payable without withholding or dedition for or onaccount of any
present or {uture laxes, duties, fees or other charges, of whalever nature.
imposed or levied by the Republic or by any couniry, municipality or other
political subdivision or taxing authority therein or thereof (*Taxes™), See
“Haxation—VYenezuelan Taxation” and “=Unitedd States Taxation” in this
Prospectus Supplement and “Description of the Debt Securities—Taxation:
Additional Amounts™ in the Prospectis.

The baws of the State of New York, exeept with vespect 1o the anthorization and
exevition of the Global Bonds, which will be governed by the laws of the

Republie.




USE OF PROCEEDS

The net proceeds from the sale of the Global Bonds will be used for the general purposes of the Republic,
including the refinancing of domestic and external indebtedness of the Republic. The net proceceds from the sale
of the Global Boends, taking into aceount all related costs and fees, will equal approximately U5, $482,970,000.

DESCRIPTION OF THE GLOBAL BONDS

The following description of the particular terms of the Global Bonds offered hereby supplements, and to the extent
tnconsistent therewith. replaces the description of the general terms and provisions of the Debt Securities (as such
term is used in the Prospectus) set forth in the Prospectus to which description reference is hereby mude.

The Clobal Bonds are to be issued under a fiscal agency agreement between the Republic and The Chase
Manhattan Bank, as fiscal agent (the “Fiscal Agent™), dated as of August 6, 1998 (the “Fiscal Agency Agree-
ment”). Copies of the Fiscal Ageney Agreement and the form of Global Bond have been filed as exhibits to the
Registration Statement relating to the Global Bonds of which this Prospectus Supplement s a part. The following
deseription and the deseription under “Description of the Debt Secunties™ in the Prospectus summartze certain
terms of the Global Bonds and the Fiscal Ageney Agreement. Such summaries do not purport to be complete and
are qualified in their entirely by reference to such exhibits. Wherever particular defined terms of the Fiseal
Ageney Apgreement are used and not otherwise defined herein, such defined terms are incorporated herein by
reference,

The Global Bends, which are to be issued in an aggregate principal amount of 1.8, $300,000,000, will bear
interest from August 6, 1998 at the rate set forth on the cover page of this Prospectus Supplement aind will
mature at par on August 15, 2018. Inlerest on the Global Bonds will be payable semi-annually in arrears in
equal installments on February 15 and August 15 of each year, commencing February 15, 1999, {0 the persons in
whise names the Clobal Bonds are registered at the elose of business on the preceding Febroary 1 oor August 1,
as the case may be. Interest will be calculated on the basiz of a 300-day yvear, consisting of twelve 30-day
months. The Global Bonds are not redeemable prior to maturity and are not entitled 1o the benefit of any sinking
fund. The Global Bonds will constitute a separate series of debt securities issucd under the Fiscal Agency
Agreement, which provides for the issuance of debt securities in one or more series as may be authorized from
time to time by the Republic.

The Republic may replace the Fiscal Agenl at any time, subjeel 1o the appointment of a replacement fiscal agent.
The Fiscal Agent is not a trustee for the holders of the Global Bonds and does not have the <ame responsibilities
or duties to act for such holder as would a trustee. The Republie may maintain deposit accounts and conduet
other banking 1ransactions in the ordinary course of business with the Fiseal Agent.

Form, Denomination and Registration

The statements set forth in this Prospectus Supplement in this section under this subsection and under ~“—Defin-

L1

itive Global Bonds™ and in the section entitled *“CGlobal Clearance and Settlement”™ include summaries of certain
rules and operating procedures of DTC, Euroclear and Cedel Bank that alfect transfers of interests in the Book-

Entry Security (as defined below).

The Global Bonds will be isseed in fully regisiered form, without coupons. Each Global Bond will be issued in
hook-entry form and represented by one or more global securities {collectively. the “*Book-Entry Securily”)
registered in the name of Cede & Co. (“Cede”), as the nominee of DT, for the accounts of its accountholders,
The Book-Entry Seeurity will be held by the Fiscal Agent as custodian for DTC.

The Book-Entry Security may nol be transferred excepl as & whole by DTC 1o a nominee of DTC or by a nominee
of DTC 16 DTC or another nominec of DTC or by DTC or any such nominee 1o a suceessor of DTC or a nominee
of such successor So long as Cede is the registered owner of the Book-Entry Security representing (lobal Bonds,
Cede will be considered the sole owner or holder of the Global Bonds represented by the Book-Entry Security for
all purposes under the Fiscal Agency Agreement.

Except as described below under “—Definitive Global Bonds™, definitive Global Bonds will not be issued in
exchange for heneficial interests in the Book-Entey Security,
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Euroclear and Cedel Bank will initially hold Global Bonds on behalf of their accountholders through their
respeehive depositaries, which are aecountholders in DTC. Transfers within DTC, Euroclear and Cedel Bank will
Le 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 who will hold
Global Bouds through Euroclear and Cedel Bank will he effected in DTC through the respective depositaries of
Euroclear and Cedel Bank, subject to certain restrictions. The Chase Manhattan Bank (“Chase Manhattan”™) will
initially act as common depositary for Eurcclear and Cedel Bank. See “Global Clearance and Settlement™,

Lpon the issuance by the Republie of the Global Bonds, DTC will credit, on its book-eniry system, the respeetive
principat amounts of the Global Bonds represented by the Book-Entry Security to the accounts of DTC’s
aceounthulders (the “DTC Aceountholders™). The accounts to be so credited shall be designated by the Under-
writers, Purchases of Global Bonds under the DTC system must be made by or through Direet Accountholders (as
defined below). Owners of beneficial interests in the Book-Entry Securily may hold Global Bonds directly through
DTC in the United States or through Eurcclear or Cedel Bank in Europe, if they are accountholders in such
systems, or indirectly through organizations which are accountholders in such systems. Such beneficial interesis
will be in denominations of ULS, $1,000 and integral multiples thereof. Qwners of beneficial interests in the
Book-Entry Security will not receive written confirmation from DTC of their purchase, but each beneficial owner
is expecled to receive written confirmation providing details of the transaction, as well as periodic statements of
its holdings, from DTC G such beneficial owner is a Direct or an Indirect Aceountholder (each as defined
below)} or from the Direct or Indirect Accountholder through which such beneficial owner entered into the
transaction (if such beneficial owner is not a Direct or Indirect Accountholder). Transfers of ownership interests
in Global Bonds are expected to be effected by entries made on the hooks of DTC Accountholders acting on
behall of beneficial owners. The deposit of Global Bonds with DTC and the registration of such Global Bonds in
the name of Cede or another nominee of DTC will not effect any change in beneficial ownership. The laws of
some slates require that certain purchasers of securities take physical delivery of such securities in definitive
form. Such laws may impair the ability lo transfer beneficial interesis in the Global Bonds,

“Diirect Aceountholders” include securities brokers and dealers, banks, trust companies, clearing corporations
and certain other organizations, as well as the Underwriters, Access to the DTC system is also available to others
surh as securities brokers and dealers, banks and trust companies that clear through or maintain a custodial
relationship with a Direct Accountholder, either directly or indirectly (“Indirect Accountholders™. The

rules applicable 10 DTC and its accountholders are on file with the Commission.

The Republic expects that conveyance of notices and other communications by DTC to Direct Accountholders, by
Direct Accountholders to Indirect Accountholders and by Direet Accounthelders and Indirect Accountholders 1o
beneficial pwners will be governed by arrangements among them, subject to any statutory or regulatory require-
ments as may be in effect from time to time, In addition, neither DTC nor Cede will consent or vote with respeet
to Global Bunds, The Republic has been advised that DTC’s usual procedure is to mail an omnibus proxy to the
Republic as soon as possible after the record date with respect to such eonsent or vote. The omnibus proxy would
assign Cede’s eonsenting or voting rights to those Direct Accountholders to whose accounts the Global Bonds are
credited on such record date {(identified in a listing attached to the omnibus proxy).

Euroclear or Cedel Bank, as the case may be, will take any action permitted to be taken by a holder under the
Fiscal Agency Agreement or the Global Bonds on hehalf of a Euroclear or Cedel Bank accounthoelder only in
accordance with its relevant rules and procedures and subject to its depositary’s ability to effect such actions on
its behalll through DTC.

The Republic has been advised that OTC will credit the accounts of Direct Accountholders with payment in
amounts proportionate to their respective holdings in principal amount of interests in the Book-Entry Security as
shown on the records of DTC. The Republic has been advised that DTC’s practice is to credit Direct
Accountholders” accounts on the applicable payment date unless DTC has reason to believe that it will not
receive paymenis on such date. The Republic expects that payments by Direct Aceountholders and Indirect
Accountholders to beneficial owners of the Global Bunds will be governed by standing customer instructions and
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customary practices, as is now the case with securities held for the accounts of customers, Such payments will be
the responsibility of such Direct Accountholders and Indirect Accountholders.

Further Issues

The Republic may from time to time without the consent of holders of the Global Bonds create and issue further
bonds, having terms and conditions the same as those of the Globual Bonds, or the same except for the amount of
the first paynient of interest and the issue price, which may be consolidated and form a single series with the
Clobal Bonds.

Payment

Paymenlt of prineipal of and interest on the Global Bonds will be made to Cede, the nominee for DTC, as the
registered owner. The principal of and interest on the Glohal Bonds will be payable in (1.5, dollars or in such
other voin or cwrrency of the United States of America as al the time of payment is legal tender for the payment
therein of public and private debts.

Upon receipt of any payment of principal of or interest on the Global Bonds, IYTC will eredit ITC
Accountholders’ accounts with payment in amounts proportionate Lo their respective beneficial interests in the
ptincipal amount of the Global Bonds as shown on the records of DTC. Payments by DTC Accountholders to
owners of beneficial interests in the Global Bonds held threugh such accountholders will be the responsibility of
such accountholders, as is now the case with securities held for the accounts of customers regisiered in “sireet
name.” Neither the Republic nor the Fiscal Agent will have any responsibility or liability for any aspect of the
records relating to, or payments made on account of, beneficial ownership interests in the Glohal Bonds or [or

maintaining, supervising or reviewing any records relating to such heneficial ownership inderests.

If any date for payment in respect of any Global Bond is not a business day, the holder thereof shall not be
entitled to payment until the next tollowing business day. In this paragraph "‘business day™ means a day on
which banking institutions in The City of New York and at the applicable place of payment are not authorized or
obligated by law or executive order to be closed. No further interest shall be paid in respect of any such delay in
pavment.

Any moneys held by the Fiscal Agent in respect of the Global Bonds and remaining unclaimed for two years after
such amount shall have hecome due and payable shall be returned to the Republic, und the holder of such
Global Bond shall thereafter look only to the Republic for any payment to which such holder may be entitled.
The Global Bonds will become void unless presented for payment within five vears after the maturity date thereof

(or such shorter period as may be prescribed by applicable law).

The Fiscal Agent will not imposge any fees in respect of the Global Bonds, other than fees for the replacement of
lost, stolen, mutilated or destroyed Global Bonds. However, owners of beneficial interests in the Global Bonds
may incur fees payable in respect of the maintenance and operation of the book-entry aceounts in which such

interests are held with the clearing systems.

Until the Global Bonds are paid or payment thereof is duly provided for, the Republic will, at all times, maintain
a paying agent in The City of New York (the “Paying Agent™). The Republic has appointed The Chase Manhattan
Bank 1o serve as Paying Agent. An office of the Paying Agent in The City of New York for all purposes relating 1o
the Global Bonds is located at the date hereof at 450 West 33rd Street, New York, New York 10001, In addition,
for so long as any Global Bonds are listed on the Luxembourg $tock Exchange and the rules of such exchange
shall so require, the Republic shall maintain a paying agent in Luxembourg (the “*Luxembourg Paying Agent”)
and a transfer agent in Luxembourg {the “*Luxembourg Transfer Agent”). The Republic has appointed Chase
Manhattan Bank Luxembourg 5.A., having offices focated at 5 Rue Plaetis, 1.-2338, Luxembourg, to serve as
Luxembourg Paving Agent and Luxembourg Transfer Agent.
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Definitive Global Bonds

If DTC notifies the Republic that it 1s unwilling or unable to continue as depositary for the Book-Entry Security
or ceases 1o be a clearing agency registered under the Exchange Act at a lime when it is required 1o be amd a
successor depositary is not appointed by the Republic within 90 days after receiving such notice or hecoming
aware that DTC is no longer so registered, or if an event of default with respect to the Global Bonds shall have
occurred and be continuing as deseribed under “Description of the Debt Securities—Default; Acceleration of
Maturity”™ in the Prospectus, the Republic will issue or cause to be issued Global Bonds in definitive form in
exchange for the Book-Entry Security. The Republic may also at any time and in its sole discretion determine not
10 have any of the Global Bonds represented by the Book-Entry Security, and, in such event, will issue or cause
1o be issued Global Bonds in definitive form in exchange for the Book-Entry Security, Global Bonds issued in
definitive form will be issued only in fully registered form, without coupons, in denominations of 115, $1,000 and
integral multiples thereof. Any Global Bonds so tssued will be registered in such names, and in such denomina-
tions, as DTC shall request. Such Global Bonds may be presented for registration of transfer or exchange at the
office of the Fiscal Agent in The City of New York, and principal thereof and interest thereon will be payable a
such office of the Fiscal Agent, provided that interest thereon may be paid by check mailed to the registered
holders of the definitive Global Bonds. Such Global Bonds may also be presented for payment or registration of
transfer or exchange at the office of the paying agent and transter agent in Luxembourg set forth on the back
cover of this Prospectus Supplement. With respect to any transfer or exchange of all or a4 portion of a Global
Bond issued in definitive lorm, the transferor and the transferee will be entitled to receive, at the office of the
Fiscal Agent, the paying agent and the transler agent in Luxembourg, a new Global Bond in definitive forin
representing the principal amount retained by the transferor or the principal amount received by the transferee,

as the case may be, after giving effect to such transfer.

Notices

Naotices 1o the holders of the Global Bonds will be deemed 10 be validly given upon publication at least onee in a
leading daily newspaper in the English language of general circulation in London and New York and, so long as
the Global Bonds are listed on the Luxembourg Stoek Exchange and the rules of such stock exchange so require,
in a daily newspaper of general cireulation in Luxembourg or i publication in either London or Luxembourg 1s
not practicable, in Europe. It is expected that notices in London, New York and Luxembourg will be published in
the Financial Times, the Wail Streer Journal and the Luxemburger Wort, respectively. In the case of the Book-
Entry Security, notices also will be sent to DTC or its nominee, as the holder thereof, and DTC will communicate
such notices to 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 lailure to give notive nor any
defeet 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.

Purchase of Global Bonds by the Republic

The Republic may at any time purchase any of the Global Bonds in any manner and at any price. All Global
Bonds which are purchased by or vn behall of the Republic may be held, resold or surrendered for cancellation,

Listing

Application has been made (o list the Global Bonds on the Luxembourg Stock Exchange.
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GLOBAL CLEARANCE AND SETTLEMENT

Arrangements have been made with each of DTC, Euroclear and Cedel Bank to facilitate initial issuance of the
Global Bonds. See “Descriplion of the Global Bonds—Form, Denomination and Registration™ in this Prospectus
Supplement. Transfers within DTC, Euroclear and Cedel Bank will be in accordance with the usual rules and
operating procedures of the relevant system. Cross-market Lransfers 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 Cedel
Bank will be effected in DTC through the respective depositaries of Euroclear and Cedel Bank.

Upon the issuance of the Global Bonds, DTC or its custodian will credit, on its internal system, the respective
principal amount of the individual beneficial interests represented by the Book Entry Security to the aceounts of
persons who have accounts with DTC. Ownership of beneficial inferests in the Global Bonds will be limited to
persons who have accounts with Direct Accountholders, including Euroclear and Cedel, or Indirect
Accountholders. Ownership of beneficial interests in the Global Bonds will be shown on, and the transter of that
ownership will be effected only through, records maintained by DTC or its nominee (with respect to interests of
Direct Accountholders) and the records of Direct Accountholders (with respect to interests of Indirect DTC
Aceountholders).

Euroelear and Cedel Bank will hold omnibus positions on behalf of their participants through customers’ securi-
ties accounts for Euroclear and Cedel Bank on the books of their respective depositaries, which in turn will hold
such positions In customers’ securities aceounts in such depositaries’ names on the books of DTC.

Since the purchaser determines the place of delivery, it is important to establish at the time of the trade where
buth the purchaser’s and seller’s accounts are located to ensure that settlement can be on the desired value date.
Although DTC, Euroclear and Cedel Bank have agreed to the following procedures in order to facilitate transfers
of interests in the Book-Entry Security among participants of DTC, Euroclear and Cedel Bank, they are under no
obligation to perform or continue 1o perform such procedures, and such procedures may be discontinued at any
time. Neither Venezuela nor the Fiscal Agent will have any responsibility for the performance by DTC, Euroclear
or Cedel Bank or their respective participants or indirect participants of their respective obligations under the
rulex and procedures governing their operations.

Trading between DTC Accountholders.  Secondary market trading of Global Bonds represented by the Book
Entry Security between DTC accountholders will trade in DTC’s Settlement System and will therefore settle in
same-day funds.

Trading between Cedel Bank and/or Euroclear participants. Secondary market trading between Cedel
Bank participants and/or Euroclear participants will be settled using the procedures applicable to conventional
Eurobonds in same-day funds.

Trading between DTC seller and Cedel Bank or Euroclear purchaser. When interests are to be trans-
ferred from the account of a DTC Accounthelders to the account of a Cedel Bank participant or a Euroclear
participanl, the purchaser will send instructions to Cedel Bank or Euroclear through a Cedel Bank or Euroclear
participant, as the case may he, at least one business day prior to setilement. Cedel Bank or Euroclear will
instruct its respective depositary to receive such interest against paymenl, Payment will include interest accrued
on such heneficial interest in the Global Bonds 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 Accountholder’s account
against delivery of the interest in the Global Bonds. Afier settlement has been completed, the interest will be
credited to the respective clearing system, and by the clearing system, in accordance with its usual procedures to
the Cedel Bank 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 of the Global Bonds will 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 Cedel Bank or Eurcelear cash debit will be
valued instead as of the actual settlement date.



Cedel Bank participants and Euroclear participants will need 1o make available 1o the respective cleanng system
the funds necessary (o process same-day funds settlement. The most direel means of doing so is 1o preposition
funds for settlement either from cash on-hand or existing lines of credil, as such participants would for any
settlement oceurring within Cedel Bank or Euroclear Under this appreach, such participants may take on eredit
exposure to Cedel Bank or Euroclear until the interests in the Global Bonds are credited to their accounts one
day later.

As an alternative, il Cedel Bank or Euroclear has extended a line of eredit 1o a Cedel Bank or Furoelear
participant, as the case may be, such participant may elect not to preposition funds and allow that credit line 1o
be drawn upon to finance settlement. Under this procedure, Cedel Bank participants or Euroclear participants
purchasing interests in the Global Bonds would incur overdraft charges for one day, assuming they cleared 1he
overdraft when the interests in the Global Bonds would incur overdraft charges for one day, assuming they
cleared the overdraft when the interests in the Global Bonds were eredited to their accounts. However, interest on
the Book-Entry Secwrity would acerue from the value date. Therefore, in many cases the mvestment income on
the interest in the Global Bonds earned during that one-day period may substantially reduce or oflset the amoun
of such overdraft charges, although this result will depend on each participant’s particular cost of funds.

Since the settlement is laking place during New York business hours, DTC Aceountholders can employ their
usual procedures for transferring Global Bonds to the respective depositaries of Cedel Bank or Euroclear for the
henefit of Cedel Bank participants or Euroclear participams. The sale proceeds will he available to the DTG
seller on the settlement date. Thus, to DTC accountholders, a eross-market sale transaction will settle ne
differently from a trade between two DTC Acconntholders,

Trading between Cedel Bank or Euroclear seller and DTC purchaser.  Due to time zone differences i
their favor, Cedel Bank and Euroclear participants may employ their customary procedures for transactions in
which interests in the Global Bouds are to be transferred by the respective clearing system. through its respective
depositary, to a DTC Accountholder, as the case may be, al least ane business day prior to setement. In these
cases, Cedel Bank or Euroclear will instruct its respective depositary to deliver the interest in the Clobal Bonds
to the DTC Accountholder’s account against payment. Payment will include interest acerued on such beneficial
interesi in the Global Bonds from and including the last interest payment date to and excluding the settlement
date. The payment will then be reflected in the account of the Cedel Bank participant or Euroclear parlicipant
the following day, and receipt of the cash proceeds in the Cedel Bank or Euroclear participunt’s account would
be back-valued to the value date (which would be the preceding day, when settlement occurred in New York).
Should the Cedel Bank or Euroclear participunt have a line of credit in its respective elearing, system and elect
to be in debit in anticipation of receipt of the sale proceeds in its account, the back-valuation may substantially
reduce or offset any overdrafl charges incurred over that one-day period. I settlement is not completed on the
intended value date (i.e., the trade fails), receipt of the cash proceeds in the Cedel Bank or Eurcclear partici-
pant’s account would instead be valued as of the actual settlement date,

Finally, day traders that use Cedel Bank or Euroclear to purchase interests in the Global Bonds from 1YTC
Accountholders for delivery to Cedel Bank panticipants or Euroclear participants should note that these trades
will automatically fail on the sale side unless affirmative action is taken. At least three weehniques should be
readily available to eliminate this potential problem:
1. borrowing through Cedel Bank or Euroclear for one day (until the purchase side of the day trade is
reflected in their Cedel Bank or Euroclear accounts) in accordance with the clearing systens customary
procedures;
2. borrowing the interests in the United States from a DTC Accountholder no later than one day prior o
settlement, which would give the interests sufficient time to be reflected in their Cedel Bank or Euroclear
account in order to settle the sale side of the trade; or
3. staggering the value date for the buy and sell sides of the trade so that the valoe date for the purchase
from the DTC Accountholder is at least one day prior 1o the vatue date for the sale 1o the Cedel Bank
participant or Euroclear panticipant,
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The information in this section concerning DTC, Euroclear and Cedel Bank and their book-entry system has been
obtained from sources Venezuela believes to be reliable, and Venezuela makes no representation or warranty with
respect thereto, other than that such information has been accurately extracted and/or summarized from such

spurces.

Although DTC, Euroclear and Cedel Bank have agreed to the foregoing procedures to facilitate transfers of
interests in the Global Bonds ameng participants in DTC, Euroclear and Cedel Bank, they are under no obliga-
tion to perform or to continue to perform such procedures and such procedures may be discontinued at any time.
Neither Venezuela nor the Fiscal Agent will have any responsibilities for the performance by DTC, Euroclear or
Cedel Bank or their respective parlicipants or indirect participants of their respective obligations under the rules
and precedures governing their operations.

TAXATION

The following is a summary of certain Venezuelan and United States federal income and estate tax considerations
that may be relevant to an initial holder of a Global Bond. This summary deals only with Global Bonds held as
capital assets by investors who purchase the Global Bonds in the offering at the offering price, and not with
special classes of holders, such as dealers in securities or currencies, certain securities traders, banks, tax-
exempt organizations, insurance companies, other financial institutions, persons that hold Global Bonds as a
hedge (or hedged against) currency or interest rate risks or that are part of a synthetic security, straddle or
conversion transaction, or persons whose functional currency is not the U.S. dollar. This summary is based on
laws, regulations, rulings and decisions in effect on the date of this Prospectus Supplement, all of which are
subject to change, possibly with retroactive effect. No assurances can be given that any such changes will not
affect the accuracy of the discussions set forth herein.

Prospective purchasers of Global Bonds should consult their own tax advisors in determining the tax conse-
quences of holding Global Bonds, including the application to their particular circumstances of (i} the tax
considerations discussed below, and (ii} any relevant foreign, state, local or other tax laws.

Moreover, the legal authorities on which this summary is based are subject to various interpretations, and no
rulings have been or will be sought from any tax agency with respect to the matters desecribed herein.

Venezuelan Taxation

Under existing laws and regulations in Venezuela, interest payments made by Venezuela may be subject to
Venezuelan income tax as follows: (i} if the recipient of the interest is a bank or other financial institution not
demiciled in Venezuela, at a flat rate of 4.95% payable through withholding by Venezuela, (i1} if the recipient of
the interest is a corporation which is not a bank or other financial institution and which is not domiciled in
Venezuela, at maximum rate of 34% for the portion of accumulated net earmings of the corporation exceeding
3,000 Tax Units at the time of the interest payment, 22% for the portion of accumulated net earnings of the
corporation exceeding 2,000 Tax Units but less than or equal to 3,000 Tax Units at the time of the interest
payment and 15% for earnings less than or equal to 2,000 Tax Units at the time of the interest payment, payable
through withholding by Venezuela, or (iii} if the recipient of the interest is an individual non-resident in
Venezuela, at a flat rate of 34% regardless of income, fully payable through withholding by Venezuela. As of
April 14, 1998, the Tax Unit is equivalent to Bs. 7,400. Under current Venezuelan tax laws and regulations, so
long as the Global Bends are registered in the name of DTC or its nominee, as contemplated under “Global
Clearance and Settlement” above, the applicable withholding tax rate with respect 10 the Global Bonds will be
that described under clause (i} above.

Capital gains resulting from any trades of Global Bonds effected between or in respect of accounts maintained by
or on behalf of non-residents of the Republic will not be subject to Venezuelan income or other Venezuelan taxes
where such non-residents have no connection with the Republic other than as holders of an interest in the Global
Bonds.



United States Taxation

Faited States Holders. For purposes of this discussion, a “Uniled States Holder” is a heneficial owner who or that
i= (i) a citizen or resident of the United States, (i} a corporation or partnership created or organized ander the
laws of the United States or any political subdivision thereof, (iii) an estate the income of which is sabject 1o
regular US. federal income taxation regardiess of its source, or {iv) any trust if a court within the United States
ix able 10 exercise primary supervision over the administration of such trust and one or more United States

persons have the authority to control all substantial decisions of sueh trust,

Gross interest paid on the Global Bonds will be subject to United States taxation. Such interest {including
Additional Amounts paid in respect of taxes withheld in Venezuela) will be taxable 16 a United States holder as
ordinary inlerest income al the time that it is accerued or is received tin accordance with such holder’™s method of
tax accountingd. In addition, such interest will be treated as foreign source income for United States federal
Ihcome lax purposes and will generally constitute, for LS, foreign tax eredit purposes, “passive income™ or “high
withholding tax interest” if a Venezuelan withholding tax is imposed at a rate of at least 3% on such gross
incone {or, in the case of certain holders, “financial services income™).

A United States Holder’s tax basis in a Global Bond generally will equal the cost of such Global Bond to such
holder. Upan the sale, exchange or retirement of a Global Bond, a United States Holder generally will recognize
giin or loss equal 10 the difference between the amount realized on the sale, exchange or retirement (loss
amounts attributable to accrued interest, which will be taxable as ordinary income) and the United States
Holder’s tax basis in the Global Bond, Such gain or loss generally will be capital gain or loss, provided that the
Linited States Holder held the Global Bond as a capital asset, and will be a long-term capital gain or Joss if the
Global Bone was held for longer than one year al the time of such sale, exchange or retirement.

Non-United States Holders.  The following diseussion summarizes certain United States federal income tax conse-
quences relevant 1o a Non-U.S, Holder of a Global Bond. This discussion does not deal with afl apsects of United
States [ederal income taxation thal may be relevant to any particular Non-U.S, Holder in light of that holder’s
personal cireumstances with respeet 1o such holder’s purchase, ownership or disposition of a Global Bonl,
including such holder holding the Global Bond through a partnership. For exampte, persons who are partners in
foreign partnerships and beneficiaries of foreign trusls or estates who are subject 10 United States federal income
lax because of their own status, such as United Stales residents or foreign persons engaged in o trade or business
in the Loited States, may be subject 1o United States federal income 1ax even though the entity is nol subject 10
sk tax.

Under United States federal income tax law as currently in effect, and subject 10 the discussion of “backup”
withholding below and 1o the provisions of an applicable income lax treaty, o holder who is not a United States
Holder (as defined above) (a “Non-United States Holder™) will not be subject 1o United States federal income
tax. including withholding tax, on payments of interest on the Global Bonds unless:
(i) the helder is an insurance company carrying on a United States insurance business to which the
interest s attributable, within the meaning of the United Stales Internal Revenue Code, or
ii1) the holder has an office or other fixed place of business in the United States 1o which the interest s
attributable and the interest either {a) is derived in the active conduct of & banking. financing or
similar business within the United States ot (b} is received by a cotpuration the prineipal business of
which is in trading stocks or securities for its own account, and certain other conditions exist.

L addition, (a) subject to the discussion of backup withholding below and to the provisions of an applicable
income tux trealy, a Non-United States Holder will not be subject to United States federal income fux on any gain
or income tealized on the sale or exchange of a Global Bond, unless (i} such gain or income is effectively
vonnected with the eonduet by the holder of a trade or business within the United States, or {ii) in the case of a
Non-Linited States Holder who is an individual, such holder is present in the United States Tor a toral of 183
days ar more during the taxable year in which such gain or income is vealized and either (A sueh gan or
income is attributable 1o an office or fixed place of business maintained in the Enited Stades by sueh holder or
(B} such holder has a tax home in the United States and (b) the Global Bonds will be decmed 1o be situaled
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outside the United States for purposes of the United States federal estate lax and thus will not be includible in
the gross estate for purposes of such tax in the case of a nonresident of the United States who was not a citizen
of the Uniled Slates at the time of death.

Effect of Venezuelan Withholding Taxes The Venezuelan withholding tax discussed under “Venezuelan Taxation™
above should qualify as an “income tax” for United States federal income tax purposes, provided, among other
factors, that the amount of such lax is not considered used by the Republic to provide a subsidy by any means to
a United States Holder, a related person, or any party 1o the transaction or to a relaled transaction. If any such
subsidy is eonsidered provided to any such person, a United States Holder should not he required to include the
Additional Amount paid in respect of Venezuelan withholding tax in income and would not be allowed to claim a
foreign tax eredit or a deduction for such Venezuelan withholding tax. If the Venezuelan withholding tax qualifies
as an “income tax” for United States federal income tax purposes (i.e., if, among other factors, no such subsidy is
considered provided), a United States Holder will be required to include the Additional Amounts paid in respect
thereof in inrome and may be entitled to claim a U.S. foreign tax credit for and in the amount of such
Venezuelan taxes against such holder’s United States federal income tax liability with respect to amounts attribu-
table to interest un the Global Bonds, subject to cerlain limitations. Alternatively, a United States Holder may be
entitled to deduct such amounts. The calculation and availability of a tax credit or a deduction for Venezuelun
taxes involve the application of complex rules that depend upon the United States Holder's particular circum-
stances. Untted States Holders should consult their own tax advisors with respect to the availability and calcula-

tion of such credit or deduction.

Backup Withholding and Information Reporting. In general, information reporting requirements will apply to
payments within the United States to non-corporate United States Holders of interest on a Global Bond and,
under certain circumstances, of the proceeds of the sale of a Global Bond, and “backup withholding” at a rate of
31% will apply to such payments if the United States Holder fails to provide an accurate taxpayer identification
number or is notified by the Internal Revenue Service that it has failed to report all interest and dividends
reqquired 10 be shown on its federal income tax retum.

Under current U.S. Treasury Regulations, backup withholding and information reporting will not apply to
payments made by the Republic or any agent thereof (acting in such capacity) to a holder of a Global Bond that
is a Non-United States Holder so long as either (i) the beneficial owner of the Global Bond certifies to the
Republie or its agent, under penalties of perjury, that such holder is not a United States Holder and provides the
name, address and laxpayer identification number of such holder or (ii) the holder has otherwise established an
exemplion, and provided that neither the Republic nor its agent has actual knowledge that the holder is a United
States Holder or that the conditions of any exemption are not in fact satisfied. Similar rules requiring information
reporting and, in cerlain circumstances, backup withholding will apply with respect to gross sales proceeds if the
(ilobal Bonds are sold through certain brokers. Recently promulgated regulations which are scheduled to become
effective on January 31, 1999, provide that a payment 1o an entity treated as a foreign partnership will be treated
in certain circumslances as having been made directly to the persons treated as pariners of such foreign
partnership, and require in those circumstances that each partner provide a certification under penalties of
perjury o establish that such person is not a United States Holder for purpuses of the backup withholding rules.



UNDERWRITING

Venezuela has entered into an Underwriting Agreement dated July 30, 1998 with J.F Morgan Securities Ine.,
Credit Suisse First Boston Corporation and ABN AMRO Incorporated (the “Underwriters”™). Pursuant to the lerms
and conditions of the Underwriting Agreement, Venezuela has agreed to issue and sell, and each of the Under-
writers has severally agreed to purchase the following respective principal amounts of the Global Bonds.

Principal Amount

Underwriter L of Notes

J.P Morgan Securities Ine. .. ... . o L 1.5.$425,000,000

Credit Suisse First Boston Corporation . ... ... ... ... ., 50,000,000

ABN AMRO Incorporated . . . .. .. ... e 25,000,009
Total . e e e 17.S.$500,000,000

The Underwriting Agreement provides that the obligations of the Underwriters are subject 1o certain conditions
precedent, and that the Underwriters will be obligated to purchase all of the Global Bonds if any are purchased.

The Underwriters have advised Venezuela that they propose initially to offer the Global Bonds 1o the public al
the public offering price set forth on the cover page of this Prospectus Supplement, and to certain dealers at such
price less a concession not in excess of 0.50% of the principal amount of the Global Bonds. The Underwriters
may allow and such dealers may reallow a concession not in excess of 0.25% of the principal amount of the
CGlobal Bonds. After the initial public offering, the public offering price and such concessions may be changed.

Fach of the Underwriters has agreed that it has complied and will comply with all applicable provisions of the
Financial Services Act 1986 with respect o anything done by it in relation to the Global Bonds offered hereby
in, from or otherwise involving the United Kingdom.

Each of the Underwriters has agreed that it will not offer or sell any Global Bonds directly or indirectly in Jupan
or to, or for the benefit, of, any Japanese person or to others for re-offering or re-sale directly or indireetly in
Japan or to any Japanese persen except under circumstances which will result in compliance with all applicable
laws, regulations and guidelines promulgated by the relevant governmental and regulatory authorities in effect at
the relevant time. For purposes of this paragraph, “Japanese person” shall mean any person resident in Japan,
including any corporation or other entity organized under the laws of Japan.

The Global Bonds may nol be offered or sold directly or indirectly in Hong Kong by means of this Prospectus
Supplement or any other offering material or document other than to persons whose ordinary business it is to buy
or sell shares or debentures, whether as principal or as agent. Unless permitted 1o do so by the securities laws of
Hong Kong, no person may issue or cause to be issued in Hong Kong this document or any amendment or
supplement thereto or any other information, advertisement or decument relating to the Global Bonds other than
with respect 1o Global Bonds intended to be disposed of to persons outside Hong Keng or to persons whose
husiness involves the acquisition, disposal or holding of securities, whether as principal vr as agent.

In conneection with the offering of the Clobal Bunds, the Underwriters may purchase and sell Global Bonds in the
open market. These iransactions may include over-allotment and stabilizing transactions and purchases 1o cover
short positions created by the Underwriters {for themselves or a syndicate, if there is a syndicate) in connection
with the offering. Stabilizing transactions consist of certain bids or purchases for the purpose of preventing or
retarding a decline in the market price of the securities; and short positions ereated by the Underwriters (lor
themselves or a syndicate, il there is a syndicate) involve the sale by the Underwriter of a greater number of
securities than they own or have a right 10 purchase. These activities may stabilize, mainlain or otherwise affect
the market price of the Global Bonds which may be higher than the price that might otherwise prevail in the
open market; and these activities, il commenced, may be discontinued at any time. These transactions may be

effected on the Luxembourg Stock Exchange, in the over-the-counter market or otherwise,

Venezuela has agreed to indemnify the several Underwriters against certain civil Labilities, including labilities
under the Securities Act.
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Certain of the Underwriters and their affiliates have engaged in transactions with and performed various commer-
cial banking and investment banking and other services for Venezuela in the past, and may do so from time to
time in the future.

VALIDITY OF THE GLOBAL BONDS

The validity of the Global Bonds will be passed upon for Venezuela by Armold & Porter, 399 Park Avenue, New
York, New York, 10022, United States counsel to Venezuela, and by Lares, Ramos, Ferriera y Vera, 5.C., Centro
Banavén, Oficina €-22, Avenida La Estancia, Chuao, Caracas 1061, Venezuela, Venezuelan counsel to Venezuela,
and for the Underwriters by Sullivan & Cromwell, 125 Broad Street, New York, New York, 10004, United States
counsel o the Underwriters, and by Tinoco, Travieso, Planchart, Ninez & Eiris, Avenida Francisco de Miranda,
Torre Country Club, Pisos 1, 2 y 3, Chacaito, Caracas 1050, Venezuela, Venezuelan counsel to the Underwriters.
As to all matters of Venezuelan law, Amold & Porter may rely on the opinion of Lares, Ramos y Ferreira y Vera,
8.C. and Sullivan & Cromwell may relay on the opinion of Tinoco, Travieso, Planchart, NiGfiez & Eiris. As to all
matters of United States law, Lares, Ramos, Ferreira y Vera, 5.C. may rely on the opinion of Amold & Porter and
Tinoco, Travieso, Planchart Nanez & Eiris may rely on the opinion of Sullivan & Cromwell.

AUTHORIZED REPRESENTATIVE

The Authorized Representative of the Republic of Venezuela in the United States of America is Pedro Luis
Echeverria, Ambassador of the Republic of Venezuela, Embassy of the Republic of Venezuela, 1099 30th Street,
N.W., Washington, DLC. 20007.

GENERAL INFORMATION

Due Authorization

The creation and issue of the Global Bonds have been authorized pursuant to Presidential Decree No. 2,576,
dated July 1, 1998, as published in the Official Gazette of the Republic of Venezuela No. 36,496 dated July 15,
1998, enacted pursuant to Article 3 of the Law that Authorizes the National Executive 10 Execute and Perform
Public Credit Transactions during Fiscal Year 1998, as published in the Official Gazette of the Republic of
Venezuela No, 36,351, dated December 9, 1997.

Listing and Listing Agent

Application has been made 10 list the Global Bonds on the Luxembourg Stock Exchange. The Luxembourg Listing
Agent, from whom copies of the Global Bond Offering materials may be obtained in Luxembourg, is Banque
[nternationale 4 Luxembourg S.A., 69 route d’Esch, L-1470 Luxembourg,

Litigation

Neither the Republic nor any governmental agency of the Republic is involved in any litigation or arhitration or
administrative proceedings relating to claims or amounls which are material in the context of the Global Bond
Offering or issue of the Global Bonds and which would materially and adversely affect the Republic’s ability to
meet its obligations under the Global Bonds and the Fiscal Agency Agreement with respect to the Global Bonds
and no such litigation or arbitration or administrative proceedings are pending or, so far as the Republic is aware,
threatened.



Documents Relating to the Global Bonds

Copies of the Fiscal Agency Agreement, the Banco Central Undertaking and the form of Global Bond may be
inspected during normal business hours on any weekday (Saturdays, Sundays and public holidays excepted) at
the specified offices of the Fiscal Agent and Paying Agents.

Information on the Republic

If any Global Bonds are listed on the Luxembourg Stock Exchange, copies of the most recent Infurme Economico
Anual del Banco Central de Venezuele and budget of the Republic for 1994, 1995 and 1996 and each subsequent
year, (as or when available}, or il any such materials cease to be published, comparable economie information of
the Republic may be obtained at the office of the listing agent for the Global Bonds and at the: office of the
Fiscal Agent during usual business hours on any day {(Saturdays, Sundays und public holidays excepted).

Clearing

The Global Bonds have been accepted for clearance through Euroclear, Cedel Bank and DTC {(Common Code:

8975540; 18IN: US922646AT10; CUSIP: 922646AT1).
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PROSPECTUS

Republic of Venezuela

Debt Securities

The Republic of Venezuela (the “Republic” or “Venezuela™) may from time to time offer debt securities consist-
ing of bonds, debentures and/or notes (“Debt Securities”) with an aggregate principal amount of up to
£2,000,000.000 or the equivalent thereof in one or more other currencies or currency units; provided, however,
the Republic may increase the foregoing aggregate principal amount if in the future it determines that it may
wish to sell additional Debt Securities. Debt Securities will be offered in one or more series in amounts, al prices
and on terms 1o be Jetermined at the lime of sale and 1o be set forth in supplements to this Prospecius {rach o
“Prospectus Supplement™).

The terms of the Debt Securities, including, where applicable, the specific designation, aggregale principal
amount, denominations, maturity, premium, discount, interest rate {which may be fixed, fleating or zero) and time
of payment of any interest, eurreney or currencies (including any currency unit) in which the Delt Securities are
denominated or in which payments in respect of the Debt Securities may be made, terms for redemption or
exchange al the option of the Republic or the holder (if any), terms for sinking fund payments (if any), the initial
public offering priee and the other terms in connection with the offering and sale of each series of the Debt
Secnrities in respect of which this Prospectus is being delivered, will be set forth in one or more Prospectus
Supplements relating to such series of Debt Securities. The net proceeds to the Republic from each such sale will
also be set forth in such Prospectus Supplements, Such Prospectus Supplements may also set forth, if appropriute,
information regarding developments refating to the affairs of the Republic subsequent to the date of this
Prospectus.,

The Debt Securities may be sold through agents desighated from time to time, through underwrilers or dealers, or
direetly by the Republic. If any agents of the Republic or any underwriters are involved in the sale of Debt
Securities, the names of such agents or underwriters and any commissions or discounts will be set forth in the
applicable Prospectus Supplement.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES
AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE
SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTA-
TION TO THE CONTRARY ]S A CRIMINAL OFFENSE.

The date of this Prospectus is July 30, 1998,
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No person bas heen authorized to give any information or to make any representstions other than those contained
in this Prospectus or any accompanying Prospeetus Supplement, and, if given or made, such information or
representation must not be relied upon as having been authorized. This Prospectus does not constitute an offer o
sell or the solicitation of an offer to buy any securities other than the securities described in a Prospectus
Supplement refating hereto or any offer to sell or the solicitation of an offer to buy such securities in any
circumstances in which such offer or solicitation is unlawful. The delivery of this Prospectus at any ime does
nol, under any circamstances, imply that the information herein is correct as of any time subsequent 1o the date
hereof, The information contained in this Prospectus is qualified in its entirety by the supplementary information
conlained in the Prospectus Supplement.
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Available Information

A Registration Statement with respect to the Republic and the Debt Securities has been filed with the Securities
and Fxchange Commission, Washington, D.C., under the Securities Act of 1933. Additional information concern-
ing the Republic and the Debt Securities is to be found in such Registration Statement and any pre- or post-
effective amendment thereto, including the various exhibits thereto, which may be inspected and copied at the
public reference facilities maintained by the Securities and Exchange Commission at 450 Fifth Street, NW,,
Room 1024, Washington, D.C., 20549, as well as at its Regional Offices loeated at Seven World “Trade Center,
New York, New York 10048 and a1 500 West Madison Street, Chicago, Illinois 60661, Copies of such information
can be obtained from the Public Reference Section of the Securities and Exchange Commission at 450 Fifth
Sireet, NNW., Room 1024, Washington, D.C, 20549 at prescribed rates. In addition, a copy of the Registration
Statement and such other information can also be obtained at the office of the paying aind transfer agent in
Luxembourg i 5 Rue Plaetis, [-2338, Luxembourg free of charge.

Faeept as otherwise specified, 4l amounts in this Prospectus are expressed in United States dollars (<dollars™,

S8, USSET, CUSE” or UK. dollars™).

Cerlain amounts thal appear in this Prospectus may not sum because of rounding adjustments,

Official Statements

Information included herein which is identified as being derived from a publication of, or supplied by, Venezuela
or one of its agencies or instrumentalities is included hercin on the authority of such publication as a public
official document of Venezuela. All other information herein and in the Registration Statement of which this
Prospectus is o part is included as a public official statement made on the authority ol Da, Maritza lzaguire,
Minister of Finance. The information included herein on the authority of Bancoe Central de Venezuely (*Banceo
Central™) is considered preliminary until Banco Central has published such information in its Anmual Report of
National Accounts for the year following the year 10 which such data relates.

Enforcement of Civil Liabilities

The Republic is a foreign sovereign state. Consequently, it may he difficull for investors o obtain or realize upon
judgments in the eourts of the United States and Venezuela against the Republic. The Republic will irrevacably
subtiit o the exclusive jurisdiction of the Supreme Court of the State of New York, County of New York or the
United States District Court for the Southern District of New York, in the courls of England that sit in London
and the courts of Venezuela that sit in Caracas in any suil, action or proceeding against il or its properties, assels
or revenues, arising out of or relating to the Debt Securities of any series (a “Related Proceeding”} and the
Republic will irrevocably agree that all claims in respect of any Related Proceeding may be heard and deter-
mined in such New York State or federal courts, English courts or Venezuelan courts. The Republic will irrevoca-
bly waive, 1o the fullest extent it may «ffectively do so, the defense of an inconvenient forum to the maintenance
of any Related Proceeding and any abjection to any Related Proceeding on the grounds of venue with respect 1o
Related Proceedings in any such courts. To the extent that the Republic has or herealler may acquire any
iumunily (sovereign or otherwise) from jurisdiction of such courts or from any legal process (whether through
service or notice, attachment prior to judgment, attachment in aid of execution, execution or otherwise) in such
courts, the Republic will irrevocably agree not to claim and will irrevocably waive such immunity in respect of
any Related Proceeding 1o the fullest extent permitted by law, and, without limiting the generality of the
loregoing, the Republic will agree that such waivers shall have the fullest scope permitted under the Foreign
Sovereiygn Imimunities Act of 1976 of the United States (the “U.S. Immunities Act™) and are intended to he
itrevocable for purposes of the U.S. Immunities Act. See “Deseription of the Debt Securities—Jurisdiction and
Waiver of Immunity”™ and “—Governing Law.” Under the laws of the Republic, neither the Republie nor any of
its properly has any immunity from jurisdiction of any court or from set-off or any legal process (whether through



service or notice, attachment prior to judgment, attachment in aid ol execunon, execution or otherwise), except
that the Republic and its properties located in Venezuela have immunity from set-off, attachment prior to
judgment, attachment in aid of execution of judgment and execution in actions and proceedings in Venezuela,

The Republic has not consented to service or waived sovereign immunity with respect to actions brought against
it under United States federal securities laws or any state securilies laws. In the absence of a waiver of immunity
by the Republic with respect to such actions, 1t would not be possible to obtain a judgment in such an action
brought in a United States court against the Republic unless such court were to determine that the Republic is
not entitled under the U.S. Immunities Act to sovereign immunity with respect to such action. Further, even if a
United States judgment could be obtained in any such action under the US. Immunities Act, it may not be
possible to enforce in the Republic a judgment based on such a United States judgment. Execution upon property
of the Republic located in the United States to enforce a United States judgment may not be possible except
under the limited circumstances specified in the US. Immunities Act,

Incorporation of Certain Documents by Reference

The Republic intends to file annual reports of Form 18-K with the U.S. Securities and Exchange Commission (the
“Commission”) on a voluntary basis. Each Annual Report on Form 18-K (including all exhibits thereto) and any
amendments to such Form 18-K on Form 18-K/A {including all exhibiis thereto} (collectively, a “Form 18-K")
filed with the Commission by the Republic subsequent to the date of this Prospectus and prior to the termination
of the offering of the Debt Securities shall be deemed to be incorporated by reference herein and into any
accompanying Prospectus Supplement and to be a part hereof and thereof from the date of the filing of such
documents and shall supersede and replace any prior Form 18-K. As used herein, the term “Annual Report’ shall
refer to any Form 18-K incorporated herein not superseded or replaced by operation of the preceding sentence,
Any statement herein or contained in a document that is incorporated hy reference herein shall be deemed to he
modified or superseded for purposes of this Pruspectus or any accompanying Prospecius Supplement to the extent
that a statement conlained in the accompanying Prospectus Supplement or in any other subsequently filed
document that is deemed to be incorporated by reference herein modifies or supersedes such statement. Any
statement so modified or superseded shall not be deemed, excepl as so modified or superseded, to constitute a

part of this Prospectus or of any accompanying Prospectus Supplement,

Any person receiving a copy of this Prospectus may obtain, without charge, upon request, a copy of any of the
documents incorporated by reference herein, except for the exhibits to such documents (other than exhibits
expressly incorporated by reference therein). Requests for such documents shall be directed to: Embassy of
Venezuela, 1099 30th Street, N.W., Washington, DC 20007, Attn: Manuel Iribarren, Director of Economic and
Petroleum Affairs; telephone: (202) 342-6823. Copies of the Prospectus and each Prospectus Supplement with
respect to each series of Debt Securities that is listed on the Luxembourg Stock Exchange may also be obtained
at the office of the paying agent and transfer agent in Luxembourg at 5 Rue Plaetis, L-2338 Luxemhourg free of
charge.

Use of Proceeds

Unless otherwise specified in the applicable Prospectus Supplement, the net proceeds from the sale of Debt
Securities will be used for the general purposes of the Republic, including the refinancing of domestic and
external indebtedness of the Republic.



Introduction
General

Venezuela is situated on the northern coast of South America. Bt has a coastline on the Caribbean Sea and the
Atlantic Oeean and ix bordered on the west by Colombia, on the south by Brazil and on the east by Guyana. The
capital of Venezuela is Caracas. At June 30, 1997, Venezuela had an estimated population of 22.6 million,

Venezoela has had a demoeratically elected government sinee 1958, following the overthrow of a military dictator-
ship. The most recent presidential election was held in December 1993 when M Rafael Caldera, running as a

coalition candidate for the Couvergencia Pavty, was elected for a five-year term of office. Presidential clections are
scheduled for December 1998, National legislative power is vested in the Congress. Venezuela is divided nuo 22

stites, a lederal distriel, a federal termitory and various dependencies.

The Venezaelan Economy

Venezueli has been a major petroleum exporter for most of the twentieth century. According to the BP Statistical
Review of World Energy 1996, Venezuela is the seventh largest petroleum producer in the world and the fourth
largest petrolenm exporting country in the world. Petroleum revenues account for over 50% of fiscal revenues,
and the petroleum industry accounts for approximately one-quarter of Venezuela’s gross domestic produet

" GDP) notwithstanding that it employs less than one percent of the total Venezuelan workforee. In 1997,
revermies related o petrolenmn represented over 75% of Venezuela's total export revenoes and over 60% of

Vencezuela's fiseal revenues,

Nevertheless, the Veneruelun economy is reasonably diversified, with nonpetroleum activities generating approxi-
mately three-quarters of GDP in recent years. Major components of nonpetroleum GDIP include commerce,
manufacturing and finance. The Government has introduced a number of meusures to reduce its dependency on
peiroleum revennes, but it s anticipated that petroleum will continue to be the main source of export earnings

and liscal vevenues for the foreseeable [uture,

Economic Performance from 1989 to 1996

Beginming in 1989, the Government has implemented stabilization and structural adjusiment reforms, first through
a strnelural adjustment program launched in 1989 {the “Adjustment Program™) and subsequently as a part of
Agenda Venezoela, adopted in 1996, in an effort 1o correct fiscal, balance of payments, monetary and other
macroeconomic imbalances evident in the Venezuelan economy. Economic policy measures under these programs
have been aimed at reducing the role of the Government in the direct production and distribution of gonds and
services and in the Venezuelan ceonomy in general in an effort 10 strengthen niarket forces in the economy. Such

measures have included the liberalization of exchange, price and interest rate controls that had previously been

imposed during periods of fiscal crises to address significant increases in inflation, capital account defteits and

declines in the levels of international reserves.

The implementation of the Adjustment Program between 1983 and 1993 introdoced important reforms in liseal,
exchange rate and monetary policies and produced positive results in growth of nonpetroleum GDP and iniprove-
ment ininternational reserves, However, the Adjustment Progranys effectiveness was undermined by political
instability and adverse econotnic developments. In 1992, two coup attempls were Jlaunched by dissident factions
within the Venezuelan military against the Government of then President Carlos Andrés Péres. Although each
coup atlempt was suceessfully defeated in less than one day by forees loval to the Government, these events had
adverse effects on the continuation of the economie reflorm programs and policies contemplated by the Adjustment
Plan. Further political instability oceurred in 1993 when President Berez was suspended by Congress in connec-
tion with allegations concerning the misapplication of Bs, 250 million in Government Tunds, and an tnterim
administration Jed by President Ramdn Veldsquez, an independent Senator not associated with any of the major
political parties, wus appointed by the Venezuelan Congress o serve until the next regularly scheduled Prestden-
tial elections in December 19093,
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Immediately following President Caldera’s election in December 1993, a financial sector crisis of unprecedented
severity was triggered by the collapse of Banco Latino, Venezuela’s second-largest commercial bank. This crisis
led the Caldera administration to undertake significant corrective measures. Such measures included the imposi-
tion of exchange and price controls and the fixing of foreign exchange rates in an effort o address significant
outflows of international reserves and a substantial devaluation of the Bolivar against the U.S. dollar,

The financial sector crisis continued throughout 1994 and, 1o a lesser degree, 1995 as additional financial
institutions suffered significant losses of deposits, requiring the Government to intervene in financial mstitulions
representing approximately 54.6% of total financial sector deposits. By the end of 1995, the financial sector
crisis had been stabilized and n 1996 the Government commenced the reprivatization of a humber of {inancial

institutions in which it had intervened during the early slage of the financial sector crisis.

Agenda Venezuela

In April 1996 the administration of President Caldera began the implementation of Agenda Venezuela. The
general objectives of Agenda Venezuela included the achicvement of a sustainable low level of inflation, the
stabilization and strengthening of the country’s fiscal accounts, balance of payments and international reserves
and structural reforms, all aimed at increasing the competitiveness and efficiency of the economy,

With the support of a standby agreement with the International Monetary Fund (“IMF”}, Agenda Venezuela was
conceived as a two stage program. During the first stage, from April 1996 to April 1997, measures adopted led 1o
a stabilization of the Venezuela economy. The objective of the second stage was to initiate a wide-ranging
program of structural reforms. The IMF standby agreement totalled U.S.$1.4 billion, of which U.S.$509 millien
was disbursed in accordance with Venezuela’s balance of payments requirements during the availability period
under the agreement and remained outstanding at June 30, 1998. The standby agreement contained a number of
targets intended to promote greater flexibility in the economy through the removal of price and exchange controls,
the reduction of the fiscal deficit through the adoption of measures to increase ordinary fiscal revenues and o
reduce public expenditures including the elimination of subsidiaries for energy; the introduction of structural
refortns, including privatization of state-owned banks and other public enterprises; and labor reforms.

Agenda Venezuela achieved positive results in its first year of implementation. Exchange and price controls were
removed, and the Government implemented a unified, free-floating exchange rate of the Bolivar against the 1.5,
dollar and liberalized interesl rates. These actions resulted, as expected, in a significant increase in inflation and
a decrease in economic activity in the nonpetroleum sector of the economy. At December 31, 1996, year-end
inflation, as measured by changes in the Consumer Price Index for the Caracas Metropolitun Area (the “CPI”),
increased by 103.2%, the nonpetroleum sector of the economy declined by 3.6% in real terms, and the Bolivar
experienced a devaluation against the U.S. dollar from a rate of Bs. 200=US.$1.00 at April 22, 1996 to

Bs. 476.75=%$1.00. However, Agenda Venezuela’s programs helped to stabilize the Venezuelan economy. Along
with increased petroleum revenues resulting from higher international petroleum prices and higher sales volumes
in 1996, the Venezuelan consolidated public sector recorded a fiscal surplus of 7.53% of GDPF, reversing four vears
of fiscal deficits. Gross international reserves at Banco Central inereased by U.S. $5.5 billion and ended 1996 at
U.S. $15.2 hillion, their highest level since before the beginning of the Latin American debt crisis in the early
1980s. Inflation slowed in the second half of 1996, with the CPI recording an accumulated increase of 25.2% as
compared to the 62.3% registered in the first half of 1996.

Notwithstanding the reduction in the rate of inflation since the introduction of the initial stabilizalion measures
pursuant to Agenda Venezuela, the Venezuelan economy has suffered from high rates of inflation since the
introduction of the Adjustment Program in 1989, In the past five years, inflation, as measured by the CPL, was
45.9% in 1993, 70.8% in 1994, 56.6% in 1995, 103.2% in 1996, and 37.6% in 1997, and based on accumu-
lated inflation through the first half of 1998, it is anticipated that inflation for 1998 will be similar to that
experienced in 1997. Such inflation has resulted from the Government’s fiscal deficits, which in turn have been
caused by an inefficient public sector and by the dependence of the fiscal accounts on cyelical international
petroleum markets. The restructuring of the public sector in Venezuela, including the privatization of many state-
owned entities and other steps contemplated to reduce the role of the Government in the economy, the creation of




a Mucroceonomue Stabilization Fund 1o conserve for future use excess petroleum revenues (the “MSF”) and
improvements in the collection of nonpetroleum laxes, are intended to reduce the Government’s dependency on
international pedrolewn revenues and thereby help to contribute 16 a lessening of inflationary pressures in the

Venezuelan economy.

Recent Economic Results

I 1997, the Verezuclan economy continued o henefit from the policy measures adopted under Agenda Vene-
zuela with the Yenezuelan economy growing in reil lerins at a rate of 5.0% and consolidated publie: sector
accounts recording a fiseal surplus of 2.0% of GDP. Gross intemaltional reserves at Baneo Gentral continued o
inerease and stood at US.$17.8 billion at year end. The foregoing results were due in part (o continued strong
preilormanee of the petroleun secton, including the opening of that sector 1o private investment. The Government
was abso able o inptement fusther adpistments 3 its macroeronomie policies i 1997 inclading reforms in

Venezuelan Libor and social seeurily laws and the privatization of the state-owned steel manulacturing company.

Beginning in the last quarter of 1997 and continuing 1o date, the Venezuelun econamy has been adversely
affected by a number of Gictors, including a significant drop in imternational oil prices due w inereased workd-
wide petraleun production and lower worldwide demand as a result of the Asian economic crisis and warm
weather patterns in North America caused by “Fl Nifio,” with Venezuela and other oil producing nations realizing
lower per barrel oil prices than &t any lime in the past ten years, The Government currently estimales that oil
revenues for 1998 could decrcase by approximately U.S.54.0 billion as compared to 1997 and that a recovery, if
any, in the international oil markets during the remainder of 198 and 1999 will be gradual.

The sharp decline in oil revenues, along with uncertaintios created by the likely efiect of the drop in wil
revennes, i3 Venezuela's liscal accounts, bas caused a more rapid decline in the Bolivar/US. dollur exchange rate
during 1998 to date and a drop in international reserves at Baneo Central. For the first six months of 1998 gross
international reserves lell by U.S.$2.3 billion, or 13.0%, as compared 10 year-end 1997, although current levels
of international reserves remain al historically high levels as compared to recent years. The fall in demand for
Bolivars due 10 coneerns over the anticipated 1998 fiscal deficits in the consolidated public sector accounts and
markel perceptions concerning the sustainability of Banco Central’s fureign exchange policy have increased
demand for LS, dollars, and the expectation of a significant devaluation of the Bolivar against the U.S. dollar has
led to anticipatory price markup policies thal have accentuated inflationary pressures. Some abatement of these
tendencies was observed in June 1998, s higher interest rates, turning posilive in real terms, and a concerted
slowdown i public expendiiures (lucluding those of the national petroleatn copany, Petrdleos de Venezuela, SAL
(“PDVSA™TY, have given greater eredibility in the linancial markets o the announeed policy of reducing Govern-

el l‘h'll'll(]illll‘l?ﬁ.

The {oregoing events have led Banco Central (o intensify its restrictive monetary policies, primarily through the
issyance ol certificates of deposit, and more recently, Titulos de Estabilizacion Monetaria {“TEMs”). Through
such pulicies, domestic interest rates, which had been neutral or negative in real terms, have become positive,
Banco Central has also taken meastires 1o release pressure on Venezuela's international monetary reserves by
increasing the rate of the crawling band for its system of currency exchange. For 1998, the Government set the
initial centrul parity or its currency at Bs, 508.50= U8, $1.00 and a crawling band of 7.5% above and helow

the centeal parity, The monthly rate of increase of the central parity was adjusted from 1.16% to 1.28%. Banco

Central’s testrictive monetary and exchange rate policies have promoted positive real interest rvates, which have

hegun to altraet foreign investment inflows. At July 20, 1998, the Bolivar traded at Bs. 538.50= 1U.8.$1.00.

As a result of the decline in oil revenues, combined with inereased expenditures for salaries and pension henefits
manduted by reforms passed in 1997 1o Venezuela's labor laws, Banco Central currently projects a fiscal deficit
in the consolidated public sector accounts for 1998 of approximately 4.4% of GDP To address the decline in oil
revenues. e Government has implemented a series of budget cuts under its 1998 Budget Law, inclading
reductions o the GovernmentUs expenditures. Tn reducing its capital expenditures, the Government has cut back
on capital trmsfers to state and local governments and certain investments, With respect 1o its current expendi-

tures, the Governmenl has reduced its expenditures on goods and services and made miscellaneous reductions.




The Government also expects to privatize certain of its assets during 1998, simultaneously generating additional
foreign exchange revemies and decreasing the level of government expenditures.

In the longer term, the Government has begun to implement structural changes to mitigate the effects of oil price
volatility, Under the proposed MSF, which has been approved by the {inance committee of the Venezuelan
Congress, in years In which the Government receives revenues from the petroleum sector in excess of the average
of such revenues {or the prior five years, such excess would be retained in special foreign currency aceounts for
use in later years in which petroleum revenues drop below cerlain levels. In addition, in 1997 the Venezuelan
Congress approved the Debt Rescue Fund (“DRFEF”), pursuant to which a portion of the proceeds received by the

Government under its privatization program and other extraordinary revenues would be specifically allocated for

the servieing of public sector debt obligations rather than making such revenues available for general purpose
In its Tirst year of operation, in excess of US.$400 million has been allocated to the DRE Other programs under
discussion or implementation include steps 1o increase the level of nonpetroleum fiseal revenues, such as the
modernization of customs collection procedures. The Government also has submitted a bill 1o Congress that would
amend the current wholesale sales lax and excise lax on certain luxury ters (eollectively, the “LWT™) into a
broader-based value-added tax by expanding the reach of the LWT to the retail level and removing numerous
exemptions. In furtherance of these programs, the Government reached an agreement with the IMF in June 1098

for a staff monitoring program for the period through December 31, 1998,

The inflation rate as measured by the CPl, on an annualized basis through June 30, 1998, was approximately
34%. The persistence of this inflationary trend is due in part 1o continued inflationary expectations resulting from
the anticipated impact on the Government’s fiscal accounts of the recent reforms of Venezuela’s labor laws and
the decline in oil revenues, increases in the prices of certuin public goods and services, an increase in the
minimum wage and increases in the prices of certain agricultural products due to adverse weather conditions
caused by El Nifo. The Government anticipales that its plans regarding the establishment of the MSF and the
other steps taken o reduce the economy’s dependence on international petroleum revenues and to reduce publie
sector expenditures should reduce the volutivity of its fiseal accounts and lessen inflationary expectations over the

longer term.

Social Development

An important goal of Agenda Veneruela is the improvement of soeial development and social well-heing amony
the Venezuelan population. The Government contemplates that its social development programs will be supported
by financial and technical assistance from multilateral institulions, including the International Bank for Recon-
struction and Development (the “World Bunk™) and the Inter-American Development Bank {the “TADB”}, At the
end of 1997, preliminary fignres indicated that Venezuela's unemployment rate was 10.0%. In addition, as much
as one-half of the population may be earning income in the informal sector of the economy, The percentage of
poor and extremely poor among the Venezuelan population has increased from 39.4% in 1995 1o 68.7% in the
second half of 1997, in part due to the failure of wages 1o maintain balance with the high rates of inflation
experienced in 1996 and 1997, In addition to seeking to stimulate real growth in the economy and thereby
increase job opportunities, the Government aims at addressing these issues through an increased emphasis on the

primary education system to improve educational and technelogical skills among the future Venezuelan workforee;

a decentralization of health and education support systenis; and a reform of the social security and pension
systems. In June 1997, the Governmenl adopied a series of long-uwaited labor compensation reforms which are
expected Lo provide greater flexibility in the lubor markets. The reforms caused an increase in Govertirment
obligations for required severance compensation of approsimately U.S.$8.0 billion, which under the new labor law
are required 1o be paid out over a live-year period. The Governmenl has submitted a proposed law to the
Venezuelan Congress that would permil such obligations 10 be documented in a manner that will permit the

salisfuction of such obligations over uan extended period of years.

The Government recently enlered into two separate loan agreements with the TADB, in principal amounts of
U.S.$350 million and U.8.$45 million, respectively, and a 1155200 million loan agreement with Corporacion
Andina de Fomento (“CAF™) (o multilateral development bank, the headquarters of which are located in
Caracas), the proceeds of each of which will be used to reform the social security system,




Principal Economie¢ Indicators

Year Ended December 31,
1993 1991 1995 1996 1997h

(pereentage chang:)

Econeniic :\l‘li\il_\

Real GDP Growth (Decliney™ .00 000000 0L5% 124 3.7% .45 5%
Petroleam Sector 000 0L 0oL 7.1 1.7 T 73 3.4
Nonpetrolisnm Seetlor o0 00000000 o 11.3) {:3.49) 2.1 2.8} 3.8

Comsumer Prices
Exnd ol year 00000000 1590 TORG DO 1063,2% A7.6%.
Average . .00 L L 8.1 604 EUAY yH.9 AT
Wholesule Praces
Endol vear 0000000 e 1745 HO.0% 3% 1OHL0% 27.5%
AVITUEE L L L e 304 7.5 any 3032 298
Unemployment {in pereenty © o 000000 0.3 H.3 10.2 121 10.6

(in millions of U8, dollurs, except where noted)

Balanee of Payments

Exports (Ton) oo oo $14.586 $15,905 $18.842 $23,373 $23.711
Imports (fo.b) . ... ... ... .. . {11,390y (8.346) (1 ],();i?) (9.810} {12,311
Trade Balance . .. ... ... ... ..o 3,196 7,359 6,905 13,563 11,400
Current Account Surplus (Deficit) . . ... .. (1,993) 2.541 2,255 7.374 5,999
Overall Balance . . .. ... .. ... ... . ... {633) (893) (1,126) 0,549 3,445
International Reserves
Gross Banco Central Reserves ... 000 $12.650 $11,507 $9.723 $15.229 $17.818
Liquid Banco Central Operating Reserves . | 8,344 7.217 n,027 11,066 13,9099
Net Banco Central Beserves. ... ... .. L. 8,324 71.262 6,194 12,038 15,659
FIV International Monelary Assels ... ... 481 984 M 1,603 1.14]
Average Petroleum Exporl Price (U.S.$/barrel) 13.34 13.23 14.84 18.39 16.31
[mports Coverage™ ... .. L 13.3 16.5 10.2 18.6 17.4

(in hillions of 1981 Constamt Bolivars)

Consolidated Public Sector

Total Revenues . - o 0 e 13605 1551 115.2 201.1 1910

Tetal Fxpenditares 0000000 1510 231.2 177.6 16002 [75.0

Overall Swplas (Defieity 000000000000 (17.5) {7h.8) (32.4) 1.2 Eo0
{as pereentage of Gy 0000000 oo {3.00% (132905 10.9)% T.3% 2.0%%

(prreentage change in real terms)
Monetary Apgrepgates

Money Suppdy (820 0. 00000 (l3.9% ({3 % (1. 1% (20 8% 1840
Monetary Base .00 000000000 oo (21.%) {32y 117.0) 8.3) A3

(1) Preliminary figures.
(2)  Based on constant Bolivars of 1984 purchasing power (“1984 Constant Bolivars™).
{3} Number of Months of Imports covered by Gross Banca Centrat Reserves,

Source: Banco Central
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Republic of Venezuela

Area and Population

Venezuela is situated on the northern coast of South America. 1t has a coastline of approximately 2,813 kilome-
lers on the Caribbean Sea and the Atlantic Ocean and is bordered on the west by Colombia, on the south by
Brazil and on the cast by Guyana. Venezuela’s national territory of approximately 916,145 square kilometers
includes 72 islands in the Caribbean.

At June 30, 1997, Venezuela had an estimated population of 22.6 million. It is estimated that by the year 2000,
34% of all Venezuelans will be under 15 years of age, 62% will be between the ages of 15 and 64, and 4% will
he 65 years of age or older.

Caracas, Venezuela's capital and largest city, is the political, financial, commercial, communications and cultural
center of Venezuela. The population of metropolitan Caracas is approximately 3.6 million. Maracaibo, the nation’s
second largest ¢ity with an estimated population of 1.8 million, is located near Venezuela's most importanl
petroleum fields and richest agricultural areas. The Venezuelan territory varies from tropical to mountainous

to Amazonian regions, and environmentally protected areas comprise approximately 20% of the land. See
“_Environment.” Drug iraffickers and guerilla incursions from Colombia present a minor but continuing problem
on the sparsely populated western bardet, where Venezuelan armed forces have been stationed to control such
incursions and to provide protection to Venezuelan ranchers residing in this area. Part of the eastern border with
Guyana is subject to a latent border dispute in which Venezuela has claimed that certain territory occupied by
(;uyana should be considered part of Venezuela’s national territory. The area of dispute is currently under the
eomtrol of Guyana. Pursuant to the Geneva Agreement of Fehruary 17, 1966, which has been superseded by the
Protocol of Port Spain dated June 18, 1970, Venezuela and Guyana have agreed to seek a negotiated settlement
of the territorial dispute. Since the execution of the Geneva Agreement, Venezuela and Guyana have periodically
undertaken negotiations regarding the status of the territory, but the negotiations to date have not resulted in a
final accord. The Protocol of Port Spain dees not contain any final date by which the parties must resolve the

dispute.

The estimated lahor force at September 30, 1997 was approximately 9.5 million, of whom approximately 12.4%
were employed in the primary sector (agriculture and petroleum and mining exploration and extraction}, approxi-
mately 19% in the secondary sector (manufacturing, petroleum refining, construction and water and electricity
utilities) and approximately 57% in the tertiary sector (services, finance, transportation, communications and
Government employment).

Programs to improve the social welfare of poor and extremely poor Venezuelans, estimated to represent 68.7% of
the Venezuelan population at June 30, 1997, are part of Agenda Venezuela. See “The Venezuelan Economy—
Historical Economic Performance—Agenda Venezuela and Economic Performance in 1996 and “—Poverty and
Income Distribution; Education.” The following table sets forth comparative GDP figures and selected other
compurative social indicators for 1994 for Venezuela and other sclected Latin American countries:

Yenezuela Argentina Brazil Chile Colombia Mexico Peru
GDP (billions)'" $58.3 $201.9 $554.6 $52.0 $67.3 $377.1 3501
Life expectancy at
birth (years) ... ... 72.1 72.4 66.4 75.1 0.1 72.0 67.4
Infant mortality rate
(per 1,000 births) . . 22 23 45 13 26 32 a2
Adult literacy rate (%) 91.0 96.0 82.7 95.0 91.1 89.2 88.3

(1 The aited Nations caleulates GDP and its components al purchaser values,

Sources:  United Nations Development Program Human Development Report, 1997: World Bauk 1997 World
Development Indicator (statistics for the largest seven economies of Latin America).
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Form of Governmeni and Political Parties

Veneznela, which is divided into 22 states, a federal distriet, a lederal territory and various dependencies, has
had a democratically elected government sinee 1958, following the overthrow of a military dictatorship. The
Constitution of 1961 sets forth the structure of the government, individual and collective rights and duties, aned
the division of powers among the execulive, legislative and judicial branches of government.

Executive power is vested in the President, who is elected for a term of five years, The President may nal
suceeed himsell or be reelected within ten years after the expiration of his term. The Ministers, who together
coustitute the Council of Ministers, are appointed by the President and head various executive departments,
Pursuant to the Constitution, the President is the commander-in-chief of Venezuela's armed forces. The differesn

services within Venezuela's armed forees report to the Minister of Defense.

Traditionally, the two largest political parties in Venezuela have been Aceidn Democratiea (“AD7) and Partido
Social Cristiano (“Copei”). These parties attract support from a wide spectrum of political interests, and both
parties are considered to be centrist. Between 1958 and 1993, representatives of AD held the presidency five
tinies, and representatives of Copei held the presidency twice. In the most recent presidential election held in
December 1993, Mr Rafael Caldera of the Convergencia pary (“Convergencia”), a recently formed party, was
elected president for a five-year term with 30.5% of the vote. M Caldera, who had previously served as
President hetween 1969 and 1974, then as the head of Copei, ran in 1993 as a coalition candidate and defeated
three other candidates, each of whom received between 21.9% and 23.5% of the vote. The Convergencia party
was estublished among many followers of M Caldera from Copei and has been run as a coalition comprised of
number of smaller parties. Mr. Caldern's election reflected the Venezuelan population’s disenchaniment with the
established political parties and concerns over allegations of public mismanagement and corruption by the
traditional majority parties.

The next presidential elections are scheduled for December 1998, The major candidates in the upcoming presi-
dential election are Luis Alfaro Ucero, who has been nominated by AD; Enrique Salas Romer, an independen
candidate and lormer governer of the State of Carabobo, one of Venezuala’s most important industrial arcas; Irene
Siwz, an independent candidate openly supported by Copei and Causa R and former mayor of the Chacao
municipality in the Caracas federal distriet; Hugo Chaves, a former mililary officer who led an unsuccessiul coup
attempl against the Government of then President Carlos Andrés Pérez in 1992, currently running as an indepen-
dent candidate openly supported by the Movimiento al Socialismo party (“MAS”) and other leftist and socialist
parties; Claudio Fermin, a {ormer member of A} and {ormer mayor of Caracas, currently running as an indepen-
dent candidate nominated by Partido Renovacion; and Miguel Rodriguez, an independent candidate and former
cabinet minister and President of Baneo Central during the Pérez adminisiration who has been nominated by
Partido Apertura, the political party founded by ex-president Carlos Andrés Pérez. Convergencia has not yet
annomced whether it will nominate its own candidate or suppert an existing candidate for this presidential
election,

National legislative power is vested in the Congress, which consists of a Senale and a Chamber of Deputies. Both
senators and depulies are elected by universal suffrage for terms of five years. As a result of electoral reform
legislation passed in 1993, approximately one-half of the members of the Chamber of Deputies are elected
through direct elections of individual candidates. The remainder are elected under a proportional representation
system by which party leaders name deputies to seats allocated on the basis of the number of votes received by
curh puarty in each state.

Currently. of the 52 seats in the Senate, AD holds 16, Copei holds 14, Causa R, a relatively new party with roots
in the Guayana labor movement which promiotes labor and socialist policies, holds five, Patria para Todos, a party
which recently separated from Cansa R, holds Tour, Convergencia holds five, MAS holds six and the two remain-
ing seals are held for life by former presidents of Venezuela in aceordance with the Venezuetan Constitution.
MAS, which was formed 1n the 1970s out of the former Venezuelan Communist Party, has shifted its emphasis
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from a socialist orientation towards the support of a market-oriented economy. In the Chamber of Deputies, Al
holds 27.19% of the seats, Copei 26.1%, Causa R 19.7%, Convergencia 12.8% and MAS 11.8%. Prior o the
1993 elections, either AD or Copet had traditionally held a majority or near-majority of cach of the Senate and
the Chamber of Deputies. The 1993 elections resulted in giving neither President Caldera nor his opponents a
working majority in the Congress, and thus coalitions are required for the passage of legislation. Nonetheless, the
Government has been able to date to enact inlo law legislation effecting the major policy objectives of Agenda
Venezuela, such as the passage of the LW, the opening of the petroleum sector to foreign and domestic private
investment, the second stage of the privatization of Compania Anoninta Nacional Teléfonos de Venezuela
(“CANTV?”), the former state-owned monopoly fixed-switched telephony provider, and the privatization of CV.GL
Siderurgica del Orinoco, C.A, {"SIDOR™), the former state-owned steel manufacturing compuny, increases In
domestic gasoline prices and the reform of severance liabilities, through a process of negotiation with the
apposition purties and the formation of ad hoc coalitions. The Government intends te continue its policy of
creating legislative coalitions in an effort to enact into law remaining items of structural reformn comtemplated by
Agenda Venezuela during the remainder of its term ending December 1998, The next Congressional elections are
scheduled for December 1998,

The Senate and the Chamber of Deputies have similar legislative powers. For a bill 1o become law, it must be
approved by a majority of both bodies. Differences between the two chambers are resolved by mujority vote of the
Congress meeling in joint session, The Constitution provides for procedures by which the President may reject

bills passed by Congress, as well as provisions by which Congress may override such Presidential veto aets.

Judicial power is vested in the Supreme Court of Justice (the “Supreme Court™) and various lower tribunals. The
Congress in joint session elects the 15 justices of the Supreme Court for nine-vear stuggered tenns, one-third
being elected every three years. The Supreme Court 1= the final court of appeal and has the power 1o declare null
and void any laws, regulations or other acts of the execulive or legislative branches which conflict with the
Conslitution. Venezuela is currently participating in o judicial relorm program sponsored by the World Bank. With
the support of a U.5.$30 million loan from the World Bank, the Govermment has introduced a number of reforms
to help modernize the judiciary. These reforms include enhanced technology, training and a general restructuring
of the courts. As of May 30, 1998, 1.5.$5.2 million had been disbursed under this loan. The Government has
cond agreement with the World Bank under which U.5.34.7 million will be made availuble

also entered into a =
to modernize the Supreme Court, strengthen its administrative and investigative capacities and increase public

access to the court process.

In each state, executive power is exercised by a governor who is elected by universal suffrage. State legislative
power is vested in state assemblies whoze members are also elected by universal suflrage. In carly 1992, the
electoral procedure for gubernatorial and municipal officials was reformed to require that two-thinds of all
officials be elected directly by the electorate and the remaining ane-third be elected under a proportional
representation system through selection by the political parties based on the percentage of the vote received by

candidates nominated hy the political parties,

For the {irst time in over two decades, two military coup altemipls were staged in 1992 against the Government of
then President Carlos Andrés Pérez. Both attempls were short-lived and did not significantly interfere with normal
economic activily. On December 6, 1992, less than two weeks after the second coup attempt, gubernatorial,
mayoral and city council elections were held throughout Venezuelu as originally scheduled. In May 1993, the
Supreme Court of Justice delermined that sufficient grouwls existed to support a full trial against then President
Perez regarding allegalions of the misapplication of Bs.250 million of Government funds. In accordunce with the
Venezuelan Conslitution, the Venezuelan Senate then determined that a tial should take place and suspended
President Ferez from office. The Venezuelan Congress then elected Mr. Ramdn Veldsquez, an independent Senador
not assoeiated with any of the major political parties, to serve as President until the scheduled Presidential
elections in December 1993, Mr. Velasquez served in that position until M Caldera was elected in December

1993 and hegan serving his term in March 1994,



External Affairs and International Organizations

Venezuela is a member of the United Nations and a founding member of the Organization of American States. 1t
is also a member of the IME the World Bank, the 1ADB, the Organization of Petroleam Exporting Countries
(“OPEC™), the General Agreement on lariffs and Trade (“CATT”) and the World Trade Organization {*WTO™}.

Venezuela has traditionally consulted with various international agencies, such as the 1ADB, the World Bank and
the IME, regarding its economic programs, ohjectives, projections and policies, In particular, Venezuela complies
with Article 1V of the IMF Articles of Agreement, which provides that member countries carry out annual
consullations with the IME

Venezuela is a member of the Andean Communily, an Andean regional integration alliance, the current member
countries of which are Bolivia, Ecuador, Colombia, Peru and Venezuela, Venezuela, along with the other members
of the Andean Community, is currently seeking 1o join Mercosur

Recently, Venezuela has signed several bilateral trade agreements, including with Chile and Mexico, and has
entered into a number of other multilateral trading groups, including the G-3 Group with Mexico and Colombia
and the Caribbean Communily and Common Market (“CARICOM™). See “The Venezuelun Economy—Ilistorical
Economic Performance—Structural A(]jllslnll‘lll 1’1‘()grart|, 1989-1993.” Venezuela is also a member of the Latin
American Integration Association (“ALADI”}, an association which promotes and regulates trade within Latin
America; the International Fund for Agricultural Development (“IFAD™), an association which promotes agricul-
tural development primarily through the making of Toans; and CAK

Environment

Venezuela is a sparsely populated country with a wide range ol geographically extensive habitats, many of which
remain practically undisturbed. Venezuela is one of the world’s most biologically diverse countries and is elassi-
fied by the World Wildlife Fund for Naure as 2 megadiverse country. For example, Venezoels is bome 1o more
than 21,000 species of vascular plants, 1,300 species of birds (out of a world total of 9,000 and including 4%
of the known species of neotropical birds) and more than 300 species of mammals (18 of which are endangered).

Over the last 50 years, the Governmen has instituted a system of prolecled areas to munage and protect
Veneazuela's environment and natural resources. The protected areas how constitute approximately 209% of the
national territory, compared o a world average of only 5%. In addition to preserving the environment and its rich
hiodiversily, the system of protected areas provides tangible economic and social benefits, Feolourism is
dt'vulnping secior of the Venezuelan SCOOmY., The prolection of critical watersheds results in a gn()(] :-;uppl)’ of
potable water for the population as well as the national production and export of electricity. National parks are
the source of 30% of the water supply to major urban areas, as well as 30% of the water used by Venezuelan
hydroelectric dams.

A body of environmenial legislation and an extensive legal system of management and enforcement are in place.
Venezuelu has ratified 72 international treaties related to the environment. Medium- and long-term environmental
goals and related rules are sel forth in the Organie Law of the Environment of 1976 and the Organiec Zoning Law
of 1983, Venezuelan environmental law is administered and enforeed by the Ministry of the Environment and
Renewable Natural Resources (“MARNR™), which was founded in 1976 and has broad authority to issue regula-
lions. MARNR also supervises, plans and administers all aspects of the enjoyment, conservation, defense and
improvement of the environment. Laws regarding municipalities and decentralization allow Tor the sharing and
delegation of federal authority,

MARNR’s policies include strategies and programs inlended to: (1) promote develepment through a rational
apportionment of renewable natural resources that stimulate the growth of industry, lourism and commeree, while
minimizing adverse effects upon society and the environment; (it} improve standards of living by securing a
polable water supply, a healthy environmeant, the treatmient of toxie or dangerous waste products and the eoutrol
of contamination; and (iii) develop and apply clear, precise regulations that facilitate the adequate aned enforee-
ment of environmental policies.



Both the judiciary and MARNR became empowered to enforce environmental law standards through the Environ-
mential Penal Law of 1992, This law calls for criminal sanctions for acts that vielate Venezuelan environmental
laws and regulations as well as for equitable remedies including injunctions, restitution and reparation. Claims
may be brought by hoth the Government und individuals,

The Venezuelan Economy
Overview

While for most of the 20th century Venezuela has been a major petroleum exporter, the Venezuelan economy is
reasonably diversified, with nonpetroleumn activities generating approximately three-quarlers of GDP in recent
years. The major components of nonpetroleum GDP in 1997 included manufacturing (16.5%}), {inancial institu-
tions (12.9%), and commerce (11.8%). Nonetheless, the structure of the Venezuelan fiscal system has been
highly dependent on petroleum revenues, with petroleum revenues accounting in recent years for approximately

three-quarters of Venezuela's foreign exchange earings and over 50% of Venezuela's ordinary {iscal revenues.

Since 1989, the Government has implemented, as part of the Adjustment Program and subsequently as part of
Agenda Venezuela, economie policy measures aimed at reducing the role of the Government in the direct
production and distribution of goods and services and in the Venezuelan economy in general. See “—Historical
Economic Pedormance--Structural Adjustment Program, 1989-1993" and *---Economic Performance in 1996 and
Agenda Venezuela.” To achieve these objectives, the Govemment has reduced and rescinded import controls and
other forms of licensing and implemented a privatization program. Although some of these efforts have

heen adversely allected by the actions taken by the Government in addressing the financial sector crisis (see
“—Historical Economie Performance—The Financial Sector Crisis and Economic Performance in 19947, the
Government anticipates a continuation of these efforts in promoting private sectlor development in 1998 and the
following years. These efforts are intended to refocus the Government’s role toward directing its resources to the
provision of basic infrastructure, health, safety and education services, particularly to the poorer segments of the

population.

Notwithstanding the Government’s efforts, the Venezuelan economy remains a mixed economic system in which
both the public and private sectors are active participants, The Government, through PDVSA and Corporacion
Venezoluna de Guayuna (“CVET), controls significant proportions of GDP in the petroleum, muning and basic
industries sectors of the economy. In addition, the Government supplies the majority of basic services such as
water, cleetricity, health and education. Through PDVSA, the Government also accounts for the bulk of Vene-
zuela’s total exports. Most other economic activities are owned and operated by the private secior.

Historical Economie Performance
Structural Adjustment Program, 1989-1993

Following the inauguration of the Pérez administration in February 1989, the Government adopted a structural
adjustment program (the “Adjustment Program™) aimed at correcting the severe macroeconomic imbalances,
including continued fiscal and capital account deficils and declines in the level of Venezuela's international
reserves, that had constrained economic growth in Venezuela in the 1980s. The Adjustment Program had as its
objective the transformation of the Venezuelan econemy from an economy based on the general subsidization by
the petroleum industry of all other sectors of the economy to a broader-based, competitive economy not tied to
trends in international petroleum prices that would promote suslainable long-lerm growth. The Adjustment Pro-
gram relied on the elimination of many general subsidies in the Venezuelan economy to balance the fiscal
accounts and the introduction of a competitive exchange rate to balance external accounts. By adopting a unified
floating exchange rate, the Government eliminated a de facte system of generalized price subsidies created by a
multiple exchange rate system applied 1o certain consumer goods, decreased imports and prumoted nonpetroleum
exports. The Government also announced the implementation of a program of gradual increases in the price of
many publie sector goods and services, including gasoline, electricity and water The Government liberalized
domestic inlerest rales by removing limits on the maximum interest rates chargeable on loans and payable on



deposits =0 as Lo enable such sales to be set by market Torces, The removal of such prior limits permitied interest
rates to be heeome positive i real lerms, which in turn helped o progote private sector savings and redoee
incentives for capital {light. Combined with an improvement in inlernational petrolennn prices in 1990, the
Adjustment Program was successiul erapidly restoring general macroeconomic equilibria: the deficit of the
consolichtled nonlinaneial pubdic sector was redaeed frome 8.0% of GDP 1y 108Y 10 1 1% in 1989, By 1090
=urplus of 0.29 of GDI was achieved; and the current aceount shifled fram a deficit of L% of GDP iy 1088
to asurplus of 3% i 3% of GDP o 198% and 1990, vespeetively. The Adjustiment Program also resulted,

howeser, in o 8.0% deer

i GDP e 1989 as the ceonomy adjusted 10 new prices and shifted away lrom the
production of jmport substituies toward the marfacture ol products in which Venezoela possesscd o competitive
advantage, Fallowing the renmoval of most price conlrols, exeluding those on a basket of hasic foodstudfs and
tamsportion, consumer prices inereased durtng Marelr and April 1989 10 more realistic levels, Iflation for
1989, as ncasured l»}“ 1he \'|iem;,',t' i the CPL reached 81.0%, ;lll]lllilgh |vx1-|1|||jng the ;[(Ijlmlmg-ui i March and
April 1989 the average monthly inerease duving 1989 was 2.8%.

A major part of the fiseal poliey and public sector restructuring pelicy was the privatization of public wsets.

previoushy noted, in 1991 the Government sold 40% ol CANTY 1o an international consortium led by GTI
Corporation ior LSS 19 Bl a 0% mterest in the staie atrline, VIASAL to [bheria Aickines, a cellular

lelephone hand coneession to a consortium fed by BellSouth, several commercial banks and other assets,

In order to open the Venczuekm cconomy, the Government took o natuber of steps commeneing in 1989 with the
bowering of tariffs and the removal of non-tariff oviers, The Govevroment aceeded 10 GATT o September 1990
wd i addition entered inte a mumber of bilateral and multilateral trade alliances, Venernela caneluded free-
trade agreements with Columbia, Chile, Ecuador, Mexico and the CARICOM countries and prosmoted the creation
of a lree trvde zone among the Andean Community countries within the framework of the Carlagena Agreement.
In addition, Venezacla pursned free-trade agrecments with cerlain couptries of Central America. As a resull of the
free trade agreement with Colambia, Colombia has hecome the targest market for non-eil Venezuelan exports,
which veached TLSE13 billion in 1990, representing a US.$229 million iverease from the previous year I

April TYOT, Yenesuela entered into o framework agreement with the Upied States promole inereased frade and

inveshnenl,

The Government alze commenced o peogram of financial sector reforny in an effort to permit greater transpirency
and market forees in the finaneial intermediation process. Banco Central freed interes) rates to mateh demand,
allowing rates for loans and deposits to float within wide bands. In addition, the Government adopted a4 new law
for Banco Cental which was designed 10 provide for greater independence, See “Finaneial System—RBanco

Central.”

Despite certain macmeconmuic disropltions associated with the implenientation of the Adjustent Program,
including the sipnficant devaluation of the Bolivar against the USs dollar in 1989 npon the frecing of exchange
rate controls and an inerease ininflation as o resadt thereof, the Yenezuelan economy substantially improved s
internal aid external financial positions during the period from 1990 through 1992, By 1993, however, polttical
uncerliinbies caused by two unsuceessful coup attempts i 1992 and elections scheduled for the end of JU993, as
well as high interest rates and contraction in the rate of GDP growlh in the nonpetrolenm sector of the Venezue-

L eeonomy, led to a stowdown in economice activily,

The Finuncial Seetor Crists and Feonomie Performance in 1994

Political difficulties and changes daring 1993, ineluding the: suspension of former President ez, the appoint-
ment ol the sntering Velasguez administration and upeoming congressional and presidential elections, contribited
1o an atmosphere of inereasing commiervial uneertainty and a deterioraton in the cconomy. The ceonomic sitna-
tion deteriorated farther when, in Janiary 1994, the Government was forced 1o inlervene in, and femporarily
close, Buneo Latine, Venezuela's second-largest commercial bank witly deposits of over Bs.134.3 billion (approxi-
nutely USE13 billion). The wemporary elosure of Banco TLatino caused depositors al several other large Venezie-
lan banks to question the solveney of those institutions. As a result, an additional eight financial institations were
Toreed 1o seeh more than Bs.300 Dillion approximately US$4.0 bhilling) in finaneial assistance Trom Mo de
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CGarantia de Depositos y Proteccion Bancaria (“FOGADE”) during the first six months of 1994. In addition,
FOGADE capitalized Banco Latino, prior to its reopening, with Bs.300 billien (approximately U.5.$2.4 billion). In
connection with its financial assistance, FOGADE received collateral, including real estate properties, loan
portfolios and other assets, as security for the repayment of such assistance.

Although the financial sector crisis appeared to be triggered by the Government’s intervention in Banco Latine,
the crisis soon proved to be the result of a number of systemic factors including: {i} internal mismanagement
regarding loans and investments, including certain alleged fraudulent transactions; (i) lack of efficient supervi-
sion within both the system and the individual institutions; {iii) low capitalization levels in the banking system;
(iv} general inefficiencies in the banking sector resulting from an overcapacity of institutions and high transaction
costs; (v} unsupervised and unregulated investments in off-shore banks and loans to interrelated companies with
peor credit; (vi) sustained high interest rates coupled with inflation, which increased the levels of arrears in loan
portfolios; and (vii) general macroeconemic instability in Venezuela. The passage of amendments to the General
Law of Banks and other Financial Institutions in January 1994 and subsequent developments in the Venezuelan
financial sector have resulted in improvements in many of the areas of weakness in the financial sector that
caused the financial sector crisis. See “Financial System—Financial Institutions.”

On March 8, 1994, Congress passed special laws that retroactively raised the upper limit on insured deposits
from Bs.1,000,000 to Bs.4,000,000 and raised the insurance fees that local banks were required to pay semian-
nually to FOGADE from 0.25% to 1.0% of a bank’s total deposits {excluding deposits of public sector entities),
In June 1994, the Republic issued Bs.400 billion {approximately U.5.$2.4 billion) in domestically placed govern-
ment bonds, with staggered maturities, for placement in the market by FOGADE. Tt was anticipated that the
issnance of the government bonds would permit FOGADE to repay a portion of the money that FOGADE
borrowed {rom Banco Central (approximately U.S.$6.9 billion) to assist troubled financial institutions. However,
this objeclive was not achieved because FOGADE was forced to use the proceeds to pay depositors for their
insured deposit amounts and to provide capital to certain of the nationalized financial institutions, Baneo Central
and FOGADE subsequently negotiated terms for the repayment of the debt owed by FOGADE to Banco Central.
The current terms set forth in the Ley de Regulacion de la Emergencia Financiera permit FOGADE to repay the
loan with bonds issued by FOGADE with maturities of no more than 30 years and interest rates not higher than
5.0%.

Government intervention in the financial sector in 1994 caused a significant inerease in the monetary base in
neminal terms, which in turn resulted in an acceleration in inflation and exchange rate deterioration. On June 29,
1994, pursuant to Decree No. 248, the Junta de Emergencia Financiera (“Financial Emergency Board™ or the
“Board™) was created to manage and supervise the remaining financial institutions. The Board was given broad
powers to prevent the failure of additional financial institutions, including the powers to hire and dismiss
directors and managers; expropriate assets from troubled institutions; and direct and upprove the purchase of all
shares of a troubled financial institution that had been pledged to the Government in exchange for FOGADE’s
financial assistance as described above. The Board superseded in authority both FOGADE and the Superinten-
dency of Banks, Members of the Board included the Minister of Finance, the President of Banco Central, and
three individuals appointed by the President of the Republic. The flight of private capital due to the financial
crisis during the first half of 1994 accounted for a significant portion of the U.S.$3.8 billion drop in Venezuela's
foreign reserves during that period. The continuing adverse economic conditions and pressures on the rate of
inflation, exchange rates and the level of international reserves led the Government in July 1994 to implement an
exchange control regime and to adopt price controls in an effort 1o contrel inflation and support Venezuela's
international reserves position.

During the period following the introduction of exchange and price controls, the financial sector continued to
experience additional disruptions. In August and September 1994, the Board discontinued financial assistance o
troubled banks and instead acquired for nominal consideration Banco de Venezuela, Banco Consolidado and
Banco Andine, which together held approximately 15.0% of the financial system’s total deposits. On Decem-

ber 13, 1994, the Board intervened and closed Banco Progreso, and distributed certain of its liabilities among all
the public sector banks. On January 31, 1995, the Board intervened and closed Banco Italo Venezolano, Banco
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Profesional and Banco Principal and distributed certain of their liabilities among the publie sector banks, The
last bank imervened and closed was Banco Empresarial in August 1995, The total cost to the Government of the
financial sector crisis was approximately Bs.2,563 billion in nominal 1erms (approximately U.3.$16.8 hillion).

By the third quarter of 1995, the financtal sector’s position had stabilized. Two foreign banks, ING Bank and
ABN AMR(), opened operations in Venezuela in March and October 1995 respectively, By the end of 1990 the
financiul evisis had been overcome, amd three banks and several wssets owned by financial institutions acquired
by the Government during the financial erisis were reprivatized in December 1990, raising more than Bs.4060
hillion. See “—Agenda Venezuela and Eeononiie Performance in 1996 and “Financial System—Finaneial
Institutions.”

In 1994, alter [our consecutive years of growth, the Venezuelan economy, as measured by GDE contracted in real
terms by 2.99%. The lower level of economic activity contributed to an increase in the unemployment rate in 1994
to 8.5%, compared 1o the 1993 unemployment rate of 0.3%. The balance of puyments registered a deficit of
U.5.$893 million in 1994 despite a significant surplus in the current account of U.8.52.5 billion, which surplus
was principally attributable to an increase in petroleum exports and a decrease in imports of 26.7%. caused
primarily by the imposition of exchange controls, The capital account registered a deficit of 18532 Billion.
partially attributable to a lack of external financial resources, An zeeeleration in prices and exchange rates as
well as an inerease in the monetary base due to government intervention in the financial sector contributid 16 an
inerease in inflation in 1994 as measured by the CPI of 70.8% for 19%4, compared 1o 45.9% in 1993,

FEeonomic Performance in 1995

The Venezuelan economy grew during 1995, with preliminary figures showing an inercase in GDP of 3.7%. This
increase was attributable principally to increased production and exports of petroleum and to higher intemationa)
petroleum prices, Preliminary figures also indicate that the private seetor experienced a gradual decline, princi-

pally in the areas of commerce, financial institutions and eonstruction,

The consolidated nonlinancial public sector registered a deficit of 6.9% of GDE un improvement over the 13.2%

deficit recorded in 1994, The decrease in the public sector deficil was due 1o a decrease in Government
spending and o readjustment of Veneruela’s investment plans in order 1o regain access to loeal and international
financial markets in light of Venezuela's economic situation. The current aceount surplus decreased from U.5.$2.5
billion at vear-end 1994 to U.5.82.3 billion for 1995, primarily as a result of o 37.2% increase in imports, In
addelition, Venezuela's continued lack of access to the international capital markets, combined with continuing
levels of amortizations of public and private indebtedness, led to a capital aceount deficit of U.5.$52.8 hillion as
of December 31, 1995, As of December 31, 1995, the balance of payments registered a deficit of 1.5.$1.1
billion, as compared to the U.5.$893 million deficit registered in 1994,

[nflation for year-end 1995, as measured by the CPl, registered approximately 56.6%, compared 10 70.8% lor
year-end 1994, The significant decrease can be principally attributed to the effects of the exchange and price
controls, During 1995, unemployment increased 1o 10.2% from 8.5% in 1994,

Gross international reserves at Banco Central declined during 1995 by US.$1.8 billion and stood at U.5.$9.7
hillion wt December 31, 1995, Liquid aperating reserves at Banco Central were at US.$5.5 billion at Decem-
ber 31, 1995, International monetary assets of FIV totalled U.5.5906 million at December 31, 1995,

Leonomic Performance in 1996 and Agenda Venezuela

I April 1996, the Government began to implement Agenda Venezuela, which superseded the Adjusiment Pro-
—Structural Adjustment Program, 1989-1993." Agenda
Venezuela is premised upon the acknowledgment that Venezuela's public sector is inefficient and rigid in its

w“

gram implemented during the Wrez administration. See

expenditure, labor and legal structures and that Venezuela’s budget deficits have diverted required financial and
technological investments from the productive sectors of the economy. These malters in turn have adversely
alfected zocial conditions and development, as real wages have decrogsed, pablic serviees have deterioratad and

unemployment and inflation have inereased.



The objectives of Agenda Venezuela include promoting social development, increasing the competitiveness and
efficiency of the economy and its legal structure, stabilizing and strengthening the country’s fiscal accounts,

balance of payments and international reserves and achieving a sustainable low level of inflation. The following

paragraphs describe certain prineipal objectives of Agenda Venezuela and the means by which Venczuelu expects

o achieve such objeclives:

Fiscal Policy.  Agenda Venezuela contemplated an itial period of macroeconomic stabilization through
integrated fiscal, monetary, exchange rate and financial sector policies. Through a process of reduced
spending, privatization and increased collection of nonpetreleum taxes, Agenda Venezuela contemplates
lowering the deficit in the consolidated public sector accounts. The consolidated public sector accounts
recorded a swrplus equivalent to 7.3% of GDP in 1996 and a surplus of 2.6% of GDP in 1997, after {four
consecutive years of deficits in the accounts,

To reduce governmental spending and increase fiscal revenues, Agenda Venezuela contemplates a number of
institutional and legal reforms, including a reduction in the total number of Government employees and the
creation of a more efficient svstem of budget preparation and administration through the adoption of a new
law governing the budgel and appropriations process. Once {ully implemented, these reforms should help to
remove public administration and budget rigidities and create a process of decentralization that allows the
Government to set priorilies for its expenditures, as opposed Lo the previous system in which the Govern-
ment’s expenditures were automatically assigned by formula without regard for the Government’s current
priorities, needs and strategies. Regarding reduction of Government spending, over 17,500 public seclor
employees were terminated in 1996. Regarding increases in revenues, on April 16, 1996, the Government
increased domestic gasoline prices by approximately 800%. Prior to the increase, domestic gasoline prices
hatd heen heavily subsidized by the Government, resulling in substantial annual fiscal losses. In order to
minimize the effects of the gasoline price increase on the poorer segments of Venezuelan society, the
Government announced o subsidy for users of public transportation. On July 31, 1997, the Government
again raised domestic gasoline prices by an average of 25.5% to adjust domestic gasoline prices to the
equivalent export FOB price received by Venezuela from its petroleum exports.

In addition to increasing domestic gasoline prices, the Government has taken a number of other actions to
increase revenues, inchiding the reform of the lax collection process through Servicio Nacional Integrado de
Administracion Trbutaria (“SENIAT"} and the adoption of the LWT and a business assets tax. Further steps
v improve fiscal revenues include the realization of increased receipts from the privatization of state-owned
indusiries and the authorization of private investment in the petroleum sector 1o make needed capital
investments in that sector. The Government also has realized revenues in 1996 and 1997 from Lhe sale of
the assets received by FOGADF, in connection with the financial sector crisis. See “—The Financial Sector
Crisis and Economic Performance in 1994” and “Financial System—Financial Institutions.” The Govern-
ment in the fourth quarter of 1996 completed the reprivatization of several large Venezuelan financial
institutions acquired as a resull of the financial sector crisis in 1994 and 1995, as well as the sale of 40%
of CANTYV {in addition 1o the 40% sold in 1991), FOGADE has continued its reprivatization efforts through-
out 1997 and the first half of 1998 in the {inancial institutions, service, insurance and real estate sectors of

the economy.

Financing Policy.  In order to provide the necessary resources and increase international reserves during the
restructuring process, the Government’s financing policy includes a consensual restructuring of Venezuela’s
bilateral and domestic: indebtedness and a return to the domestic and international capital markets on an
opportunistic basis. Between September 1996 and June 1997, Venezuela issued debt securities in the
German and Euromarkets in the approximate aggregate principal amount of U.5.$700 million. In September
1997, the Republic issued Global Bonds in the aggregate principal amount of U.5.$4.0 billion in an
exchange (the “1997 Global Bond Exchange™) for an aggregate principal amount of U.S.$4.4 billion in
principal amount of its outstanding Collateralized Fixed Rate Bonds Due 2020 (the *Par Bonds™) and its
Collateralized Floating Rate Bonds Due 2020 (the *“Discount Bonds,” and together with the Par Bonds, the
“Brady Bonds™). The 1997 Global Bond Exchange enabled the Government to release U.S.$1.3 billion in
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collateral covering the Brady Bonds, which coliateral was transferred to Banco Central 1o reduce debt owed
by the Government to Banco Central that was incurred by the Government o purchase the collateral for the
Brady Bonds.

*  Monetary and Exchange Poliey. Agenda Venezuela contemplated a restrictive monetary policy. In April
1996, the Government announced a dismantling of the system of official controlled exchange rates instituted
in July 1994 and the establishment of a unified, free-floating exchange rate with free convertibility. Such
policies were intended to help stabilize prices and, along with the financing policies described above, to
help maintain an acceptable level of international reserves. On July 8, 1996, Banco Central announced the
establishment of 4 trading band for the Bolivar For 1997, Banco Central established an initial central parity
of Bs, 472=1.5.51.00, effective January 2, 1997 and a crawling band of 7.5% above and helow the central
parity. On August 4, 1997, Banco Central modified the rate of increuse of the central parity to 1.16% per
month, Banco Central undertook this policy action to conform the crawling band to the actual resulls of 1he
foreign exchange markets. For 1998, the Covernment set the initial central parity at Bs.508.50=1.5.$1.00
and a crawling band of 7.5% above and below the central parity. For the year 1998 the slope of the crawling
hand has been adjusted upward to a rate of 1.28% per month to allow for a reduction of the rate of real

appreciation. At July 20, 1998, the Bolivar traded at Bs.558.50 = U.8.$1.00.

*  Stabilization Funds. As an adjunet to the macroeconomic and social development progrums heing imple-
mented as part of Agenda Venezuela, the Government has introduced a proposed law that seeks to provide
fiscul stability to the Venezuelun economy through the savings of unanticipated revenues from petroleum
sales. Through the establishment of the MSE, the Government would be obligated 10 reserve in special
foreign currency accounts petreleum revenues received in any year that exceed the average of petroleum
revenues for the prior five vears, which excess amounts would be available for use in later years in which
petroleum revenues drop belew certain levels to provide supplementary funds for general budgetary pur-
poses. [n addition, Congress enacted a law for the establishment of the DRF, pursuant to which a portion of
the proceeds received by the Government under its privatization program and other extraordinary revenues
would be specially allocated for the servicing of public sector debt obligations.

*  Social Development. Agenda Venezuela recognizes that in order to position Venezuela successfully in the
global economy, it is necessary to invest in social development. The social instability resulting from the
decrease in real wages, under- and unemployment and the existence of a work force that lacks the educa-
tional and technological skills necessary to develop a competitive economy have impeded the Government’s
efforts to correct the current macroeconomic disequilibria. Among the contemplated reforms are an increased
emphasis on the primary education system; a decentralization of health and educational support systems;
technical and financial support for micro-enterprises (defined as entities with five or fewer emplovees and
with assets of Bs.10 million or less); and a reform of the social security system, including health services,
retirement funds and fringe benefits. On April 15, 1996, the Government announced a number of new social
measures, including an increase in the family subsidy, an increase in the amount received pursuant tn social
securily retiremeni pensions, an increase in public worker salaries, subsidies for public transportation and
certain prescriptions and medicines, and the expansion of staple supply centers which distribute five key
staples at a 40% discount from market prices. The Government has also reformed the labor law. See
“—Employment and Labor.™

The Government contemplates that its social development programs will be supported by financial and technical
assistance (rom multilateral institutions, including the World Bank and the IADB. The Government has entered
into a series of loan agreements with the World Bank and the [ADB covering programs in the areas of social
development, health, education, judicial reform and living cenditions. The Government’s loans from the World
Bank und the 1ADB total U.8.$2.6 billion and U.S.$3.5 billion, respectively, of which approximately U.S.$1.7
billion and US.$1.6 billion, respectively, had been disbursed as of March 31, 1998. The proceeds of such
multilateral loans will be directed to worker Iraining programs; nutritional support for the youth segment of the
population; and strengthening of the health and transportation sectors used by the poorer segments of the
Venezuelan society, In addition, the Government has entered into two separate loan agreements with the IADB, in
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the principal amounts of L.5.53530 million and U.S.545 million, the proceeds of which will be used to reform the
sovial security system, Under the LLS.$350 mitlion loan, disbursements, which are 1o be ade in three separate
tranches, are contingent upon the Governments complianee with cerlain condilions concerming ils macroeeonomic
policies and existing social seeurity system. The Government helieves that it has complied with all of the
conctitions precedent to disbursement of the first tranche under the loan agreemet. The proceeds of the

1.5.$45 million loan are 1o he used to cover certain ancillury costs relating 10 social security reform, inchuding
consulting Tees and legal expenzes. In March 1998, the Government entered into a US.$200 miltion loun
agreement with CAE the mujority of the proceeds of which will be used to capitalize the soctal security systens
pension fimd. As a result of the loan with CAF the Government expects 1o gaise minimum monthly pension
payrnents to s, 75,000 effective April 1, 1998,

With the support of the IME Agenda Venezuela has been designed in two stages. During the first slage, from
April 1996 10 April 1997, the Government adopted measires to stabilize the Venezuelan economy. The objective
of the second stage has been o consolidate stabilization efforts and continue a wide-ranging program of structural
reforms. In the first stage of the implementation of Agenda Venezuela, the Government entered into o 12-month
stundby agreement with the IMEF for a total of .5.8t.1 billion of which U.5.8509 million was disbursed in
accordunce with Venezuela’s balance of payments requirements during the availability period auder the agreement
and remained outstanding at June 30, 1998, The standby agreement contained a number of targets imtended 1o
promote grealer {lexibility in the economy through the removal of price and exchange controls; the rednetion of
the fiscal deficil through the adoption of measures to inerease ordinaey fiscal revenues and to redoee public
expenditures; the introduction of structural reforms, including privatization of the state-owned banks and other
public enterprises; and labor reforns. In June 1998, the Government reached an agreement with the IME lor a
staff monitoring program for 1998, the terms of which set targets for fiscal deficits and anpual inflation,

Agenda Veneruela also contemplated that nuny of the financial institutions taken over by the Government during
the financial sector erisis will be returned to privite owaership and that improved regulation of the banking
sector as a result of legal and regulatory reforms commenced in the heginning of 1991 will resudt in a stronger,
more competitive financial secton During the sccond half of 1996 and the first ball of 1997, the Govertnment
successfully reprivatized three of the banks which v had intervened during the finaneial sector evisis, sold the
branch networks of Banco Latino, and sold assorted assets and entities owned by the Venezuelan bucks inter-
vened by the Government in 1994 and 1995, In December 1997, the Government reprivatized Banco Popular y

de los Andes. See “—DPrivatization Program™ and “Financial System— Finaneial Institutions.”

Agenda Venezaela achieved o number of positive results in its ficst vear of implementation. Even though the
inflation rate for year-end 1996 was 103.2%, the inflation rate slowed in the second half of 1996 with an
acceumnulated inerease of 25.2% compared 1o the 62.3% registered o the first halt of 1996, As previously noted,
the financial sector crisis was overcome in 1990 and three banks and several assels owned by financial mstito-
tions acquired by the Government during the crisis were privatized in December 1990, ruising more than Bs. 106
billion. Major foreign banking institutions, inchading Baneo Bilbao Vizeaya, Grupo Suntander and a large Chilean
group, Infisa, participated in soch acquisitions and, as a vesult, have active operations in the country, At
Becember 31, 1997, all Venezuelan commercial banks were in compliance with internationally recognized mini-
mum capital adequacy standards (the “Basle Standards™), and their profitability indicators have exhibited gradual

improvement. See “Financial Systen—Finaneial [nstitutions.”

Although the poliey action items of Agenda Venezaela, including the devaluation of the Bolivar, the retneval of
price and interest vate controls and the inereases in the prices of public sector gowds and serviees such as
domestic gasoline, have resulled in dimiuished purchasing power for the Venezuelan population, the Govermment
believes that the Vencezuelan public s heen generally supportive of Agenda Venezaela, Althongh there were
certain peaceful public protests in conmection with the increases in the price of domestic gasoline. the majority of
the Venezuelan population have aceepted the increases in prices, unlike the situation encountered when the
Government raised gasoline prices in 1989, at which time widescale riots resulted in over 250 deaths and
significant property damage. The Government believes that the Venezouelan public shaves the Government's
principal goals of improving the competitiveness and efficiencey ol the Venezuelan economy with o sustainable low
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tevel of inflation and unilerstands that the adjustment actions taken under Agenda Veneznela have been necessary
steps in accomplishing such goals notwithstanding their initial adverse effects on the Venczuelan population and
ecanomy,

According 1o preliminary figures, the Venezuelan economy, as meusured by GDE contracted 0.4% during 1996
notwithstanding the 7.7% growth experienced by the petroleum sector. The nonpetroleunn sector contracted by
2.8%. The expunsion in the petroleum sector is attributable 1o an increase in international demand, investments
made within this sector by both national and international companies through the program to open the petroleum
sector (see “Principal Sectors of the Venezuelan Economy—Petroleum and Natural Gas—The Opening of the
Venezuelan Petroleum Sector”) and increases in international oi] prices. The contraction in the noupetroleam
sector can be attributed (o a decrease i internal demand due to price adjustments and deterioration of salaries
in real terms, Preliminary ligures for 1996 show an increase in unemployment 10 1249 compared o 10,2% in
1995, with the highest unemployment levels in the construction (20%), manufucturing (11.3%) and serviees

(11.19%) sectors,

The: consolidated public sector registered a surplus equivalent to 7.3% of GDP in 1996 which reversed the
previous year’s deficit of 0.9% of GDE This result was achieved through an increase in fiscal revenues resulting
from, among other measures, an increase in the LWT from 12.5% to 16.5%, an increase in the domestic price of
gasoline by approximately 800%, adjustments in certain public service tarifls and improvements in Venezuela's
tax collection systems, The oil royalty payment from PDVSA increased as a result of increased oil exports during
the year, The central Government registered a deficil equivalent to 0.6% of GDP compared to the previous year's
deficit of 4.3% of GII?

In 1996, the balance of payments registered a surplus for the first time in five years, reaching 1.5.$6.5 hillion,
This surplus can be attributed to a trade surplus of U.S.$12.2 billion, which allowed the current account balance
to increase by 1.5.$5.1 billion over its level in 1995, The positive results for 1996 were achieved as a resull of
substantial increases in the dollar value of oil exports and a significant increase in foreign direct investment in
Venezuela, Also, an addilional 40% of CANTV was sold by FIV in 1996 in an initial public offering listed on the
New York and Caracas Stock Exchanges. The CANTYV initial public offering included a feature intended 1o help
1o promote stock ownership among Venezuelan cilizens, See “Financial System—Securities Markets.” The
increased investment in both the financial and petroleum sectors contributed significantly to o reduction in the

capital aceount deficit from 11.5.$2.8 billion in 1995 v U.5.$518 million in 1996.

Gross inlernational reserves al Banco Central increased by U.8.$5.5 hillion during 1996, and stood at 1.8.$15.2
billion at December 31, 1996. Liquid operating reserves al Banco Central totaled US.$11.1 hillion at year end
1996, and net international reserves st Banco Central totaled U.S.$12.0 billion at the same date. Tnternational
monetary assets stood at U.5.517.1 billion at December 31, 1996.

Economic¢ Performance in 1997

The Venezuelan economy recorded real positive growth in 1997 of 5.1% of GDP. The petroleum sector of the
cconomy recorded growth of 8.8%, based in parl on the Government’s initiatives 1o open the petroleunt sector to
private investment, See “—Principal Sectors of the Venezuelan Economy—DPetroleum and Naturul Gas.” The
nonpetroleum sector of the economy recorded its strongest results since 1992 with real growth of 3.3% as the
economy benefited from the continuation of policy measures implemented under Agenda Venezuela, In 1997, the
Government took a number of additional policy actions in furtherance of Agenda Venezuela, including the
adoption of reforms in Venezuelan labor and social security laws, a further increase in the price of donwestic
pagoline to raise such prices to the FOB export price fur Venczuelan gasoline, a return 1o the United States
capital markets and the privatization of C.V.G. Siderirgica del Orinoco CA. (“SIDOR™), the state-owned steel
producer, which was completed in January 1998.

Inflation for 1997 totalled 37.6%, as compared with 103.2% for 1996. The relative stability of the Bolivar, which
went from Bs.476.75 = US.31.00 on December 31, 1996 1o Bs.504.75 = US.$1.00 at December 31, 1997, was
maintained in part due to strong inflows of foreign exchange from the petroleum industry. Such inflows related

both 10 the increased production and sales by PDVSA (with petroleum sector exports tolalling US$18.3 billiow in
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1997, compared to U.S.$17.6 billion in 1996) and to foreign direct investment through the Government’s pro-
grams to open the petroleum sector lo private investment (with direct Investment in the petroleum sector in 1997
totalling 11.5.$3.2 billion). The balance of payments recorded its second consecutive surplus in 1997, registering
a surplus of U.5.$3.4 billion after a 1.5.36.5 billion surplus in 1996.

The consolidated nonfinancial public sector registered a surplus of 2.6% of GDE the second consecutive year in
which the consolidated public sector accounts recorded positive results, Inflows from the petroleum sector,
including extraordinary income received as a result of bidding contracts under the third round of the Govern-
ment’s targinal fields initiative (see “~—Principal Sectors of the Venezuelan Economy—Petroleum and Natural
Gas—The Opening of the Venezuelan Petroleum Sector”), more than offset increased salary and severance
obligations that accrued due to changes in minimum wage legislation and amendments in the laws governing
severance payments. Unemployment dropped from 12.4% ul year end 1996 to 10.6% at year end 1997,

Gross international reserves al Banco Central increased during 1997 by U.8.$2.6 billion and stood at U.S.$17.8
billion at December 31, 1997, the highest level recorded at Banco Central in Venezuela’s history, Liquid
operating reserves at Banco Central totaled U.S.$14.0 billion at year end 1997, an increase of U.S.$2.9 billion
from the prior year, and international monetary assets totaled U.5.$19.1 billion at December 31, 1997, The
foregoing results were due in part to continued strong performance of the petroleum sector, including the opening

of that sector to private investment.

Recent Economic Performance

Beginning in the last quarler of 1997 and continuing to date, the Venezuelan economy has been adversely
affected by a number of factors, including a significant drop in international oil prices due to increased world-
wide petroleum production and lower worldwide demand as a result of the Asian economic crisis and warm
weather patterns in North America caused by “El Nifio,” with Venezuela and other oil producing nations realizing
lower per barrel vil prices than at any time in the past ten years. The Government currently eslimates that il
revenues for 1998 could decrease by approximately U.5.54.0 billion as compared to 1997 and that a recavery, if
any, in the international oil markets during the remainder of 1998 and 1999 will be gradual.

The sharp decline in oil revenues, along with uncertainties cveated by the likely effect of the drop in oil
revenues, in Venezuela's fiscal accounts, has caused a more rapid decline in the Bolivar/U.S. dollar exchange rate
during 1998 to date and 4 drop in international reserves at Banco Central. For the first six months of 1998 gross
international reserves fell by U.%.$2.3 billion, or 13.0%, as compared to year-end 1997, although current levels
of international reserves remain at historically high levels as compared to recent years. The fall in demand for
Bolivars due to concerns over the anticipated 1998 fiscal deficils in the consolidated public sector accounts and
market perceptions concerning the sustainability of Banco Central’s foreign exchange policy have increased
demand for U.S, dollars, and the expectation of a significant devaluation of the Bolivar against the U.S. dollar has
led to anticipatory price markup policies that have accentuated inflationary pressures, Some abatement of these
tendencies was observed in June 1998, as higher interest rales, turning pusitive in real terms, and a concerted
slowdown in public expenditures {including those of PDVSA) have given greater credibilily in the finaneial
markets to the announced policy of reducing Government expenditures.

The foregoing events have led Banco Central 1o intensify its restriclive monetary policies, primanly through the
issuance of certificates of deposit, and more recently, TEMs. Through such policies, domestic interest rates,
which had been neutral or negative in real terms, have become positive. Banco Central has also 1aken measures
to release pressure on Venezuela’s international monetary reserves by increasing the rate of the crawling band for
its system of currency exchange. For 1998, the Governmenl set the initial central parity for its currency at

Bs. 508.50=U.S. $1.00 and a crawling band of 7.5% above and below the central parity. The monthly rate of
increase of the central parity was adjusted from 1,16% to 1.28%. Bancao Central’s restrictive monetary and
exchange rate policies have promoted positive real interest rates, which have begun to attract foreign investment

inflows. At July 20, 1998, the Bolivar traded at Bs. 558.50=U.5, $1.00.

As a result of the decline in oil revenues, combined with increased expenditures for salaries and pension benefits
mandated by reforms passed in 1997 (o Venezuela's labor laws, Banco Central currently projects a fiscal deficit



in 1he consolidated public sector accounts for 1998 of approximately 4.4% of GDE To address the decline in oil
revenues, the Government has implemented a series of budgel cuts under its 1998 Budget Law, including
reductions in the Government’s expenditures, In reducing its capital expenditures, the Government has et back
ot capital transfers Lo state and local governments and certain investments. With respect to its current expendi-
tures, the Government has reduced s expenditures on goods and serviees and also made miscellaneous reduoe-
tans, The Governmenl also expects to privatize cerfain of ils assets durisg 1908, simultaneously generating

additienal forcign exchange revenues and decreasing the level of government expenditures.

fn the longer termy the Government has begun (o implement strnetural changes 1o mitigate the effects of oil price
voludility, Under the praposed MSE, which has heen approved by the finance committee of the Venezuelan
Congress, in years in which the Government receives revenues from the petroleum sector in excess of the average
of such revenues for the prior five years, such excess would be retained in special foreign curreney accounts for
use in later vears in which petroleuns revenues drop below certain levels. In addiion, in 1997 the Venezuelan
Congress approved the DRE pursuant 10 which a portion of the proceeds received by the Government under its
privatization program and ofher extraordinary revenues would be speeifically allocated for the servicing of publie
sector debt obhgations rather than making such revenues available for general purposes. o its first year of
aperation, in excess of 1.5.$400 million has been allocated (o the DRE Other programs under discussion or
implementation include steps to increase the level of nonpetroleum fiscal revenues, such as the modermizalion of
customs collection procedures, The Govermment also has submitted a bill 1o Congress that would amend the
coreenl LW into a broader-based value-added tax by expanding the veach of the LWT o the retuil level and
removing numerous exemptions, In furtherance of these progrinms, the Government reached an agreement with the
IME in June 1998 for a stalf monitoring program for the period through December 31, 1998,

The inflatton rate as measured by the CP o an annualized Lasis through June 30, 1998, was approximately
3% . The persistence of this inflationary trend is due m part to continued inflationary expectations resulting [rom

the anticipated impact on the Government's liscal accounts of the recent relorms of Venezuela's labor laws and

the decline in oil revenues, increases in the prices of certain publiv goods and services, an inerease in the
s i the prices of certain agricultural products due to adverse weather conditions
caused by El Nitto. The Government anticipates that its plans regarding the establishment of the MSF and the

minimum wage and increa

sther steps taken to reduce the economy’s dependence on international petroleim revenues and 1o reduce public
sector expemniditures should reduce the volativity of its fiscal accounts and lessen inflationary expectations over the

longer term.

Gross Domestic Product

Venezuela experienced volatile rates of growth during the period [rom 1989 10 1997, In 1989 there was a
signilicant decrease in economic activity associated with the introduction of the Adjustment Program, evidenced
by reduction in real GDP of 8.6%, with vommerce, construction and manufacturing sectors registering substan-
tial decreases. The effects of the Adjustment Program began to produce a recovery in economic activity in 1990,
with GDP growing al a rate of 6.5% in real terms. This recovery vontinued in 1991, with the economy growing at
wreal rate of 27%, ted by the petrolewn sector registering real growth of 10.3%. In 1992, despite lower
imernational oil prices and significant political turbulence, the Venezuelan economy grew by 0,1% in real terms,
[ed by the nonpetrolenm sector, which grew by 7.7% (including particularty strong contributions from construe-
fien, mining and eommeree), while the petroleum sector contracted by 1,2%, In 1993, GDP grew at a real rate of
0.3%, with the petroleum sector growing at 7.1% atul the nonpetroleum sector contracting 1,3%. In 1994, after
four years of real growth, the cconomy contracted by 2.3% in real terms, principally as a result of the financial
seclor crisis, In 1995, the economy grew by 3.7% in real terms, ted by higher output and prices in the petroleum
sector In 1996, the economy vontracted by 0.4% in real terms, the net resull of an increase of 7.7% in the

petralenm sector and a contraction of 2.8% in the nonpetroleum sector.
Feonomic activity resumed o pattern of positive growth in 1997 following the adjustments that accompanied the
introduction of Agenda Venezuela, In 1997, GDP grew at o real rate of 3.1%, with the petroleum sector

increasing at a rale of 8.8% and the nonpetrolenm sector growing at a rate of 3.3%. The Government anticipates



a decline in economic growth in real terms in 1998, principally as a result of the significant drop in activity in
the petroleum sector due to the declines in the international petroleum market.

The following table sets forth Venezuela’s GDP and expenditures in 1984 Constant Bolivars for each of the years
indicated and GDP and expenditures in nominal Bolivars for the year ended Decemwber 31, 1997:

Year Ended December 31,

1993 1994 1985 18964 19971 1897
Value Share Value Share Value Share Value Share Value Share Value Share
(in bliions of 1964 Constant Bolivars and as {in billions of
percentage share of GDP) nominal Bollvars)
Aggragate Gtobal Demand . . . . . . . .. .. .. ... . 5582 100.0 545.1 1000 565.0 100.0 §82.6 100.0 5913 100.0 42,744 5 100.0
Aggregate Internal Demand . . . . . . ... .. ... . ..4782 B57 4329 794 4615 B1.7 4348 773 458.1 775 38.815.1 a0.g
Gross Capital Formation . . . . . .. .. ... ... ... 98.7 17.7 809 148 804 142 736 131 876 148 7.230.7 16.9
Public . . .. . L e 57.7 10.3 435 8.0 4835 8.2 470 854 522 88 40759 9.5
Private . . . . . . . .. e e 41.0 7.4 373 68 34.0 6.0 266 47 354 60 3,154.8 7.3
Consumption . . . . . . ... 0o 385.0 69.0 3670 67.3 3714 657 354.8 83.1 3661 619 31.250.4 73.1
Public . . ... ... .. ... ... ... .... 578 103 542 100 556 98 514 91 525 89 2.672.7 6.2
Private . . . . . . . . .. 327.3 58.6 3128 574 3157 559 303.4 539 3138 530 28.577.7 66.8
Variaton of Steck . ., . . - . ... 0oL {5.5) (1.0) (15.0) {27y 8.7 1.7 6.3 11 4.4 07 3341 08
Net Extarnal Demand® . . . .. .. .. .. ... . . .. BO.O 143 1122 206 1035 183 127.8 227 1333 225 39293 92
Gross Domestic Product . . . . . . . . ... 558.2 100.¢ 545.1 100.0 565.0 100.0 562.6 100.0 591.3 100.0 42,744.5 100.0
Patrofeurn Activities . . . . . . . . . ... L. .. 1244 P£22.3 130.2 239 1394 247 150.2 267 1634 276 8,973.2 21.0
Non-petroleumn Activities . . . . . . . . . . . .. . .. .. 42289 758 4063 745 415 73.4 403.4 717 4166 704 30.575.5 715
Agriculture . ... L L 27.4 4.9 27. 49 270 48 275 49 283 4.8 1,733.0 4.1
Mining. . ... ... .. ... ... .00 4.2 0.8 4.7 o8 50 08 5.1 0.9 55 1.0 347 .4 og
Manufacturing . . . . .. .. o0 L a1.2 16.4 880 161 940 166 B95 160 919 155 51104 12.0
Water and Electricity . . . . . ... ... ... ... 95 1.7 9.6 1.7 9.9 1.8 100 1.8 105 1.1 694.1 1.6
Construction . . . . . .. ... 39.3 7.1 325 59 309 &5 315 57 354 6.0 2.255.1 5.3
Commerce™ ..o 753 13.5 603 124 693 123 628 11.3 654 11.1 6,508.7 15.2
Transportation™ . . . ... 0 L0 28.1 50 271 49 280 S0 284 51 302 5.1 3,640.5 as
General Government . . . . .. . .. ... L 46.4 83 466 84 469 84 451 B.1 436 7.4 1.991.1 4.7
anan({:ial tnsititutions!® . . . .00 750 135 734 134 731 131 705 127 71.7 121 53973 12.6
Other® 265 48 279 50 308 55 331 60 341 57 28578 6.7
Impert Rights . . .. . . . .. .. ... . ......... 11.0 2.0 BB 1.6 106 1.8 9.0 16 11.4 19 3,195.7 7.5
1994 1995 1996 1997
{Percentage change from prior year in real terms)
Aggregate Qlobal Demand . . . . . . . ... ... .. .. {2.3) 37 {0.4) 51
Aggregate Internal Demand . . . . . . .. ... 0oL Lo . . (9‘5} 6.6 (5.8 54
Gross Capital Formation . . . . . . . . . ... o L. (18 (0.5) (8.5 19.0
Public . . . . . . e . ... (245 6.7 1.2 111
Private . . . . ... ... .... ... (9.0 (9.0) (21.7) 33.1
Consumption . . . . .. .. .. L e L L. (47 1.2 (4.5) 3.2
PUBIC . . . . . o L (5.9; 2.6 (7.6} 2.0
Private . . . . . . . . e 4.5 0.9 (3.9) 34
Variation of Stock . . . . ... ..o oo o L L
Net Extarnal Demanad® | . . . . ... 40.3 (7.7 23.4 43
Gross Domestic Product . . . . . .. .. Lo oL {2.3) 3.7 (0.4) 5.1
Petroteumn Activities . . . . . . . .. .. ... L . 4.7 71 7.7 8.8
Naon-petroleum Activites . . . . . . . . .. .. e (3.9) 2.1 2.8) 3.3
Agriculture . .. . ... .. e {1.1) (0.5) 1.9 2.7
Mlmn? 1086 7.5 1.7 8.3
Manufacturing . . . . . .. ..o L . 3.4 8.8 (4.8) 28
Water and Electricity . . . . .. . . .. ... 0L L . 1.4 2.6 1.2 4.9
Construction . . . . .. .. ... e L {(17.4 5.0) 1.9 12.6
Commaerce'™ . . . 0oL . ... ..... (BO 0.1 (9.4) 4.2
Transportation™ . . . ... .o (3.4 3.3 1.2 6.5
General Governmen} .......................... A 0.4 0.7 (3.8) (3.3}
Financlal Institutions S ‘ (2.1) (0.4) (3.6 1.8
Other™ . .. 0 . PP 6.6 0.2 7.6 2.9
AGIUSITONTS . . . . o L e (21.8) 240 {15.7) 26.7
(1) Preliminary figures.
2) Exports minus imports.

tncludes commerce, restaurants and hotels.

Includes transpont, storage and communications,

5 Includes financial institutions, insurance, real estate and lending activities.

€) !Includes community, social and parsonal services and private non-profit services and private non-profit services minus imputed banking
services.

N

Sauree: Bunew Central,

Inflation

Venezuela has experienced high levels of inflation during the last five years as a consequence of a variety of
factors, including devaluations of the Bolivar, consolidated public sector deficits, increases in the prices for
public and private sector goods and services and increases in taxes. Although the Government has effected a
number of policies to reduce inflation since the initial implementation of the Adjustment Program in 1989, those
actions have not been uniformly successful and in some instances the policy measures laken have led
temporary exacerbations in the rate of inflation, The freeing of interest and exchange rates in 1989 i the
commencement of the Adjustment Program and again in 1996 at the outset of Agenda Venezuels in each case

25



resulted in significamt surges of inflation upoen the readjustment of reul prices that had been restrained by the
prior controls, In addition, the Government’s actions in adjusting the prices of public goods und services 1o
remwve general subsidies, including increases in the prices of domestic gasoline and utilities, and in adjusting
minimun wage levels to address the negative effect of prior increases in inflation on the purchasing power of the
working population, have themselyes led o increases in inflation. Tu is the Governmoent’s expectation that onee
the prices of such goods and services and salary levels have reached appropriate levels, the patterm of continuad
significant increases ininflation should lessen.

The rate of inflation incressed in 1993 by 14.0 percentage points over 1992 10 45.9%. This increase was due in
part to the increased charges for public services, a recurring fiscal deficit and continued political uncertainty,

An acceleration in prices and exchange rates as well as an increase in the monetary base due 1o government
intervention in the financial sector in response to the finanecial seclor crisis contributed to a 24.9 percentage
point increase in inflation during 1994 to 70.8%.

Inflation for year-end 1995, as measured by the CPL reached approximately 56.0%, down 14.2 percentage points
from year-emd 1994, The decrease can be principally attributed to the effects of the exchange rate and price

controls implemented during the year.

Inflation for year-end 1996, as measured by the CPL, increased by 46.6 percentage points over the previous year,
reaching 103.2%. This increase was due to several policy measures implemented under Agenda Yenezuela
imcluding the devaluation of the Bolivar, the elimination of price controls, an increase in the level of taxation, and
an increase in prices for goods and services produced by the publie sector

Inflation for year-end 1997, as measured by the CPl, was 37.6%, compared to 103.2% for the same period in
1996. The rate of inflation decreased during 1997 as the devaluation of the Bolivar against the U.S. dollar
moderaled in light of the Government’s fiscal surpluses for 1996 and 1997, Inflation as measured by the CI’1, on
an annuabized basts through June 30, 1998, was at 4 rate of approximately 34%, and the Government anticipates
that inflation for the full 1998 year will be similar to that experienced in 1997, The persistence of this
inflationary trend is due in parl to continued inflalionary expectations resulting from the anticipated impact on
the Government’s fiscal accounts of the recent reforms of Venezuela’s labor laws and the decline in il revenues,
increases in the prices of certain public goods and services, an increase in the minimum wage and increases in
the prices of certain agricultural products due to adverse weather conditions caused by El Nino. The fall in
demantd Tor Bolivars due to coneerns over the the anticipated 1998 fiscal deficits in the consolidated public
sector acvounls and markz1 perceptions concerning the sustainability of Banco Central’s foreign exchange policy
have inereased demand for dollars, and the expectation of a devaluation has led to anticipatory price markup
pulicies that have accentuated inflationary pressures. Some abatement of these tendencies was observed in

June 1998, as higher interest rate levels, turning positive in real terms, and a concerted slowdown in public and
PDVSA expenditures, have given greater eredibility in the financial markeis 1o the announced policy of reducing
Government expenditures, The Government anticipates that its plans regarding the establishment of the MSF und
other steps tlaken 1o reduce the economy’s dependence on international petroleum revenues and to reduce public
sector expenditures should reduce the volativity of its fiscal accounts and lessen inflationary expectations vver the
longer term,



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

1983 1994 1895 1996 1997 1988
1993 1994 1995 1996 1997
Quarters Full Quatters Full Quarters Full Guarters Full Quarters Full Quarter
T M IV Year | I M1 ¥ Year 1 N W W Year + ¥ I WV Year | N 1l IV Year i
(percentage change during perlod)
Producer Prica Index!":
Manufacturing
Goods®:
Avgrage . . . . . . BB 69 78159 336 11.8 162 246 92 69.0 11.1 10.0 56 9.6 531 341 351 168 54 1105 4.0 50 46 50 330 4.7
£nd of Pariod® ., na. na na na 452 na na na na 754 na na na na 413 na na na na 1123 na. na na na 198 na.

Raw Matarials for
Construction:

Average . . . . . . 115 79 7.2 136 368 148173 306 59 785 84 84 34 79 459 463 37.1 152 451247 65 46 52 39 346 53
End of Perod® . . na. na. na. na. 464 na na na na 862 na na na na 313 na na na na 1318 na na na na 209 na
Wholasale Prica
Index':
Domastic Goods!™:
Average . . . . . . 75 70 B.7 191 358 t26 13.6 29.8 124 764128 9.0 68 87 603 332 271174 63 996 41 80 47 41 327 8.0
EndotPerod . .. 98 48 91 186 48B 114 222 226 11.5 86.0 124 87 720107 448 325 350 94 4B 1052 35 58 43 44 193 6.7
Imported Goads!":
Average . . . . . . 106 81 64 124 345 142 199 324 101 807 76 54 6.5 111 508 43.0 30.2 127 451138 1.2 1.8 27 54 219 27
End of Peried . . . 116 93 46 123 43.3 17.7 348 20.3 7.1 1001 BO 4.7 42171 405 453 290 82 241074 ¢9 22 27 54 11.7 27
Consumer Prica index®™
(Caracas Matro
Area):
Average . . . . . . 8.1 B4 956 123 381 10.4 128 20.0 141 608 9.9 11.6 9.7 143 590 230 285 186 114 989 78 7.0 86 102 50.0 72
Endof Pariod . . . 8.1 90 99127 459 93184 162135 708 9.0 120 95121 566 239 309 13.2 106 103.2 68 7.5 97 94 376 71

51) The Wholesale Price Index and the Producer Price Index include the General Wholesale Tax. .

2) The parcentage changes refar to the praducer price index for manutactured goods (Caracas Metropolitan Area and Central Region of Venezueta—Base 1984 =
100).

(3} This index is calculated with quarterty information collected at mid-term.

{4) The percantage changes refer to the wholesale price index for manufactured goods {Caracas Metropolitan Area and Central Regicn of Venezuela—Base 1984 =
100

(5) Base 1984 = 100.
n.a. Not available.

Source:  Banco Central,

Privatization Program

In recognition of the fact that the Government will be unable, dve to budgetary constraints, to provide sufficient
eapital resources to the state-owned enterprises and in order to attract new capital and technology to such sectors
of the economy, the Government identified a large set of assets at the outset of the Adjustment Program that
would be better managed by the private sector. Such assets included certain public sector assets in industries
such as telecommunications, banking, electricity, steel and aluminum in which the Government'’s role is no longer
deemed to be relevant and in which the private sector will be able to provide needed new capital and technology
more efficiently than the Goverment. The assets being privatized also include miscellaneous assets that have
come under Government ownership in the past, including hotels, farms and agro-industry companies, cement
plants and industrial companies. In addition, the Government’s privatization program seeks to remove the budgel-
ary burden on the consolidated public sector by inefficiently managed public sector enterprises.

The Government’s privatization program is being managed by FIV, except with respect to the financial entities
that were acquired by the Government during the financial crisis, which are under the control of FOGADE. FIV,
which was established in 1974 to act as a mechanism for directing the Government’s petroleum revenues into the
nonpetroleum sectors of the Venezuelan economy, was restructured in 1990 to oversee the privatization process.
Pursuant to applicable law, public sector assets scheduled for privatization have generally been transferred to FIV
for restructuring and temporary financial assistance while the Government establishes necessary regulatory
frameworks for the entities to be privatized and commences the privatization process. The proceeds of the
privatization transactions are then used to repay FIV’s interim financial assistance, with the balance being
transferred to the consolidated public sector accounts.

The Government’s privatization program has resulled in the transfer to private ownership and operation of a
number of Venezuela's previously state-owned industrial and commercial companies. Since 1990, FIV has suc-
cessfully privatized 40 companies in industries ranging from telecommunications and airlines to hotels and dairy
processing facilities, raising a total of approximately U.5.$4.8 billion. Of this amount, over U.5.53.8 billion has
been received from foreign investors. Among the most significant public sector assets sold by FIV in the
Government’s privalization program 1o date are 94% of CANTV; the “B” band cellular telephone concession;
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several commercial banks; and most recently, in January 1998, 70% of SIDOR, the country’s most important
steel producer. FIV views foreign participation, with access to new technology, markets and financing, as integral
1o a suecessful privatization process. In addition, the privatization process generally contemplates thal a minority
of the privatized enterprise’s shares will be made available for purchase by the entily’s employees, often on
financed terms, as well as retired persons and the general public in Venezuela,

After a period of significant activity in the privalization area in 1991 and 1992, the privatization program was
delayed in 1993 as a resull of the political and economic uncertainty then faving Venezuela and in 1994 as the
Government addressed the financial sector crisis. Since the announcement of Agenda Venezuela, the Government
and FIV have reinvigorated their efforts to sell public sector assets. In 1996, the Government sold 43% of
CANTV (following an earlier sale of 51% in 1991) in an initial publie offering listed on the New York and
Caracas Stock Exchanges, and in 1998 the Government sold 70% of SIDOR. The Government also made progress
i the restruciunng of certain integrated aluminium sector assels vwned by CV(, although two atlempts to sell
stich assets in 1998 have been unsuceessful as potential bidders have failed in successive auctions to present
bids, See “Principal Sectors of the Venezuelan Economy—Manufacturing and Mining—Corporacién Venezolana
de Guayana.” FIV's current expectations regarding further privatizations during the remainder of 1998 include
the sale of cerlain electricity sector assets, including Sistema Eléctrico Nueva Esparta (“SENE”), Energia Eléc-
trica de Venezuela (“ENELVEN™), Energia Electrica de la Costa Oriental (“ENELCO™} and C.A. Energia Eléc-
trica de Barquisimeto (“ENELBAR™), and certain tourism assets in 1998, See “Principal Sectors of the Venezue-
lan Economy-—LEleetric Power.”

ln 1996, FOGADE successfully reprivatized Banco de Venezuela, Banco Consolidado, Banco Tequendama and
four insurance companies and sold 2 number of assets owned by the financial institutions acquired by the
Government during the financial sector crisis for a total of Bs.406 billion (approximately U.S.81.1 hillion at the
1906 average exchange rate of Bs.382.37=10.5.$1.00). International investors played a significant role in the
reprivatization of such financial sector assets—Grupo Santander of Spain acquired Banco de Venezuela; the Infisa
group of Chile acquired Banco Consolidado; and Banco Bilbao Vizeaya of Spain acquired the 9.4% of Banco
Provineial that was owned by Banco Metropolitano. See “—Historical Economic Performance—The Financial
Sector Crisis and Economic Performance in 1994.” During 1997, FOGADE reprivatized Banco Repiiblica, vartous
assets of Banco Latino, including its branch networks, credit card affiliate and insurance affiliate, and Banco
Popular y de Los Andes. See “Principal Sectors of the Venezuelan Economy—TFinancial Institutions.”
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The table below sets forth significant (over $5.0 million) privatization and reprivatization transactions since 1990
by FIV and FOGADE, respectively, and the U.S. dollar amount of the proceeds received:

Company

Banco Occidental de Descuento
Banco lialo Venezolano'!

“B" Band Cellular Concession
Bunco Repiiblica'"

VIASA (40%)

CANTYV (409%)+

Astinave

Hotel Cumanagoto

Central Rio Yaracuy

Hotel Jirahara

Central Las Majaguas

Bance Populart!

Indulac

Electricidad de Caracas (shares
Seguros Nuevo Mundo

Banco Provincial (shares)™
Ceneral de Seguros

){2|

Aeropostal

CANTYV (additional 40%)
Hotel Bella Vista

Banco de Venezuela

Banco Consolidado

Bance Tequendama

Seguros Royal Caribe
Custravalea

Latincorp

Latineo Seguros

Inversiones Tacoa (shares)'?
Visa Latino

Banco Latino (branches)
Banco Repiblica
Telecomunicaciones Bantel
Grupo Siderpro

Banco Popular y de Los Andes
Sidertirgica del Orinoco (SIDOR)

Seguros Caracas™

Tolal

Nature of Business

Daie
of Sale

Purchase
Price'™

Bank

Bank
Telecommunications
Bank

Airline
Telecommunications
Shipyard

Hotel

Sugar Cane

Hotel

Sugar Cane

Bank

Milk Preducers
Electric Utility
Insurance

Bank

Insurance

Airline
Telecommunications
Hotel

Bank

Bank

Bank

Insurance

Private Security
Financial Institution
Insurance

Real Estate Holding
Credit Card

Bank

Bank
Telecommunications
Metal

Bank

Steel

Insurance

October 1990
January 1991
May 1991

July 1991
September 1991
November 1991
December 1991
February 1992
October 1992
October 1992
February 1992
September 1993
June 1995
March 1996
August 1996
March 1996
November 1996
August 1996
November 1996
November 1996
December 1996
December 1996
December 1996
December 1996
December 1996
March 1997
May 1997

May 1997

June 1997
June 1997
June 1997
June 1997
November 1997
December 1997
January 1998
February 1998

(1) Subsequently reacquired by the Government as a result of the financial sector crisis. See
“-—Historical Economic Performance—The Financial Sector Crisis and Economic Performance in 1994.”

Banco Repiblica was reprivatized in 1997.

(in millions of

U.S. dollars)
$ 9.7
63.6
971.7
62.0
145.5
1.885.0
20.5
2.4
7.0
6.2
8.7
22.2
14.7
43.4
12.2
35.6
9.2
20.0
1,026.4
15.6
378.0
155.0
48.0
5.3
68.1
7.5
6.7
5.4
18.6
70.0
57.7
3.2
39.4
43,7
1,202.0
5.5
$ 5.626.6

(2) Represents shares of subject entity that were owned by financial institutions intervened in and acquired by
FOGADE as part of the financial sector crisis in 1994 and 1995.
(3) Converted into U.S, dollars at the prevailing average Bolivar/U.S. dollar exchange rate for the month in

which the transaction occurred.

{4} An additional 11% was transferred to a trust for the benefit of employees of CANTY.

Sources: FIV and FOGADE.



Foreign Trade and Balance of Payments
Foreygn Trade

Foreign trade plays a vital role in the Venezuelan economy. Venezuela traditionally has experienced o favoruble
halance of trade, In the five years ended December 31, 1997, exports averaged 19.8% of GDP and consisted
primarily of crude oil und refined petroleum products. During the same period, imports, consisting mainly of
machinery, equipment and manofactured goods, averaged 10.8% of GDE Average annual exports for the five
years ended December 31, 1997 were US.$19.3 billion, of which crude and refined petroleum produets
aceomnted for 87.6% of such exports. During the same period, average annual imports were 1.S.$10.8 billion,

Year Ended December 31,

1993 1994 1995 19961 [gginz
tin millions of 1.5, doHars)™

Exports (f.o.b.):
Petroleum Products - ... .. ... $11.030 $11,472 $13,630 318,667 $14.510
[ron Ore and Steel Products . ... L. 646 731 732 787 (95
Alominum Produets oo 0000 o000 567 708 983 774 530
N e e 2,443 B8 3253 2819 2436
Total Exports .« . o000 0oL B $14.686 $16,089 77””@78.5‘)78 B $2:5,]l)7 $17.177
[Imports (f.o.b.):
Raw Materials ... ... ... ....... $3,360 $2.831 $1.167 $2.077 $2.520
Machinery and Equipment . .. ... .. 2,547 1,938 1,998 1,782 bol17
Transport Materials - . ..o 2,396 1,105 [.684 1,178 1,677
Construction Materials .. ... ... ... 385 371 481 457 200
Food Produets and Beverages ... ... 533 390 A7 N8 398
Other Consumer Goods ... .. ... . 2,050 1,342 2,019 1,990 2162
Total Imports ... ... Lo $11.271 $8,277 $11,396 $8. 002 9,171
Trade Balance ... .. ... ... . .... - $3,415 $7.812 $7.2()2 B ,$,],,,4’2”5 $8.,004

(1) Preliminary figures.

{(2) Through September 30, 1997,

{3) The figures contained in this table differ from these included in the Balance of Payments table set forth
under “Balance of Payments™ helow. The differences with respect 1o exponts result from the use by the
Central Statistical Office and Banco Central of different sources for public sector exports. The differences
with respect to imports result from the inclusion by Banco Central in the Balance of Payments table of an
estimated amount for imports of contraband goods and for amounts of military imports. The Banco Central
caleulations comained in the Balance of Payments table are used for all purposes in this Prospectus with the
exception of this table.

Sources:  Banco Central, Central Statistical Offive, Petroleos de Venezuela. S.A. and Ferrominera del Orinoco.

Trade Policy

Venezuelan trade policy in general terms 1s directed toward opening the Venezuelan ceonamy through the reduc-
tion of tariffs and other trade barriers, as well as various measures designed to increase foreign direct investment
and to maintain a fuverable balance of trade. Privatization, especially in the petroleum sector, is anticipated to
play an important part in the opening of the Venezuelan economy. See “—Historical Economic Performance- -
Agenda Venezuela and Economic Performance in 1996.” In addition, Venezuela has entered into o nuniber of
bilateral, regional, and multilateral free trade agreements, and it is an active member of the GATT and the WO,
See “Republic of Venezuela—External Affairs and International Organizations.”

The Ministry of Indusiry and Commerce (“MIC™) has developed specific trade policies and measures designed 10
promote the opening of the trade sector of the Venezuelan economy and to promote free trade agreements, The

basie goats of trade policy are to promote productive investment and to stimulate various sectors of the economy.
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Venezuela is a signatory to a World Commerce Association (**WCA”} accord on subsidies and compensatory
measures. In accordance with the standards set by the WCA, the MIC is currently designing a more flexible
import tax system with the principal objective of reducing import laxes on goods incorporated in products for
export. In addition, the MIC is developing trade policy programs with a broader geographic scope and a longer-
term perspective. In this connection, the MIC plans to implement and monitor programs designed to improve the
quality and productivity of Venezuelan exporters through a global export incentive scheme.

Trading Partners

The United States has historically been Venezuela's most important trading partner. In 1997, trade with the
United States accounted for 33.2% and 39.1% of total nonpetroleum exports and imports, respectively. Also,
Venezuela is the largest exporter of petroleum products to the United States. In addition to the United States,
Venezuela’s significant trading partners include Colombia, Germany, Brazil, taly and Japan. In 1993, Colombia
replaced the United States as the principal market for Venezuela’s nonpetroleum exports, with 24.8% of Vene-
zuela’s nonpetroleum exports destined for Colombia.

The following tables set out the geographical distribution of Venezuela’s imports and exports (including the
petroleum sector) for the periods indicated:

Imporis
Year Ended Ilecember 31,
1993 1994 1995 1996Y 199712
{an u percentage of Lotal)
Brazil ...................... 3.5% 3.2% 3.8% 3.8% 4.7%
Colombia. . ... ... ........... 4.2 3.0 7.4 7.0 6.4
France ......... ... ... ... . ... 2.8 2.7 2.0 1.6 1.7
Germany .. .................. 54 5.8 4.6 4.1 4.2
Dtaly . .. .. o 4.7 3.6 3.0 3.3 3.8
Japan . ... L L oo 7.7 5.4 4.0 29 4.2
United States . . . .............. 46.0 47.1 42.6 41.6 45.8
Others ... ... ... . .. 25.7 27.2 32.0 35.6 29.3
Total ... .o e 100.0% 100.0% 100.0% 100.0% 100.0%
Exports
Year Ended December 31,
1993 1994 1995 1996'Y
(as A pereentage of toial)
Brazil ................................ 2.7% 9.3% 4.3% 4.19%
Colombia. . ....... . ... .. .. .. . ... ... .. 6.2 0.3 7.9 5.2
France ... ... ... . e e 0.3 2.1 0.5 0.3
GEermAany . . .. et e e e 2.1 0.9 2.0 1.3
Btaly - .. 0.6 1.8 1.1 0.6
Japan .. . L 1.8 2.4 1.9 0.8
United States . . . ... ... .. .. . 53.7 49, 50.0 49,
Others ... . 32.6 34.2 32.2 37.7
Total .. . . 100.0% 1006.0% 100.0% 100L.0%

(1} Preliminary figures.
(2) Through September 30, 1997,

Sources: Banco Central, Central Statistical Office, Petroleos de Venezuela, S.A. and Ferrominera del Orinoco.
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Development of Nonpetroleum Exports

From the 1970s to 1983, nonpetroleum exports represented a de minimis percentage of total exports. Since 1983,
the volume of nonpetroleum exports has increased. While nonpetroleum exports averaged approximately 18% of
total exports during the period 1985 to 1990, in 1996 and 1997, nonpetroleum exports were valued at U.8.$5.2
billion and U.5.$5.4 billion, respectively, or approximately 22.8% and 22.7% of total exports in such years.
Approximately 33.7% of nonpetroleum exports in 1997 were produced by state-owned enterprises and include
aluminum, iron ore and steel products. Nonpetroleum exports produced by the private sector include chemical
products, aluminum, fish and shellfish, cement, paper products, ceramics and tropical fruits,

Balance of Payments

The capital account has generally recorded manageable deficits over the past five years. After declining in 1993
due 1o political uncentainties, direct investment increased in each year between 1993 and 1997. Specifically, the
opening of the oil sector to private investment through certain initiatives (see “Principal Sectors of the Venezue-
lan Economy-—Petroleum and Natural Gas—The Opening of the Venezuelan Petrolem Sectar”) resulted in signifi-
cant direct investment in 1997, Because direct investment in 1997 benefited from special programs related to the
opening of the Venezuelan petroleum sector (see “Principal Sectors of the Venezuelan Economy—Petroleurmn and
Natural Gas—The Opening of the Venezuelan Petroleum Sector™), the Government does not anticipate that such
level of direct investment is likely to be repeated in the coming years.

In 1993, the capital account surplus declined to 1.5.$1.9 billion, a decrease of 39.5% from the 1992 level of
U.5.$3.1 billion, with reduced levels of all major components of inflows and outflows. Direct investments declined
from the level achieved in 1992 due to political uncertainty and a reduction of the level of investments by
PDVSA. During that period, the amortization of both short- and medium-term loans inereased substantially.

The capital account recarded a significant deficit in 1994 of U.S.$3.2 billion. The deficit resulted from a lack of
new borrowings in the international markets, with total inflows declining approximately 0% from those recorded
in 1993, and a sustained high level of amortizations and other outflows.

In 1995, the capitul account deficit decreased to U.S.$2.8 billion, which represented a 11.0% reduction from the
1994 deficit. Inflows amounted to U.8.$7.5 billion, a 1.7% reduction over the previous year. Outflows decreased
to U.5.$10.3 hillion, a 4.4% reduction from 1994.

Due to the implementation of significant reforms in accordance with Agenda Venezuela, the capital account
deficit was further reduced to U.8.$518 million in 1996. While inflows increased to U.5.$7.9 billion outflows
decreazed to U.5.$8.5 billion, an 18.1% reduction from the 1995 outflows.

The capital account deficit increased slightly in 1997 to 1.5.$1.2 billion. Inflows due to direet foreign invesiment
and other transfers increased significantly from the amounts recorded in 1996, but outflows due to public deb
amortizations and others more than offset the increase in direct foreign investment,

Due to its position as a major oil producer and exporter, Venezuela has traditionally recorded trade and current
account surpluses. After suffering a deficit of U.5.$2.0 billion in the balance of trade in 1988, Venezuela has had
a positive balance of trade in every year since 1989. In 1989, a recovery in oil prices, growth in non-traditional
exports and the containment of imports led to a surplus of U.5.$5.6 billion. In 1990, Venezuela recorded a trade
surplug of U.5.$10.7 billion, mainly as a result of increased revenues from petroleum sales due in part to the
Persian Gulf crisis. Venezuela recorded a trade surplus of U.85.$3.2 billion in 1993, U.5.$7.6 billion in 1994,
U.5.$7.2 billion in 1995, U.S.$12.2 billien in 1996 and U.S.$11.4 billion in 1997.

Combined trade and current account surpluses have enabled Venezuela to increase its level of international
reserves while covering its capital account deficits in recent years. However, due to the sharp decline in vil
revenues in 1998, Venezuela expects that the current account in 1998 will suffer a deficit of approximately
U.5.50.5 billion.
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The following table sets out Venezuela’s balance of payments for the five years ended December 31, 1997:

Current Account . .. ............
Trade Balance . ...............
Oil Exports (fo.b) . ... .. ... ..
Non-oil Exports (fo.b) . ... ... ..
Imports (fo.by .. .. .o o L.
Freight and Insurance .. ... ......
Travel . . ... .. .. ... . ..
Investment Income . ............
Inflows ...................
Public Sector Interest ., .......
Private Sector Interest . . ... ...
Other . ..., . i i
Outflows . .................

Capital Account . . .............
Inflows ... ................
Public Debt {Disbursement) . . . .
Private Debt . .............

Imports Financing. . ... .. ....
Outflows .. ................
Public Debt (Ameortization) . . . . .
Private Debt ... ...........
Other . . ... ... ... ....

Net Errors and Omissions . . . . .. ...

Overall Balance . ..............
Valuation Change . .............
Change in Reserves (Increase). ... ..

Banco Central de Venezuela. . . . ..

{1) Preliminary figures.

Source: Banco Central.

Year Ended December 31,

1993 1994 1995 19961 1997
(im millions of U.S, dollars)
$(1,993) $2,541 $2,014 $8.824 $5.999
3,196 7,559 6,905 13,590 11,400
10,855 11,288 13,630 18,385 18,331
3,731 4,617 5,212 5,015 5,380
{11,390) (8,346) (11,937) (9,810) (12,311}
(1,054) (637) (949) (878) (940)
(1,521} (1,163) (865) (1,392) (1,273)
(1,714) (1,895) (1,915) (1,725) {1,865)
1,597 1,624 1,862 1,554 2,014
598 545 761 619 899
652 793 839 784 870
347 288 262 151 245
(3,311 (3,519) (3,777) (3.279) (3.879)
(1,626) (1,685) (1,916} (1,734) (1,659)
(224) (300) {301) (253) (219)
{1,461) (1,534) (1,560) (1,292) (2,001)
(577) (1,306) (1,356) (996) (1,272)
(323 (17} 194 225 (51)
$1,878 $(3,153) $(2,647) $(2,224) $(1,176)
12,879 7,664 8,006 9,204 18,619
4,329 1,025 1,489 901 5,290
1,038 195 87 177 203
378 813 906 1,872 4,893
2,969 2,021 2,132 3,586 4,373
4,165 3,610 3,302 2,668 3,770
(11,001) (10,817) (10,653} (11,428) (19,795)
(1,262) (1,928) (2,280) (2,188) (5,554)
(720) (802) (834) (842) (732)
(9,019) (8,087) (7,539) (8,398) (13,509)
$(538) $(281) $(493) $(67) $(1,378)
$(653) $(893) $(1,126) $6,533 $3,445
(50) (66) (20) (8) (274)
703 959 1,146 (6,525) (3,171)
345 1,149 1,784 (5,506) (2,588)
(153) (103) 78 (681) 446
511 (87) (716) (338) (1,029)
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International Reserves

At December 31, 1992, Banco Central's gross international reserves totaled U.2.513.0 billion. Despite a net
balance of payments deficit of U.S.$653 million in 1993, gross international reserves a1 Banco Central declined
by only U.S.$345 million to a level of U.5.$12.7 billion at December 31, 1993. The decline in international
reserves, resulting from a decrease in the supply of foreign exchange from external operations net of the petro-
leum industry, was offset in part by Banco Central’s increase in reserve obligations from official sources. Banco
Central’s net international reserves declined in 1993 by approximately U.S.$856 million to U.S.$8.3 billion at
December 31, 1993. At the end of 1993, FIV'’s international monetary assets increased to U.S.$881 million.

At December 31, 1994, gross international reserves at Banco Central had declined to U.5.$11.5 billion, a
decrease of U.5.$1.1 billion from the end of 1993. The decline in imernational reserves during 1994 resulied
from significant net outflows of foreign exchange due to a decrease in monetary demand as a result of the
financial sector crisis and expectations in the Venezuelan economy of a devaluation of the Bolivar. Banco
Central’s net international reserves totalled U.8.$7.3 billion at the close of 1994, a decrease of U.S.351.1 billion.
FIV’s international monetary assets increased to U.S.$984 million at December 31, 1994,

Gross international reserves at Banco Central declined during 1995 by U.S.$1.8 billion and stood at U.5.$9.7
billion at December 31, 1995. Liguid operating reserves at Banco Central stood at U.S.35.5 billion at Decem-
ber 31, 1995 and net intemational reserves were U.5.$6.2 hillion at year-end 1995. International monetary assets
of FIV were U.S.$906 million as of December 31, 1995.

By December 31, 1996, gross international reserves at Banco Central had increased by U.5.35.5 hillion and stood
at U.5.$15.2 billion. International monetary assets were at U.$,$17.1 billion at December 31, 1996. Liquid
operating reserves at Banco Central totaled U.S.$11.1 billion at year-end 1996, with net inlernational reserves at
Banco Central totalling U.S.$12.0 billion at the same date.

At December 31, 1997, gross international reserves at Banco Central had increased by U.5.$2.6 billion and stood
at U.8.$17.8 billion, the highest level recorded at Banco Central in Venezuela’s history. International monetary
assets stood at U.5.$13.9 billion as of the same date. Liquid operating reserves at December 31, 1997 totaled
U.5.$14.0 billion, with net international reserves at U.S.$15.7 billion.

During the first half of 1998, international reserves at Banco Central have declined from the high levels recorded
as of December 31, 1997. At June 30, 1998, gross international reserves al Banco Central were U.8.$15.5 billion,
liquid operating reserves were U.$.$12.3 billion and net international reserves were U.5.$14.1 billion. The
decline in international reserves during 1998 have resulted from lower U.S. dollar receipts due to lower interna-
tional oil prices and greater instability in the foreign exchange markets as compared to 1996 and 1997. Nonethe-
less, the level of international reserves remains high as compared to prior years.
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The following table sets out a breakdown of the international monetary assets of Venezuela for the years ended

December 31, 1993 through 1997 and for the six-month period ended June 30, 1998:

Year Ended December 31,

June 30,
1993 1994 1995 1996'1 19971 1998
(in millions of U.S, dotlars)
International Reserves
at Banco Central® | | $12,656 $11,507 $9,723 $15,229 $17,818 $15,499
Gold™ ... ........ 3,440 3,440 3,440 3,440 3,440 2,942
IMF Position™ , . . ... 486 463 215 208 196 193
Special Drawing Rights 199 212 380 456 183 42
Total Liquid Operating
Reserves ........ 8,531 7,392 5,688 11,125 13,999 12,321
Liquid Operating
Reserves of Banco
Central®™ ... .. 8,344 7.217 5,527 11,066 13,999 12,321
Liquid Operating
Reserves of FIVIY 187 175 161 59 0 0
Liabilities of Banco
Central™ | . ... ... {4,332) {4,245) {3,529 (3,191) (2,159) {1,399)
Net Liquid Operating
Reserves ........ 4,199 3,147 2,159 7,934 11,840 10,922
International Monetary
Assets™ ... 13,787 12,731 10,884 17,130 19,523 18,471
International Monetary
Assets of FIV . . . .. 881 984 906 1,603 1,212 2,496

(1) Preliminary figures.
(2) Includes letter of credit liabilities.
(3) Valued at U.5.$300 per ounce.

{4} Includes net IMF Position and IMF Supplementary Credit Fund.

(5) Includes international financing cooperation and ALADI Agreement.

(6) Includes FIV cash flow and FIV balance with Banco Central.

(7) Includes Banco Central reserve liabilities and liabilities.

{8) Includes all monetary or similar assets denominated in units of exchange other than Bolivars owned or
controlled by the Republic, Banco Central and other public sector entities.

Sources: Banco Central, FIV and Petréleos de Venezuela, S.A.
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Foreign Exchange Rates and Exchange Controls

Since April 22, 1996, Venezuela has had a unified, free-floating exchange rate with free convertibility. The
exchange rate, however, is subject to a system established by the Central Bank which is designed to allow the
Bolivar to fluctuate within a crawling band. For 1997, the band was set at 7.5% above and below an initial
central parity of Bs.472=U.5.$1.00, efiective January 2, 1997, On August 4, 1997, Banco Central modified the
rate of increase of the central parity to 1.16% per month. At December 31, 1997, the Bolivar traded at
Bs.504.75=11.5.51.00.

As noted above under “The Venezuelan Economy—Recent Economic Performance,” during 1998 Bancao Central
has contimied and intensified its restrictive monetary policies primarily through the issuance of certificates of
deposit, and more recently, TEMs. Banco Central has also taken measures to release pressure on its international
monelary reserves by increasing the rate of the crawling band of its system of currency exchange. For 1998, the
Government set the initial central parity at Bs, 508.50=U.5. $1.00 and a crawling band of 7.5% above and
below the central parity. The monthly rate of the increase of the central parity was adjusted from 1.16% to
1.28%. Banco Central’s restrictive monetary and exchange rate policies have promoted positive real interest rates
which have begun to attract foreign investment inflows. In spite of these policies, however, beginning in March
1998, the Bolivar has depreciated against the U.S. dollar more rapidly than has been the case since April 1996,
At July 20, 1998 the Bolivar traded at Bs.558.50=0.5.5$1.00.

Prior to Fehruary 1983, the exchange rate was fixed at Bs.4.30=1U.5.$1.00. In February 1983, a system of
differential exchange rates was implemented 1o reduce imports and te stimulate domestic production and produc-
tion of nontraditional exports. Under this system, while the Bolivar was permitted to float for certain transactions,
a series of controlled foreign exchange rates was estublished to moderate the inflationary impact of the cost of
living and mitigate the financial costs of the devaluation of the Bolivar among thuse sectors of the economy with
a high level of external debt. These controlled rates of exchange were utilized for payments of registered external
public and private debt and for most commercial transactions. During the same period, a much higher free
markel exchange rate was in effect for obtaining foreign exchange for tourism, imports of certain nonessential
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
quantitalive restriclions on imports, crealing an anti-export bias in the Venezuelan economy, and increasing
speculative pressures on the Bolivar. On March 13, 1989, pursuam to the Adjustment Program, the Frez
administration ended the system of official, controlled exchange rates and established a unified, floating exchange
rate with free convertibility.

The financial sector crisis in 1994 resulted in a solvency and/or liquidity crisis in the Venezuelan financial
secton See “—Historical Ecomomic Performance—The Financial Sector Crisis and Economic Performance in
1994.” This erisis, oceurring in the context of a general climate of economic and political insecurity and
uncertainty, caused a run in the foreign exchange markets in favor of US. dollars. As of the end of June 1994,
the exchange rate had declined 1o Bs.199.69=U.8.51.00. The adverse effect of such pressure in the foreign
exchange markets, and the resulting intensification of devaluation expectations and the loss of iternational
reserves, led the Government temporarily to close the foreign exchange markets on June 27, 1994 and 1o adopt
an exchange control regime on July 9, 1994. Between July 1994 and December 11, 1995, the official exchange
rate was sel at Bs.170=U.5.$1.00. On December 11, 1995, the Government announced Decree No. Y72 which
devalued the Bolivar and changed the official exchange rate from Bs.170=U.5.$1.00 to Bs.290=U.5.$1.00 effe:-
tive as of December 12, 1995. In April 1996, the exchange control system was eliminated and the Bolivar was
permitted to float.
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The following table sets out the average Bolivar/U.S. dollar exchange rates for the periods indicated:

Year and Month

1993
March . .o e e e e e e
JUne . e e e e e e
e PlEm T . . . . e e e e e e e e e
December., . .. . e e e e e e e e e e

1994
March ..o e e e e e e e e e e
June L e e e e e
September . . .. e e e e e e
Decemiber. . ..o e e e e e e

1995
March . .. e e e
June . e e
September . . ... e e e
December. . . ... . e e e e e
1996
March .. e e e e e
JUNE e e e e e e e e
September . . ... e e e e
December. . . e e e e e e e e e e e

1997

AU . L L e e e e
Seplember . . . ... e e e e e e e s
October . ..o e e e e e e e

Source: Banco Central,
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Exchange
Rates

{Bolivars/

U.8. dollar}

Bs.84.14
88.93
96.34

104.51

Bs.113.13
171.80
170.00
170.00

Bs.170.00
170.00
170.00
251.29

Bs.290.00
471.25
476.08
474.73

Bs.476.84
474.40
478.40
479.25
483.38

Bs.507.29
514.64
520.90
530.08
537.05
542.00



Foreign Investment and the Private Sector

ln order o wugment domestic savings and increase Venezuela's export capacity, the Government has introduced a
number of measures inlended to promote foreign and domestic privale sector investment, In January 1990, the
Government adopted Decree No. 727 which was designed to increase foreign investment and encourage private
seclor participation in the Venezuelan economy. The regulations included the elimination of required prior autho-
rizations for tnvestment and expanded the areas in which foreign investmen! was permitted. The only arcas in
which foreign investment is still restricted are iron ore and petroleum exploitation (subject to the recent measures
deseribed under “Principal Sectors of the Venezuelan Economy—Petroleum and Natural Gas—The Opening of
the Venezuelan Petroleum Sector”) and insurance companies, personal security services, and media industries
{radio, television and Spanish language newspapers). In January 1994, a new banking law was passed pursuant (o
which foreign investors now are permilted to participate in the financial seclor See “¥inancial System—Financial
Tnstitutions.” In addition, Decree No. 727 permits foreign investors to establish subsidiaries in Venezuela and the
unrestricted contracting within the technology sector (requiring only subsequent notification) and allows foreigners
to invest in securities on domestic stock exchanges and to obtain financing in Venezuela, either from banks or by
way of the issue of shares or notes in the capital markets. Decree No. 727 was replaced by Decree No. 2,095 in
February 1992, The purpose of this new decree was to incorporate into the newly liberalized foreign investment
regime certain changes in the Andean Community norms concerning foreign investment. See also “—Agenda
Venezoela and Feonomie Performance in 19967 and “—boreign Trade and Balance of Payments.”

In order 1o promote loreign invesiment, Venezuela has entered into agreements with the U5, Overseas Private
Investment Corporation, the Export-Import Bank of the United States, the Multilateral Investment Guaranty
Agency {an affiliate of the World Bank), and centain other bilateral agencies of the OECD countries, 1o enable
such entities to offer noncommereial risk insurance to foreign investors,

Employment and Labor

The estimated labor foree of Venezuela at December 31, 1997 was approximately 9.5 million (9 million at
December 31, 1996G), which represented approximately 41.7% of the total population. The composition of the
labor force has undergone substamial changes during the last 25 years, the most significant of which hag bheen a
shift in employment from the primary sector, principally consisting of agricullural activities and petroleum and
mining exploration and extraction, to the tertiary sector, principally consisting of services, finance, transportation,
communications and Government employment. In 1997, approximately 12% of the labor force was employed in
the primary scetor, approximately 19% in the secondary sector and approximately 57% in the tertiary sector.

The labor force grew at an average annual rate of 4.0% during the period 1990 to 1997. However, the economy
has been unable 1o absorb fully large numbers of unskilled workers, particularly persons migrating from rural to
urban areas. The ability of the economy to absorb additional workers has been weakest in the secondary sector of
the economy. In addition, the Government recognizes that there is underemployment, particularly in urban areas,
but is unuble 1o estimate the precise amount of such underemployment. The unemployment rate was estimated at
approximately 10.2% of the labor force at the end of 1995 and at 12.4% at the end of 1996. Preliminary figures
for 1997 indicate a decrease in the unemployment level to 10.6%. It is estimated that during the first half of
1997 as much as 49% of the economically active labor force earned income in the informal sector of the
econemy,

A significant shortage of management personnel, technicians and skilled workers of all kinds and a relatively
limited supply of agricultural workers currently exist. Because approximately 35.8% of the total population is
estimated to be under 15 years of age, the working age population is expected to grow substantially in coming
yeurs, In connection with expected growth in the Venezuelan economy in coming years, improvements in training
and education will be needed to remedy a significant shortage of management personnel, technicians and skilled
workers of all ages,

The Organic Labor Law sets forth minimum standards for employee benefits and working conditions such as a
minumum wage, maximum working hours, specified holidays, vacations, retirement and severance compensation,
and health and safety regulations. The law applies to private sector workers and to most public sector employees,
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On May 1, 1997, the Government enacted a bonus to the minimum wage for workers earning less than Bs. 75,000
per month, so thal they would receive at least Bs. 75,000 per month in total remuncration. As of May 1, 1998, the
CGovernment increased the minimum monthly salary for workers 10 Bs. 100,000, The henefits 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. Skilled and professional private sector wages are competitive, or set through collective bargaining
contracts.

In early 1997, after exiensive debate, the Government announced an increase in salaries for public employees,
with smatler salary increases for senior government officials. Effective Apnil 1997, public employees now eam
between Bs. 97,000 and Bs.435,858 per month, including wages and bonuses.

On June 19, 1997, President Caldera signed a sweeping labor reform law. The new law implemented u tripastite
agreement reached by the Government, employees represented by unions and employers, The most significant
reform s the elimination of retroactive caleulation of mandatory severance compensation for years of service.
Previously, employers were required to pay severance compensation for years of service calculated retroactively,
based on salary at the time of termination of the labor relationship, regardless of any changes in the salary over
the course of the employment. The new law requires that severance pay accumulated by December 1996, termed
“Labor Liabilities,” must be paid out within five years to both public and private employees. After December
1996, employers must calculate this severance compensation monthly based on wages earned at that time and
they must deposit the amount in an account designated by, and in the name of, the employee. The amounts
deposited will earn interest lax-free, which interest may be withdrawn on a yearly basis. The account will
accumulate during the entire period of employment, and at the end of employment 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 prior to the end of the employee’s retirement. The Government’s obligations under the
new labor law are estimated 1o total approximately U.S.$8.0 billion. The Government has submitted a proposed
law to the Venezuelan Congress that would permit such obligations to be documented in a manner that will
permit the satisfaction of such obligations over an extended period of vears.

Sucial security reforms are currently being discussed in the Venezuelan Congress. Proposed legislation conlem-
plates reforms including a mixed public/private pension system. Private pension funds would utilize an individual
cupitalization scheme and private/public funds would rely on a pay-as-you-go scheme. Also, the reengineering of
the Instituto Venezolano de los Seguros Sociales (“IVSS”), in order to provide a more efficient health services
system, is being debated.

Venezuela has numerous labor unions, most of which are affiliated with the Confederacion de Trabajadores de
Venezuela, an umhbrella union organization (“CTV™). Unions engage in collective bargaining primarily involving
the negotiation of contracts on an industry-wide basis. Strikes and lockouts are permitted, but there are concilia-
tion procedures which must be ohserved prior to calling a strike or lockoul. Although the CTV and affiliated
unions from time to time have held demonstrations to promote support {or labor-related issues, including pro-
posed increases in minimum wages, such demonstrations have nol caused a change in the Government’s poliey of
avoiding the inflationary spirals that would result from large wage increases. The CTV has staged several single-
day work stoppages to protest the failure of the Government or the private sector to increase wages, but such
stoppages have not had any significant effect on the Venezuelan economy as a whole.
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The following table sets forth employment activity by sector for the periods indicated:

Year Ended December 31,

1995 1996 1997

Labor Force:
Employed . . ... o 7,729,174 7,902,508 8,404,724
Unemployed . . .. 0 oo oo 879,479 1,122,119 1,012,401
Total .. e e e 8,608,603 3,024,627 4,507,125

By Sector:

Petroleum and Mining. . .. ... ... L o 67,324 89,101 93,810
Agriculture, Fishing and Hunting .. .................... 1,032,289 1,030,700 792,482
Manufacturing . . ... .. ... 1,034,564 1,005,216 1,211,413
Water, Electricity and Gas . .. ... ... oo o 68,652 64,364} 71,399
CONSIMUCHION &+ v« v o v v e e e e e e e e et e s e e e e ey 622,584 602,017 745,004
Commerce, Restaurant and Hotels . . .. . ... ... .. ......... 1,766,939 1,816,269 2,061,940
Transportation, Storage and Communications . . .. .. ......... 474,282 547,046 h51,947
Financial Institutions, Insurance and Real Estate , . . ... ... ... 438,730 498,604 460,837
Comniunity, Social and Personal Services . . .. ............. 2,207,369 2.230,337 2,482,055
OHhers . . o e e e e e e e 16,441 12,258 24,711

Source: Central Statistical Office.

Poverty and Income Distribution; Education
Poverty and Income Distribution

Agenda Venezuela contemplates that the benefits of economic development reach the poor so as to enable further,
long-term development. See “The Venezuelan Economy-—Agenda Venezuela and Economic Performance in 1096.”
The Government differentiates between extemely poor, poor and non-poor households based on census survey
examinations with respect to qualitative factors such as access to electricity, potable water, number of persons per
dwelling units and related factors. The following is a table of Government statistics comparing the number and
percentage of extremely joor, poor and nonpeor households in Venezuela for the last three years:

1993 1996 N 1997" N
Total Yo Total Yo Total o __E
Households:
Non-Poor .. ...... 2,856,011 64.9% 2,092,129 46.0% 1,643,200 A5.9%
Poor ........... 933,610 21.2 1,210,824 26.6 1,272,374 27.8
Extremely Poor . . .. 609,583 13.9 1,246,410 274 1,665,844 36.4
Total .. ... ..., 4,399,204 100.0% 4,549,363 100.0% 4581418 100.0%
Population:
Non-Poor . ....... 13,244,006 60.6% 9,147,704 41.0% 7,075.322 3.3
Poor ........... 5,177,728 23.7 6,241,528 28.0 6,411,149 28.4
Extremely Poor . . .. 3,429,186 15.7% 6,926,365 31.0 9124164 - fll)f%
Total ......... 21,850,920 100.09% 22,315,597 100.0% 22,610,630 o 100.0%

(1) Through June 30, 1997,
Source: Central Statistical Office.
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The percentage of poor and extremely poor among the Venezuelan population has increased from 39.4% in 1995
to 68.7% in 1997, in part due to the failure of wages to maintain balance with the high rate of inflation
experienced in 1996 and the decline in nonpetroleum GDP during 1996. In addition to seeking to stimulate real
growth in the economy and thereby increase job opportunities, Agenda Venezuela aims al addressing these issues
through an increased emphasis on the primary education system to improve educational and technological skills
among the future Venezuelan workforce; a decentralization of health and education support systems; and a reform
of the social security and pension systems. To that end, the Government has recently entered into two loan
agreements with the IADB, in the principal amounts of U.S. $350 million and U.S. $45 million, and a U.S,

$200 million loan agreement with CAF, the proceeds of each of which will be used to reform the social security
syslem,

The following table compares statistics for the distribution of income or consumption in Venezuela and other
Latin American countries:

Venezuela'! Brazil'! Chile'" Colombia'" Mexico®! Pern™®
Survey Year . .. .. ... 1995 1995 1994 1995 1992 1994
General Index .. .... 46.8 60.1 56.5 57.2 50.3 44.9
Lowest 10%™ . ... . 1.5 0.8 1.4 1.0 1.6 1.9
Lowest 20% ... ... .. 4.3 2.5 3.5 3.1 4.1 4.9
Second 20%. . ...... 8.8 5.7 6.6 6.8 7.8 9.2
Third 20% . .. ... ... 13.8 9.9 10.9 10.9 12.5 14.1
Fourth 209% .. ...... 21.3 17.7 18.1 17.6 202 21.4
Highest 20% . ... ... 51.8 64.2 61.0 61.5 55.3 50.4
Highest 10% . ... ... 35.6 47.9 46.1 46.9 39.2 34.3

(1) Rankings are based on per capita income. Data refers to income shares by percentile of the population.

(2) Rankings are based on per capita expenditures. Data refers to expenditure shares by percentile of the
population.

{3) The percentage share of income or consumption is the share that accrues to subgroups of population
indicated by the deciles or quintiles. Percentage shares by quintiles may not add to 100 because of
rounding.

Source: World Bank 1997 World Development Indicators.
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Education and Other Sustainable Development Factors

According to the Human Development Index (“HDI”) measure used by the United Nations Development Program
("“UNDP™), Venezuelan social conditions rank 471h among the 171 countries in the world surveyed. The following
table summarizes the statistics for social factors related to the HDI in Venezuela and the other six largest
economies in Latin America:

Survival Education Income
Population
Iwithnul Papulation Children . . Populalim: in
People Not aceess o without not Real GCDP per capita Poverty (%)
Expected health ACCens Lo Adull  reaching (PEPS) National
to Survive services  safe water  Jlliteracy grade 3 Poorest Richest  §1 & day poverly
1o Age 40 {To) (%) Rate (%) (o) 20% 20% (PPPH)'" line
HDI Rank (%) 1990 1990.95 1990-96 1995 1990-95 1980-94 1989.94 [1989-94 19Y59-91
0 Chile . . . ... 4.6 4 Ih.a. 1.8 D 1,558 27145 15 ..
36 Argemting . . . i 29 29 3.8 L. . .. Iha. 26
47 Venezuela . . . 0.1 1.0, 21 8.9 22 1,505 21411 12 31
B0 Mexico ., ... 8.3 7 17 16.4 10 1437 19,5884 15 34
51 Cotemediis . .. .3 19 13 8.7 4h 1,042 1n,154 7 H
o8 Brazil . .. .. 14,0 n.a. 27 107 30 578 18,503 20 17
49 Pera . ... L. 13.1 oy 28 1.3 n.in 813 B.36060 19 R¥

wa.: Satistics ned availuble,

(1) Personal Purchusing Power used 10 measure the poventy line.

Source: United Nations Development Program, Human Development Report, 1997 (statistics for the largest seven
economies of Latin America).

While the extremely poor in Venezuela are severely challenged by a lack of access to basic necessities, some
positive signs of sustainable development are present. The adult literacy rate was 92% in 1995. In 1992, the
average number of years in school was 10 years for men and 11 years for women. The quality of Yenezuelan
higher education and the level of development in terms of communications and technology are relatively high on
the UNDP’s HDI. Venezuela is ranked in the category of high human development in terms of measures of
averall profile and HDI trends, South-North gaps, child survival, health, food security, education imbalances,
communications, so¢ial ipvestment, and natural resource uses.
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Principal Sectors of the Venezuelan Economy

Petrolemin and Natural Gas

General

The petrolenm industry has been the cornerstone of the Venezuelan economy for the past 50 years, providing both
the principal source of Government revenues and foreign exchange earnings and the stimulus for extensive
economie, industrial and social change. According to the BP Statistical Review of World Energy 1996, Venezuela
ts the seveuth largest petroleum producer in the world and the fourth largest petroleum exporting country in the
world. In 1996, the petroleum industry accounted for 26.5% of GDP and B0% of the total value of exports.
International sales of crude oil, refined products, petrochemical products and coal accounted for approximately
G7% of total sales in 1990,

Petroleus de Venezuela, S.A.

Petrilevs de Venezuela, S.A. (“PDVSA”), a company whelly owned by the Republic, is the holding company for
the national petroleum, petrochemical, bitumen and coal industries. PDVSA was created in 1973 1w manage the
assets acquired as a result of the nationalization of the domestic oil industry in that year Since January 1, 1976,
PDWSA has been responsible for coordinating mosi aspects of the petroleum industry, including administration,
planning, operations, domestic and foreign marketing and capital investment. Since 1978, PDVSA has also been
responsible for the petrochemical sector, and since 1985 also has been responsible for the development of coul
resorces located in western Venezuela and for the development of the country’s bitumen resources. The Ministry
of Energy and Mines determines overall Governmenlt policies with respect to the rate of productivn, new invest-
ments and resource conservation. In addition, the Minister of Energy and Mines is the chairman of PDVSA's
General Shavcholder’s Assembly, which sets PDVSA's general policy. PDVSA obtains income from its subsidiaries
in the form of & mandatory 10% payment of their net export revenues from oil and oil derivatives caleulated after
deduetions for related royallies and expenses but before income taxes. In accordance with the law relating to the
nationalization of the petroleum industry, such revenues must be used for the industry’s capilal investment
programs. PDVSA also receives the net profits of each subsidiary after those companies pay laxes to the

Government,

PDVSA is the largest corporation in Venezuela. As of December 31, 1997, PDVSA's total assets were approxi-

mately U$$47.2 billion. In 1997, PDVSA reported revenues of approximately US$40.8 billion, pre-tax income of
US$10.4 billion and net cash provided by operating activities of US$7.2 billion. [n both 1993 and 1995, PDVSA
was voted “Best Run/Financially Managed National Oil Company™ in the bi-annual Petroleum Eeonomist surveys.

According to o 1997 comparative study published by Petroleum Intelligence Weekly, PDVSA ranks as the world’s
second largest vertically integrated oil and gas company, based on a composite of 1996 operating criteria,
including reserves, production, refining capacity and refined product sales. According to Petroleum Intelligence
Weekly, PDVSA is ranked fourth in the world in productiun of erude oil, fifth in crude oil proven reserves, third
in refining capacity and fifth in product sales. Venezuela has exported crude oil without interruption since 1914,
According to Petroleum Supply Monthly (a publication of the United States Department of Energy), in 1997
PDVSA was the largest supplier of crude oil and refined petroleum products, in the aggregate, to the United
States. Through its United States affiliates, PDVSA is the third largest gasoline retailer in the United States by

sales volume.

Upon the nationalization of the petroleum industry in 1975, PDV3A established a number of operating subsidiar-
ies, including Lagoven, S.A. (“Lagoven™), Maraven, S.A. (“Maraven™) and Corpoven, 8.A. (“Corpoven™), to con-
tinue the husinesses of the concessivnaires that had been operating in Yenezuela prior to the nationalization of
the oil industry. in cach case wilh existing infrastructure and personnel. Over time, PDVSA has incorporated
additional subsidiaries 1o take advantage of new developments within the petroleum industry and new businesses,
such as coal and petrochemicals, The main structure of the three main operting subsidiaries, each operating a
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verticadly integrded business from exploration and refining to international distribution and domestic retail sales,

has been maintained for the past twenly years to retain perceived competitive advantages in that stracture,

In 1997, PDVSA established a new operating structure based on business units, and continued a process of
extensive transformation of its operations with the aim of improving productivity by reducing operating costs and
overheads, modernizing administrative processes and optimizing returns on investments. The transfonnation has
involved:

{1} a new definition of the role of PDVSA, which now will focus on the development of a corporate strategy
and be responsible for certain other corporate functions necessary to ensure the continuation of PDVSA's
activities. Four corporate vice-presidencies (Plunning, Public Affairs, Finance and Human Resources) and
nine functional corporate units (Legal Counsel, Industrial Safety and Environment, Loss Prevention and
Control, Process Analysig, Internal Control, Office of the Presidency, Office of the Chiel Economist, Informa-
tion Technology und Administration and Services) are in charge of defining guidelines for PDVSA's broad
seape of activities, which will fold inte the long-term corporate strategy; and

{2} 1he formation of PDVSA-Petrdleo y Gas, S.A. (“PDVSA-P&G”) as PDVSA’s principal operating subsidi-
ary through the merger of Lagoven and Maraven into Corpoven and the renaming of the combined entity,
which became effective January 1, 1998, PDVSA-P&G’s operations are now organized under three divisions,
namely PDVSA Exploracién y Produceion (“PDVSA-E&P™), PDVSA Manufactura y Mercadeo {(“PIDVSA-
M&M™}, and PDVSA Servicios (“PDVSA-Services”).

Although the reorganization did not affect the legal structure of PDVSA’s other Venezuelan and international
subsidiaries, most of these subsidiaries now report functivnally to one of PDVSA-P&C’s three divisions,

Through PDVSA-E&E, PDVSA manages the Exploration, Production, Orinoce Belt and Bitor/Carbozulia business
units and the subsidiary Corporacién Venezolana del Petroleo, S.A. (“CVP™). The Exploration and Produetion
business units are responsible for exploration and production activities, respectively.

Through PDVSA-M&M, PDVSA manages the Refining and Trading business unit and subsidiaries that market
gasoline and other refined petroleum products in Venezuela, conduct PDVSA's shipping activities, operate refin-
eries and market gasoline,

Through PDVSA Services, PDVSA manages the Administration and Services and Engineering and Projects busi-
ness unils and a subsidiary (Bariven) responsible for services and malerials procurement. The Administration and
Services business unit is responsible for planning, finances, human resources and other services. The Engineering
and Projects business unit is responsible for engineering and the development of corporate projects.

PDVSA conducts its petrochemical activities through Petroquimica de Venezuela, S.A, {“Pequiven™), which reports
directly to Petrdleos de Venezuela. Pequiven has three major petrochemical complexes in Venezuela and is
currently involved in 17 joint venlures with private sector partners,

PDVSA Finance is PIVSA's principal vehicle for corporate financing through the issuance of unsecured debt,

Other important subsidiaries that report directly to PDVSA include Intevep, S.A. {(“Intevep”), which undertakes
research and development, the Sociedud de Fomento de Inversiones Petroleras (the Petroleum Investment Develop-
ment Corporation or “SOFIP™), which develops vehicles enabling domestic and international investors o invest in
the Venezuelan oil industry, and Centro Internacional de Educacion v Desarrollo {“CIED”), which is responsible
{or the training and development of PDVSA and private sector personnel.

Hydrocarbon Reserves and Fxploration

Proven crude oi) reserves of Venezuela ai December 31, 1997 amounted to approximately 75 billion barrels. The
average AP gravity of proven crude oil reserves was 16° as compared to an average API gravity of 24° for erude oil
produced in 1997, Based on 1997 production levels, proven reserves of erude oil (which include heavy and exira heavy
crode 0il reserves) had a remaining reserve life of 63 years,

44



Cumulative production of crude oil in Venezuela from 1914 to the present totals approximately 48 billion barrels.
One in fifteen barrels consumed in the world to date has come from Venezuela. Despite the quantities of vil
produced, new discoveries continue to be made and proven reserves increased. Between 1991 and 1996, Vene-
zuela replaced more than 200% of crude oil production. From December 31, 1993 to December 31, 1997,
PDVSA's estimated proven reserves of crude oil increased by 10.5 billion barrels. These increases resulted from
the application of secondary recovery technology to existing crude oil deposits and to the discovery of new crude
oil. At December 31, 1996, crude oil represented 74% of Venezuela's total estimated proven oil reserves on the

basis of barrels of oil equivalent (“boe”).

Domestic nataral gas production is predominantly a by-product of petroleum extraction. Gross natural gas produc-
tion curing 1997 was 6.44 billion cubic feet (**bef™) per day. PDVSA has substantial proven developed reserves
of natural gus amounting to 101,872 bef (or 17,564 million boe} at December 31, 1997, Proven natural gas
reserves include the portion of liquifiable hydrocarbons recoverable in the processing plants. In 1997, 1996 and
1995, natural gas liquids recovered amounted to approximately 64 million, 61 million and 55 million barrels,

respectively,

Production of natural gas is shown on the basis of actual volumes bhefore the exiraction of liquifiable hydrocar-
bons. During 1997, 1996 and 1995, natural gas utilized in reinjection operations amounted to 644 billion,
540 billion and 481 billion cubic feet, respectively.

The [ollowing table shows estimated proven crude oil and natural gas reserves and proven developed crude oil

and natural gas reserves, all located in Venezuela. Proven reserve quantities exclude natural gas liguids.

Proven Reserves''

Light and medium crude oil (API

gravity of 21° or more) . .. ... ...
Heavy and extra heavy crude oil (API

gravity of less than 219 .. ... ..
Total crude oil ..o o .o oL L.
Natral gas (bef) . . ... ..o .
Proven reserves of crude oil and

natural gas (boe)™ . ... L L.

Remaining reserve life of crude o1l
(years¥' L

Proven Developed Reserves
Light and Medium crude oii (API

Gravity of 21° or more) . . . . ... .,
Heavy and extra heavy crude oil (API

gravity of less than 21°%) .. ... ...
Total crude oil ... .o L L oL
Percentage of proven crude oil

e
Natural gas (befy .. .. ..o oo,

Proven developed reserves of crude oil
and natural gas (boe) . ... ... ...

Year Ended December 31

1993 1994 1995 1996 1997
(million barrels)
18,712 19,335 19,907 21,426 22,544
45,735 45,543 46,421 51,149 52,387
64,447 64,878 66,328 72,575 74,931
138,050 140,009 143,542 142,976 145,531
88,249 89,017 91,077 97,226 100,023
72 64 65 T2 63
8,484 8,463 8,712 9,884 10,464
5,363 5,691 5,758 5,949 6,052
13,847 14,154 14,470 15,883 17,016
21% 22% 22% 22% 23%
96,635 98,006 100,702 100,278 101,292
30,508 31,052 31,832 33,122 34,579

{1} Proven reserves include hoth proven developed reserves and proven undeveloped reserves.
{2} Includes reserves in the Orinoco Oil Belt.
{3} Natural gas is converted to barrels of oil equivalent (boe) at a ratio of 5.8 thousand cubic feet of natural gas

per one barrel of crude oil,
(4} Based on 1997 crude oil production.

Source: Petroleos de Venezuela, 5.A.
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Proven crude oil and natural gas reserves are estimated by using geological and engineering data to demonsinate
with reasonable certainty whether they are recoverable in future years from known reservoirs under existing
ecanomic and operaling conditions, and include proven developed and proven undeveloped reserves. Proven
developed erude oil and natural gas reserves can be expected to be recovered through existing wells with
available equipment and operating methods; and proven undeveloped crude oil and natural gas reserves are
expected to be recovered from new wells on undrilled acreages. Reserve estimates are based on subjective
Judgments and, consequently, are nol precise and are subject to revision. Crude oil and natural gas reserves are
reviewed annually 1o take inle account factors such as production levels, reservoir performance reviews, the
addition of new reserves Irom discoveries and changes in economic paramelers.

In July 1995, CVP was authorized by the Government to begin hydrocarben exploration, development and
production offshore and in the stales of Cojedes, Delta Amacuro, Guarico, Mérida, Portuguesa, Sucre, Trujillo and
Zulia (collecrively, the “Areas”). The Areas comprise approximately 4.5 miilion acres. To accelerate the develop-
et of the Areas, CVP selected a number of foreign investors in Jannary 1996 to undertake exploration of the
Arcas. The selected investors will bear all of the risks and expenses during the exploration stage which, depend-
ihg upon the Area assigned, s expected to last between three and five years {and may be extended by two to four
years), With respect to certain parts of the Areas (each o “Block™) in which hydrocarbons are discovered, it is
anticipated that CVP will enter into a joint venture agreement with the investor assigned to such Blocks, CVP
may own between 1% and 35% of the joim venture,

Using ils awn resources, PDYSA plans investments of approximately U.8.$2.7 billion in exploration activities in
the period 1997 through 2006 16 increase its light and medium crude oil reserves. 1t is expected that these
activities could increase such reserves by as much as 8,500 million barrels, Total expected investiment in
exploration from the winning bidders is expected 1o reach approximately U.S.$2 billion.

PIVSA Nas also canducted exploration activities in the Orinoco Belt where it has large proven reserves of heavy
and extra heavy erude oil, The Orinoco Belt is generaliy considered the world’s largest area of heavy and extra
heavy oil aceumulation. [n the period 1979 through 1983 PDVSA, through its affiliates undertook an evaluation
of the arca. An intensive exploration campaign was carried out during which approximately 660 wells were
drilled. After this activity original-oil-in-place of 1,200 billion bartels were estimated to be contained in the
Orinoco Bell, By the end of 1996, only 36.3 billion barrels of this immense resource had been incorporated in
the Yenezuelun oil reserves because only those oil reserves in areas ready for production prejects in the Ovinoco

Belt are 1aken into aceount for purposes of caleulating reserves,

Fetroleum Production and FExports

The following tuble scts oul production, export and revenue statisties for the industry since 1992, excluding all
products refined outside of Venezuela:

Produe h Exporis I . Realized Price

R — - ot esd 1y - .
Refined Refined Total Consumplion Crude Products Total

(Thousands of hpdy (Thownandg of Iynly {Thousands {(LLN. dollges per barrel)

aof hyul)

LV 20010 EAIR 1.0 030 2,170 370 121} 16,35 13,34
[ 2512 1,999 1.6t P3N 2,342 301 12,11 15,36 13.23
19095 2752 2021 18148 718 2,030 378 13,03 1711 13.81
1994 DURT 2053 1970 s 2,751 334 1714 20.82 18,39
1097 3200 2.142 2211 81l 3.052 3tvl 15,10 19,70y 1631

(1Y Does not inchide condensates.

Source: Petraleos de Venezuela, S.A.
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Production during 1997 averaged 3,206,000 barreis per day (“bpd™} of crude oil. lotal petrolenm exports from
Venezuela averaged 3,052,000 bpd in 1997, of which 2,211,000 bpd consisted of crude oil and 831,000 bpd
consisted of refined products. The average price of these sales was U.5.$16.31 per barrel.

One of the most significant undertakings of PDVSA has been the adaptation of its national refining operations to
satisfy PDVSA’s domestic and export requirements. Prior to nationalization In 1976, concessionaires were required
by law to refine in Venezuela a certain portion of the oil produced in Venezuela. In order (o meet this legal
obligation while pursuing their commercial objectives, the concessionaires installed plants which could only
process light erudes. The typical yield of those refineries was 35% gasoline and distillates, supplying local
market <emand, and 60% residuals, which were mainly exported to the United States. Upon nationalization,
PDVSA determined that because its oil reserves were composed of 65% heavy crudes and 35% light and medium
erudes a change in refining capabilities was required. Plans were implemented to adapt the Amuay, Punta Cardon
and El Palito refineries to process heavier crudes and improve product yields. During the next seven years, the
results were a substantial improvement in the compesition of exports, reducing progressively PI}W5SA's purticipa-
tion in the residuals markets; the assurance of supply cupacity for the local market; an increase in domestic
refinery capacity; and an improvement of yields, increasing gasoline and distillates from 35% to 71% and
reducing residuals from 60% to 229%.

Between 1983 and 1994, PDVSA implemented a complementary refining and markeling strategy through the
gequisition of additional refinery capacity geographically closer to the final consumer. During this pertod, PDVSA
acquired total or partial ownership in 15 refineries in Belgium, Germany, England, Sweden and the United States,

[

and leased a refinery in the Caribbean. See “—Diversification Programs and Foreign Investment.” PLVSA is
involved in refining activities in Venezuela and the Caribbean, the Uniled States and Europe. PDVSA has six
refineries in Venezuela, in which it holds a 100% interest, with a total rated crude il refining capacity of 1,278
MBPD, and leases and operates a refinery in Curagao, with a refining capacity of 335 MBPD. PDVSA has equity
or ownership interests in seven refineries in the United States, five of which it wholly owns aud two in which it
has equily interests, with an aggregate net interest in crude oil refining capacity of 945 MBPD. PDVSA has
equity interests in nine refineries in Western Eurcpe with a total rated crude oil refining capacity at Decem-

ber 31, 1997 of 968 MBPD, of which PDVSA’s net interest in crude oil refining capacity is 263 ¥BPD.

Duwersification Programs and Foreign Investment

The Venezuelan oil industry, which prior to the 1980s was largely an exporter of crude oil, iz now predominantly
a seller of oil products via downstream investments in important centers of consumption. Downstream diversifica-
tion programs, planned since 1978 and initiated in 1983 with the establishment of a 530% joinl venture with the
German company Veba Oel for refining and distribution, form part of PDVSA’s global marketing sirategy. In 1986,
PDVSA entered into another juint venture in Western Europe when it purchased a 50% interest in Nynas
Petroleum, a subsidiary of Sweden’s Axel Johnson group, which participates in five refineries in Western Europe.
Also in 1986, PDVSA purchased CITGO, which in turn has purchased various petrochemical assets in the United
States. In 1995, the overall operations of CITGO provided PDVSA with an outlet for a total of 378,000 bpd of
Venezuelan crude oil and petroleum products pursuant to long-term supply agreements. In 1989 PIVSA entered
inte a 50% joint venture with Unocal covering most of Unocal’s refining, distribution and marketing assets in the
midwestern United States and in 1997 PDVSA acquired Unocal’s 50% of the venture. The objective of these
programs is to secure a stable outlet for a significant proportion of Venezuela’s petroleum production, while
assuring a long-term, secure and reliable supply to the world™s major consumption centers. Since the implementa-
tion of such programs commenced in 1983, PDVSA has invested approximately 1.5.$3.0 billion in refiniug and
marketing subsidiaries and joint ventures outside of Venezuela. At December 31, 1996, approximately 20% of
PDVSA's consolidated nel assets were represented by foreign assets.

In addition te the investments described above, PDVSA has increased its storage capacily abroad to enhance its
operational and commercial flexibility. PDVSA's total storage capacity al December 31, 1996 included 92,000,000
barrels in Venezuela, 15,000,000 barrels in Curacao, 10,000,000 barrels in Bonaire and 20,000,000 barrels in
the Bahamas.
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Criher Projecis

A principal business strategy of PDVSA involves the outsourcing of aclivities that are not considered to he part of
s core businesses. Among Lthe activities that are, or are currently expected to be, the subject of such vutsourc-
itg, whether by contract with third parties, joint ventures or otherwise, are electric generation, gas compression,
dala processing, pipelines and terminal facilities. Qutsourced projects currenily being implemented include the

Bl Furrial and PIGAP 1 gas injection project, the operation of a terminal facility at Jose, and the Accro 11l and
IV projects involving nalural gas extraction, fractioning, refrigeration and slorage facilities.

As part of the development of the Jose industrial complex, PDVSA is sponsoring the development of a number of
services to be shared by each of the projects. Services include water supply of 4,000 liters per second, 600 MW
ol electricity, 700 million cubic feet per day {(*c¢fd”) of natural gas, and terminal facilities for 2,500 bpd of erude
ml. Each of these activities is expected to be outsourced to third parties.

PDYSA is also developing a number of projects with the private sector to process inlermediate refinery streams
into higher margin products that will substitute for impoerts and increase non-traditional exports. Such products
melude solvents, prapylene, waxes and oil tars. PDVSA’s subsidiary affiliate Proesca, S.A. is responsible for such
venlures,

[ Decenber 1996, PDVSA, wogether with Science Applications [nternational Corporation (“SAIC”), established a
new joint venture company, Intesa, S.A. that will render information systems services and provide support and
maintenance services for the information technology systems of PDVSA and its Venezuelan subsidiaries,

Strategic Plan—Investments

As noted above, since 1990 PDVSA and the Government have jointly pursued an ambitious long-term expansion
initiative aimed at developing the country’s enormous hydrocarbon resources. PDVSA has set aggresive goals and
objectives for the Venezuelan petroleum industry, summarized as follows:

* o increase substantially production and refining capacity and capabilities through PDVSA’s own investments
and through joint ventures;

* To expand and upgrade PDVSA’s crude oil refining capacity, both within and outside Venezuela, to accommo-
date higher crude oil production and an anticipated increase in the production of heavy and extra heavy crude
oil, which otherwise would have limited markets, and to adapt its product slate to the guality constraints of its
international markets, including the United States, and

* To expand its refining and marketing operations internationally, to ensure stable demand for its crude il
production and reduce vulnerability to crude oil volume and price fluctuations,

POVSA's five-year sirategic plan calls for an increase in production capacity from 3.4 million bpd during 1996 (o
5.0 million bpd during the peried between 1997 and 2001. The five-year plan is part of a larger plan to produce
6.2 million bpd by the year 2006. Most of the growth in production is expected from the associations with foreign
partners intliated in 1991, See

<

“—The Opening of the Venezuelan Petroleum Sector.”

PDVSA's five-year strategic plan calls for average annual capital expenditures of U.8.$4.4 billien, the same
anwouni as the actual average annual capital expenditures from 1991 through 1996. PDVSA’s sirategy is to
finanee future capital expenditures from its annual operating cash flow (nel income plus depreciation), which was
11.5.$5.8 billion, U.5.$7.3 billion and U.S.57.4 billion for 1995, 1996 and 1997, respectively. PDVSA is currently
receiving on average approximately U.5.$40 million in export revenues each business day. Such revenues are
available on a priority basis by law 10 meet PDVSA’s commitments in foreign currency. Should lower oil prices or
other faetors cause reductions in expected cash flows, as is the case in 1998, PDVSA expects to maintain the
flexibility to reduce spending (particularly for exploration and production) to meet any commitments related to
projects whose construction cannot be delayed. PDVSA's strategic plan also contemplates approximately U.8.$11.3

.

billion in capital contributions from its foreign partners. See “—The Opening of the Venezuelan Petroleum

Secton”
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PDVSA’s ability to make investments depends on its income. The income of PDVSA's operaling subsidiaries,
Lagoven, Maraven, and Corpoven, is taxed at a rate of 67.7%. In determining taxable income for the operating
subsidiaries, export revenues are adjusted upward by a percentage (the “Export Reference Value”) that cannot
legally exceed 20%. The average Expert Reference Values were 15.9%, 8% and 49 in 1993, 1994 and 1995,
respectively, In order to permit PDVSA to increase its capital expenditures, the Ministry of Energy and Mines and
the Ministry of Finance reduced the Export Reference Value to 0% in 1996. In addition to income tax lLiability,
the operating subsidiaries are obligated by law to make a mandatory payment to PDVSA equal o 10% of their
net income from exports. Although these mandatory payments are deduetible from the operating companies’
taxable income, they are non-taxable income for PDV3A. As a result of anticipated lower income in 1998 due to
the sharp decline in international oil prices and volume reductions announced by PDVSA, PDVSA anticipates a
decline in expenditures under its investment program during 1998.

PDVSA and all of its subsidiaries are entitled to & tax credit for new investments up to 14% of the amounts
invested. Such credits, however, may not exceed 2% of the subsidiary’s annual net taxable incone.

The Opening of the Venezuelan Petroleum Sector

Since 1990, PDVSA and the Government have jointly developed initiatives aimed at expanding the country’s
hydrocarbon production through greater private participation. The purpose of the initiatives is to strengthen the
private sector’s role in developing Venezuela's hydrocarbon reserves, and to integrate the inmternational oil commu-
nity’s parlicipation in Venezuela's upstream development, By working with the private sector, PDVSA also expects
to leverage existing resources to develop areas of strategic importance, the development of which would otherwise
be postponed until resources became available. These initiatives reflect PDVSA's philosophy of involving the
latest technology, outside management, partner relationship, and private ownership in its expansion program and

non-core aclivities,

Since 1992, Venezuela has held three successful bidding rounds with 48 oil companies to reactivate 33 marginal
fields. These oil companies will use secondary and tertiury recovery techniques 1o produce oil for PDVSA,
pursuant to service agreements, from fields that no longer meet PDVSA’s required rate of relurn on investment.
Approximately 284,000 barrels per calendar day {**bed”) of crude oil were being produced from these fields at
year-end 1997, and PDVSA projects that preduction will increase to 750,000 to 900,000 bed when the fields are
in substantially full operation by the year 2007, These fields are expected to contain proven reserves in excess of
5.6 billion barrels of crude oil and condensates. Under the initiative, companies have already invested in excess
of 1.8.$4.2 billien and are committed to spending an additional U.5.$10.5 billion over the next ten vears,

In addition to the marginal field initiatives the Venezuelan Congress has approved since 1993 several strategic
associations with foreign investors requiring investments of almost U.5.$15 hillion. The Venezuelan Government
has approved four joint ventures for the exploitation of the hydrocarbon resources of the Orinoco Belt; the first is
between Maraven and Conoco Inc.; the second is a joint venture between Maraven, Tolal, Statoil, and Norsk
Hydro; the third is a joint venture between Corpoven and Atlantic Richfield Corporation, Phillips Petroleum
Company and Texaco, Inc.; and the fourth is a joint venture between Lagoven, Mobil Oil Corporation and Veba
Oel. If completed as planned, these four alliances will produce approximately 500,000 bed of upgraded crude oil
by early in the next decade. In addition, two letters of intent have been signed with Exxon and Coeastal for the
possible development of additional heavy crude oil projects.

Petrochemicals, Orimulsion® and Coal

Government activities in the field of petrochemicals are carried oul through Pequiven. Pequiven promotes initia-
tives in the field of petrochemicals and related chemicals, participates in the development of investment opportu-
nities in these fields and, when necessary, invests direcily in projects of a strategic nature.

The raw materials currently used in the Venezuelan petrochemical industry are natural gas and natural gas
liquids (“NGLs™), reformed naphtha, sulphur phosphate rock and salt. The main feedstocks, natural gas and
NGLs, have been supplied by Corpoven and Maraven. Phosphate rock is mined in the State of Falcon by a
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Pequiven subsidiary, Foslaven, Marine salt comes from eastern Venezuela, and sulphur 1s provided by the refin-
eries of Amuay, Carddn und E] Palito, belonging respectively to Lagoven, Maraven and Corpoven. Relormed
naphtha is supplied by Corpoven at the El Palito refinery. In addition 10 natural gas, intermediate relinery
streams (rom PDVSA refineries will become a major feedstock {or future petrochemical developments,

Pequiven operates three petrochemieal complexes, with a total combined production capacity of over three million
metric tons per annune In addition to Pequiven’s own produetion facilities, the three sites inelude planis belong-
ing to joint ventures between Pequiven and local and foreign private pariners,

The Moron comples, in the State of Carabobo, deals primarily with fertilizer production for the local market. The
El Tablazo complex, on the eastern shore of Lake Maracaibo in the State of Zulia, produces olefins and deriva-
tives thereol, mainly thermoplastie resins, nitrogen-hased fertilizers and industrial chemicals. In 1987, construe-
tion began on the third petrochemical complex, the Eastern (“Jose™) complex, located on the castern coastline of
the: country in the State of Anzodtegui. Next to this site, a eryogenic complex built and operated by Corpoven
supplies most ol the raw materials required for the manufacture of petrochemicals. The first plant within this
complex, & methyl-tertiary-hutyl-ether (MTBE) unit, started production in March 1991, This comples also
includes two Large methanol plants, which started commercial operations in April 1994 and January 1995,
respectively, Plants for producing petrochemicals out of intermediate refinery streams will be located elose 1o the
Carddn and Amuay refineries,

Al present, Pequiven is a partner in 17 joint ventures operating mostly in the three existing petrochemical
complexes. Bight new joint ventures are at various stages of development. Gross production from joint ventures
was approximately 3.3 million metrie tons in 1997, which remained constant for 1996, The main products to he
produced by the joint ventures include methanol, ethylene, propylenc, ethylene oxide, glyeols, polyethylenes,
caustic smla, chlorine, ethylene dichloride, thermoplastic resins, aromaties and derivatives, and other special
pm(lllt'ts.

With a view 1o contributing 1o the funding of the continued expansion of Pequiven’s petrochemical activities in
aceordance with the investment plan, PDVSA is encouraging further private participation i these aclivities.

Cross production of Pequiven’s wholly-owned plants and its joint ventures is estimated to increase lrom eight
willion metrie ons per annum in 1997 to 16.8 million metric tons per annum in 2007, As of December 31,
1997, Pequiven’s total gross assets amounted 1o approximately U.S.$950 billion. Its revenues lor 1997 were
approximately U.S.3916 million, Pequiven’s gross production for its wholly-owned plants and joint ventures com-
bined in 1997 wotalled 7.7 million metric tons, as compared to 8.0 million metrie tons in 1996,

The Orinoeo Belt has substantial reserves of natural bitumen, an extra-heavy hydrocarbon product. PDVSA,
through its wholly-owned subsidiary, Bitdmenes Orinoco, S.A, (“Bitor”), has developed a process of combining
natural bitumen with water and a surfactant to create Orimulsion®; a liquid coal substitute. Bitor plans, develops
atedd markets the bituminous resources of the Orinoco Belt. Field development and production of the resources
needed to manufacture Orimulsion®. Net production of Orimulsion® in 1997 was approximately 4.3 million
etrie tons, an inerease of 300,000 metric tons from 1996, Orimulsion® is marketed world-wide by Bitor itself,
and through Bitor's two wholly-owned subsidiaries, Bitor Europe Limited and Bitor America Corporation, and
through a 3% joint venture with Mitsubishi Corporation of Japan, MC Bitor Lub. Bitor has also signed a
marketing allianee with Citizens Corporation for the North American market and has begun developing commer-
cial relations with local channels in various countries in the Far East,

With respeel to coal, a project has been commenced to tap a rich thermal coal bed located in the Guasare River
hasin in the northwestern region of the State of Zulia. The project is led by Carbones del Zulia, 5.A. (**Carbozu-
lia™), a wholly-owned subsidiary of PDVSA. Detailed exploration of the Guasare region has shown proven coal
reserves o 983 million metric tons. The coal deposit is about 530 kilometers long by three kilomelers wide and
comprises Tour major areas that can be exploited. The Guasare region, fron north to south, has the following coal
reservoirs: the Norte mine with proven reserves exploitable by open-pit operations of 5% million metric tons; the

%s0 Diablo mine with open-pit proven reserves of 180 million metric tons; the Socuy mine with 226 million



metric tons; and the Cachiri field with 14 million metrie tons. Guasare offers a premium quality biluminous coal
with a sulphur content of only 0.6%, a low ash content of 6.7% and a high calorific value of 12,650 BTU/Ih. Of
the total proven coal reserves, 18% has been exploited, and 50% of the total can he exploited using current
operating methods. New methods of extraction must he applied in the near future to recover the remaining

(uasare coal reserves,

International sales of coal are conducted by Guasare Ceal International, a whoelly-owned subsidiary of Carbozulia.
Carbozulia expects Lo increase coal production from 4.0 million metric tons in 1997 to 21.0 million metric tons
per year hy the year 2007 by means of additional international joint ventures. Carbozulia does not sell coal to the

Venezuelan domestic market.,

OPEC

Venezuela is a founding member of OPEC, whose members collectively produced approximately 419 of total
world production of crude oil and accounted for about 62% of worldwide crude oil exports in 1996, In addition,
OPEC countries hold 77% of world crude oil reserves. OPEC was founded in 1960 for the purposes of improving
oil prices, altaining greater state participalion by member countries in the petroleum industry and influencing
production levels. Pursuant to agreement among OPEC members, general quotas for production by each country
have been established. Such quotas have not been the subject of any formal actions by OPEC, and the quotas do
not distinguish clearly between crude oil, refined products and derivatives and between exports and domestic
utilization, To date, the quotas assigned to Venezuela within OPEC have not had any adverse effects on Vene-
zuela’s petroleum exports or production. Venezuela's strategic plan to increase its petroleum production and
expuorts assumes that the growth in international demand for petroleam products can only be met by a small
number of countries, including Venezuela, that have adequate reserves. Venezuela believes that the reality of this
situation, and the need for oil consuming countries and oil producing countries to continue to act in a mutually
beneficial manner, will result in the future in a reorientation in the structure and stated goals of OPEC.

Crude oil prices declined in 1997 as compared to 1996, as growing supply, particularly from the re-entry of Iraq
in world oil markets, more than offset strong demand. As a result, the price for crude oil of the OPEC basket
declined by $1.50 per barrel, to an average of $18.80 per barrel in 1997, Beginning in the first quarter of 1998,
international oil prices declined significantly due to several factors, including reduced energy demand caused by
the Asian erisis, a mild winter in the Northern Hemisphere, and growing supply from Iraq, and high inventory

levels globally.

On March 22, 1998, in response to the continued sharp decline in the levels of prices for erude oil, several
major oil exporting countries, including Venezuela, agreed on a temporary basis to adopt measures expected to
reduce the current levels of crude oil production. On June 4, 1998, Venezuela, Saudi Arabia and Mexico met in
Amsterdam 1o discuss the state of the international oil market and agreed to reduce their aggregate crude oil
production by 450,000 barrels per day. On June 24, 1998, Venezuela and a number of OPEC and non-OPEC oil
exporting countries met in Vienna and agreed to further reductions in their aggregate oil production in an effort
to mitigate the effects of decreased demand for oil experienced during 1998. As a result of these meetings,
Veneznela has agreed to reduce its oil production on a temporary basis by an aggregate amount of 525,000
harrels per day. Notwithstanding the agreements between oil-producing nations to curtail production, intemational
oil prices remain at a ten-year low and a recovery, if any, in the international oil markets during the remainder of
1998 and 1999 will be gradual.

Manufacturing and Mining

After the petroleum and natural gas sector, the second most important sector of the Venezuelan ceonomy is
manufacturing. The manufacturing sector can be divided into two sub-sectors, one which produces goods for the
domestic market in connection with the Government’s plans to encourage domestic industry and import substitu-

tion and the other which produces goods for export,



The industnies producing intermediate goods {inputs for other factories) have been developed predominantly by
public enterprises.

Corporacion Venezolana de Guayana

Alter PDVSA, the second largest industrial complex in the country is made up of brunches and subsidiary
companies of CVG, CVG was created in 1960 to institutionalize the industrial development strategies of one of
the richest areas in Venezuela. The creation of CVG enabled Venezuela to develop an extensive industrial
complex in sectors in which Venezuela had a comparative advantage due to low-cost inputs of energy, cleciricity
and high-quality minerals. Despite such comparative advantages, many of the (VG companies have incurred
significant losses due to low commadity prices for CVG's products and ineflicient management and labor opera-
tions., As part of the Adjustment Program and Agenda Venezuela, the Government has undertaken @ number of
internal reorganizations intended to improve the operating performance of CVG and reduce the costs imposed on
the consolidated public sector accounts occasioned by CVG's losses, In 1994, the Government decided to
privatize CVG’s aluminum and steel industries, among others, and a commission, comprised of CVG, FIV and
cach institution involved in the aluminum and steel sectors, was established 1o oversee the restructuring and

privatization processes.

Pursuant 1o that program, FIV and CVG successfully completed the sale of 70% of CV's steel production assets
held by C.V.G. Sidenirgica del Orinoco, C.A. (SIDOR} in January 1998 to Consorcio Siderurgica Amazonia Lid.
{“Amazonia’’), a consortium of industry participants comprised of Sivensa, S.A.C.A. (Venezuela), Hylsamex S.A.
de C.V. {(Mexico), Siderar S.A. (Argentina) and Usiminas (Brazil), generating cash proceeds in the amouni of
.5.$1.2 billion. The amount paid for SIDOR is equivalent to 70% of the winning bid amount (approximately
1.5.$2.3 billion) net of liabilities assumed by Amazonia in the amount of approximately U.5.$5584 million. Of the
remaining 30% of the vutstanding capital stock of SIDOR which was retained by the Government. it is expected
that up to 20% will be offered for sale to employees of SIDOR, in accordance with Article 13 of the Privatization
Law, and that 10% will be offered to the general public in Venezuela. In view of Venezuela's position as the thinl
largest steel producer in Latin America, behind Brazil and Mexico, the Government anticipates that private
ownership of SIDOR will enable it to gain access to the technological and financial resources necessary to
compete successfully in the global marketplace. FIV and CVG have commenced the process of privatizing the
ferroalloy and integrated aluminum sectors of CVG. The integrated aluminum sector, which includes the bauxite
transport and storage and alumina processing operations of C.V.G. Bauxilum, C.A. {with an installed capacity of
230,000 metric lons per year of alumina), the aluminum processing facilities of C.V.G. Industria Venezolana de
Aluminio, C.A. (VENALUM) (with an installed capacity of 430,000 metric tons per year) and C.V.G. Aluminio
del Caroni S.A. (ALCASA) (with an installed capacity of 210,000 metric tons per year}, and the coal anode
proeessing facilities of C.V.G. Carbones del Orinoco, C.A. {(CARBONORCA) (with an installed capacity of
193,800 metric tons per year of baking capacity), is intended to be sold to strategic industry participants in the
first stage of the privatizalion process, with a potential public offering of the Government’s remaining shares al a
later date. To that end, the Government iniliated in 1997 a bidding process for its aluminum sector companies.
The proposed sale of the aluminum sector did not, however, result in a bid, and a second proposed sale in

July 1998 also failed to receive a bid. In light of the failures of the two auctions, the Governmenl is evaluating
the situation regarding the aluminum sector.



The following tables set out the production
the five vears ended December 31, 1997:

and exports of CVG’s aluminum, iron, steel und gold companies for

Year Ended December 31,

Production 1993 1994 1995 1996 1997
(in thousand= of metric tons, except as noted)
Iron .. ..., .. .. . . . ... 17,300 18,300 19,432 19,720 17,554
Bauxite . .. ... ... o oL 2,500 1,892 h,360 5,360 4,966
Alumina ... ........... .. .... 1,500 1,551 1,669 1,778 1,730
Aluminum . ... ...... ... ... ... 576 418 427 426 639
Steel . ..o o 2,635 2,682 2,791 3,194 3.097
Gold (in kilograms) . ... ... ... ... 2,518 2916 3,274 3,486 3,325
Ferroalloys . ... .......... ... .. 47 41 47 67 54
Source: CVG Companies.
Year Eaded December 31,
Exports 1993 1994 1995 1996 1997
{in millions of 1.8, dellars)
Iron Ore .. .. ...l $145 $137 $202 $161 $239
Aluminum .. ... ... oL 0L, 472 571 915 660 634
Steel ... ... 202 350 276 294 443
Alumina .., ... .. ... ... ..., . A6 418 g1 48 85
Ferroalloys . ... .o oo o oo 16 18 27 48 23

Source: CVG Companies,

Agriculture and Livestock

Venezuela’s principal agriculiural and livestock products are coffee, cacao, plantains, sugar cane, rice, corn, pork,
eggs and milk. The following tables set nut the production, exports and imports of the agricultural sector for the

five years ended December 31, 1997:

Yewr Ended December 31,

Production 1993 1994 1995 1996 1997
(in thomsands of metric tons)

Coffee , .. ... .. .. . . . ... 66.5 68.4 65.1 73.0 63.0
Cacao . ..o o o Lo o 16.1 17.0 16.5 171 18.5
Sugarcane. ... ...... .. ... ... 7,200.7 6,521.8 6.146.9 6,423.8 6,429.0
Rice . . ... .. . . . . 7234 728.1 756.9 779.9 702.2
Corn .. oo 987.8 1,004.5 1.166.7 1,033.3 1,199.2
Source: Baneo Central.

Exports Imports
Year ended December 31, {f.o.b.) (f.o.b.)

(in millions
of ULS, doltars)

S $239 $709
e 250 641
L 224 877
100G e e 259 878
LT e 250 601

(1) Preliminary figures.
{2} Through September 30, 1997.

Source: Banco Central.
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The Adjustment Program in 1989 and 1990 had un adverse effect on the agricubtural sector through significant
inereases in the costs of agricubiural inputs. The impact of the exchange rate unification and corresponding
depreciation of the Bolivar against the U.S. dollar had a greater effect on this sector than other sectors due to the
fact that many inputs for the agricultural sector had been imported at the preferential controlled rate of 13s,7.50
= US.$1.00 until March 1989. In addition, the agricultural sector had benefited from preferential interest rate
policies. In July 1990, the Government issued new guidelines and adepted measures for the commercial relorm of
the agricultural sector. The measures were intended to promote efficiency in, and diversification of, the agricul-
tural secton, mitigate the adverse effects of the Adjustment Program on consumer prices for foodstufls, and orient
the agricultural sector toward specialization in those agricultural products in which Venezuela has o comparative
advantage. The most significant of these measures have been a simplification of the tarifl elassification system for
agniculiural products; a progressive reduction of tariffs for agricultural products, which wt present have 2 maxi-
mun rate of 209%; and the progressive elimination of import quotas. Another important step laken has been the
creation of the Interministerial Commission for the Design and Follow-up of the Comimercial Agriculiural Beform,
which coordinates actions and policies among the ministries involved in the agricultural sector I order to
stimulate growth in the agrcultural sector, the Government is providing financing to small, mediam aned larpe
producers. Financing for small producers is available through the Instituto de Créditn Agricola (JCA), while
financing for medium and large producers is made available with Government funds through Conindustria, a
private organization. The Government also expeets that increased trade within the Andean Community countries
will also help to develop the agricultural sector,

Electric Power
The Purticipants

The electrie power seclor i Venezoela is made up of various state-owned and privale companivs serving approxi-
mately 3.8 million customers, Practically all of the assets of Venezuela's clecirie power sector are held by six
companies: C.V.G. Electrificacion del Caroni, C.A. (*EDELCA”), Compaita de Administracion y Fouento
Eléctrico (“CADAFE™), ENELVEN, ENELBAR, ENELCO and C.A. La Electricidad de Caracas, S.ACA.
(“EDC™). EDELCA is owned by CVG and CADAFE, ENELVEN, ENELBAR and ENELCO are held by FIV. KDC
is a privately held company.

EDELCA currently generates approximately 70% of the total electricity production in Venezuela from its two
hydroelectrie plants in the Caroni river basin in the Guayana Region. EDELCA’s Guri and Macagua | plants have
installed capacities of 9,025 megawatts (“MW™) and 360 MW, respectively. CADAFE is the Tigest electricity
distribution company in Venezuela covering approximately 90% of the country, ENELVEN, ENELBAR wnd
ENELCO are cach smaller vertically integrated electric companies serving Zulia State on the westenn coast of
Luke Maracaibo, the Barquisimeto area of Lara State and the eastern coast of Lake Maracaibo, respectively. KDC
is the largest privately held electric company, serving approximately 1.} million customers thronghout Venezuela,
of which approximately 629,000 reside in Caracas and its suburbs.

The Regulatory Framework and Turgff Rates

There is no unified body of law which regulates the electric power sector in Venezuela. The regulatory {ramewark
is based on two Presidential Decrees, Decree No. 368, dated July 27, 1989, and Decree No. 2383, dated

July 21, 1992, which set forth the methodology for delermining tariff rates and estublished the principal regula-
tory hadies. The Government has also issued Decree No, 1558, dated Octoher 30, 1996, setting lorth the Noremy
Jor Regulwtion of the Electrivity Sector which provide for, among other things, less goverumental mvolvenent in
the electric power sector in order to stimulate competition with the objective of achieving lower rates and better
service quality, Decree No. 1558 contemplates the division of the electric power sector into three functions,
generation, transmission and distribution, and separate accounting of costs among the three functions for private
sector electric companies. Other sources of eleetric power sector regulation are derived from resolutions passed
by the Mimstry of Energy and Mines ("MEM™) and the Ministry of Industry and Commerce (“"MIC”), laws of
general application and the National Concessions Law and the Municipalities Law, On March 10, 1998, u bill



was introduced and is currently under discussion in Congress which, if enacted, would provide for a unified
regulatory framework to govern Venezuela's electric power sector at the national level.

MEM and MIC, in conjunction with Comiston de Energia Eléctrica (“CREE") and Fundacion para el Pesarollo
del Serpicio Eléctrico (“FUNDELEC”), are responsible for formulating policy for the electric power sector and
setting tariff rates. The function of FUNDELEC includes conducting studies and drafting proposals for legislation
concerning the organization of the eleciric power sector with a view to increasing competition and efficiency,
establishing the methodology for calculating tariff rates and defining service quality norms and penalties for theft
of electricity. CREE is responsible for approving tariff applications submitted by electricity companies, subject to
final approval by MEM and MIC.

Tariff rates which may be charged by electric compantes in Venezuela are established on a company-by-company
basis, Currently, tariff rates are calculated using a cost-plus methodology. Under the cost-plus methodology, the
tariff rate is set such that an electric company’s revenues are sufficient to cover operating costs and expenses
incurred in providing electricity to customers plus a profit margin which is a rate of return (the “Buase Tariff”) on
the company’s assets and working capital. The Base Tanff, which is established by CREE and applies to all
clectric companies, is currently set at 9.0%. Tanff rates may be adjusted periodically to account for inflation and
changes in energy and oil prices. The Government announced on April 1, 1998 that tariff rates in effect on
December 31, 1997 would remain in effect without adjustment for the remainder of 1998,

Privatization Efforts

EDC and three other smaller electric companies are the only privately held electric companies in Venezuela.
EDELCA, CADAFE, ENELVEN and ENELBAR on a combined basis generated approximately 88% and distrib-
uted approximately 78% of the total electricity used in Venezuela during the year ended December 31, 1997,

In 1992 the Venezuelan Congress enacted the privatization law which established guidelines for the restructuring
and privatization of the electric power sector, which law was modified by new legislation passed on December 30,
1997 (collectively, the “Electricity Privatization Law”). Under the Electricity Privatization Law, FIV will be
responsible for developing the Government’s privatization policy and agenda with respect to its electric power
sector huldings. To that end, FIV has already commenced the privatization process with respect 1o SENE, the
electric wiility company which serves the islands of Margarita, Coche and Cubagua. SENE’s potential acquirors
have been selected by FIV and CADAFE to begin their due diligence efforts in connection with the privatization.
In accordance with Article 13 of the Electricity Privatization Law, 70% of the capital stock of SENE will be sold
to the highest bidder ar the time of auction, with up to 20% of the capital stock being sold to employees of
SENE and the remainder being offered to the public in Venezuela. The sale of SENE is expected to be completed
during the third quarter of 1998, FIV also expects to proceed with the privatization of CADAFE’s Planta Centro
thermo-electric generating facility, as well as ENELVEN, ENELBAR and ENELCO. The Government has
announced plans to transfer all of the electricity transmission assets of CADAFE, EDELCA, ENELBAR and
ENELVEN to a newly-formed entity, Empresa Nacional de Transmision. The creation of Empresa Nacional de
Transmision is an integral part of the Government’s plan to restructure the electric power sector in Venezuela for
the purpose of facilitating the privatization of its electric power sector holdings. It is expected that the privatiza-
tion of these companies will increase competition, productivity and efficiency in the country’s electric power

seclor.

Expansion Plans

KEconomic growth in Venezuela will require expansion of the electric power sector. In order to meet such antiei-
pated demand, EDELCA is currently constructing a third hydroelectric plant, Macagua I, which will have an
installed capacity of 2,564 MW and is expected to be completed by the end of 1998. EDELCA is also evaluating
plans to build two other hydroelectric plants in the Caroni river basin, Carauchi and Tocoma, each having a
projecied installed capacity of 2,160 MW,
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Financial System
Banco Central

Banco Central, which is wholly-owned by the Republic, is Venezuels’s central bunk and its currency-issuing
bank. The law currently governing the operation of Banco Ceniral was most recently amended on December 4,
1992 (the “*Central Bank Law”). Under this law, Banco Central’s statutory functions include: acting as depositary
and financial agent for the Government; discounting and re-discounting prime commercial paper; conducting
open market operations in Government, and uvther, securities; fixing rates of exchange for foreign cumrencies;
trading in gold and foreign exchange; holding the gold and foreign exchange reserves of the country; setling the
minimum reserve requirements for banks and other financial institutions, regulating interest rates charged for
loans and paid for deposits and other liabilities by banks and other financial institulions; and acting as a
clearinghouse for the banking system and other financial institutions.

Monetary Policy

Banco Central has conducted an active monetary policy which has supported both the Adjustment Program and,
suhsequently, Agenda Venezuela. In this regard, Banco Central has utilized open market operations with respect
lo its own instruments issued initially through the Caracas Stock Exchange and later by means of an auction
mechanism, The placement of zero coupon bonds has progressively replared Bancu Central’s money desk as a
primary mechanism of monetary regulation and has become an efficient means of moderating the increase of
monetary aggregates. The use of the rediscount and loan mechanism has been reduced, consistent with Banco
Central’s role as a lender of last resort and with the greater resources available to the banking system.

In May 1991, Ranco Central established a cash reserve requirement of 809 on the deposits and obligations of
the public sector held in the banking system. In August 1991, the reserve requirements established for the
deposits held by the private sector were raised progressively from 15% to 25%. On September 14, 1992, 4
revised sel of cash reserve requirements was put into place by Banco Central. The revisions, which were phased
in over a three-month period, entailed incremental reductions in the base reserve requirement on the deposits of
both public and private sector institutions held in the banking system. In response to the financial erisis, Banco
Central lowered the cash reserve requirements of the private sector deposits from 15% 1o 12% and lemporarily
exempted certain troubled financial institutions {rom the reserve requirements, Interbank loans increased substan-
tially as those institutions with surpluses made overnight loans to those suffering liquidity shortages. The current
cash reserve requirements are 25% for public sector deposits and 17% for private sector deposits.

The amendments to the Central Bank Law promulgated in December 1992 reaffirmed the importance of the
monetary policy carried out by Banco Central, made Banco Central more independent and established the Jevel of
control by Banco Central of legal reserves within the financial system. The Central Bank Law, as so amended,
prohibits Banco Central from making direct loans 1o the Republic and purchasing notes issued by the Republic,
and eliminates Banco Central’s fiduciary operations, while maintaining Banco Central’s role as financial agein of
the Republic.

On March 15, 1993, Banco Central adjusted the maximum level fixed for interest rates from 60% to a variable
level that was tied to the average return on Banco Central’s zero coupon bonds. In the area of monetary control,
Banco Central reserve requirements for bank loans were reviewed and streamlined. Instead of requiring different
reserve amounts depending on the type of loan transaction, a single reserve requirement was established.

Al the end of 1993, instability in the financial markets became apparent and it was evident that a more
restrictive monetary policy was necessary. During the firat six months of 1994, however, a dichotomy existed in
monetary policy. On the one hand, Banco Central recognized the need for a restrictive monetary policy and Banco
Central increased the frequency of zero coupon bond auctions on the upen market. On the other hand, Banco
Central, as the *lender of last resort” during the financial sector erisis, granted financing to those financial
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institutions confronting hiquidity or solveney problems, both directly and indirectly through FOGADE. This pre-
vented Banco Central from fullilling its restriclive autonomous role in the economy and jeopardized its restriclive

monelary policy.

By the second half of 1994, Bance Central was able to reestablish the restrictive character of its execution of its
menetary policy in an attempt to drain excess liquidity from the markel and, as a resull of the stabilization of the
financial sector, onee again became a true “lender of last resor.” In addition, the Governmemn, in response to the
continuing idverse economic conditions, implemented exchange controls and adopted various price and inferest
rate controls. See “The Venezuelan Economy—Historical Feonomie Performance—The Finaneial Sector Crisis

and Feonomie Perfornunce in 1994,

In 1995, Banco Central remporarily suspended the placement of zero coupon bonds and facilitated the placement
of the remaining treasury bonds so that the Republic could refinance in an orderly fashion its external public
debt obligations, At the end of January 1995, Banco Central issued TEMs, in substitution for zero coupon bonds,
in order to establish the maximum (36%) and minimum (249) interest rates in the monetary market.

The monetary base contracted in real terms by 3.8% in 1996 despite an increase in international reserves during
that vear (50.6% in U.S. dollars). See “The Venezuelun Economy—Foreign Trade and Balance of Payments—
International Reserves.” There was also an increase in fiscal income In 1996 from oil exporls and from the
devaluation of the exchange rate in April 1996, Moreover, foreign direet investment increased to 11.5.$1.7 billion
in 1996 from U.S.$909 million for 1995 as a result of the opening of the petroleum sector and the increased pace

of the privatization program.

In real terms, the monetary buse increased by 30.3% in 1997 as a resull of the remonetization that was
associated with the economic recovery, the reduction in inflation and increased investor confidence in Bolivar-

denominated financial instraments thal was experienced during 1997,

The table below sets forth the changes in monetary aggregates for the five-yeur period ended December 31, 1997
and for the three-month period ended March 31, 1998:

(M2) Monetary Base

In hillions In billions

In billisna of 1981 In billions of of 1981

of nominal Consiant nominal Consiant

!:ﬂ: liuli\_‘gr: Bolivars Baolivars Bolivars
L0 e 1,660.7 106.2 4227 27.0
1994 e 2,595.7 97.2 698.8 26.2
FOOL e 3.535.9 87.3 872.5 21.5
1906 . . . e e 5.510.5 64.8 1.675.8 19.7
LG9 e e 8,945.7 76.4 3.004.7 25.7
1008 8.712.1 69.5 2,747.5 21,9

(1} Through Muarch 31, 1998,

Source: Banco Central.,

Banco Central has intensified its restrictive monetary policy through the issuance of certificates of depuosit, and
more recently, TEMs. However, the results obtained through these issuances have not had a material impact on

the expunsionary lendencies in the monetary base referred (o above.



hu addition, pursuani to a special Refinancing Law passed by the Venezuelan Congress, the Government refi-
nanced its obligations to Banes Central in the amount of U.5.$3.7 billion through a program invelving the
issuarce of bonds of the Republie to Banco Central, This program is intended 1o strengthen the asset base of
Baneo Central and enable Banco Central o use these newly issued bonds as a tool for restrictive monetary policy
which was nol previously legally available to Banco Central. This in turn should have an impact on interest rates,
which were decontrolled in 1996, The bonds will set a benchmark for rates and will assist Banco Central in its
goal of promoting posilive real interest rates. As of March 31, 1998, the Government had issued bonds toaling
LLS.$9060.8 million in repayment of its obligations to Banco Central pursuant 1o this program.

The Tollowing 1able sets ot Venezuela’s interest rates by quarter for the periods indicated:

Interest Rates

Central
Short-Term Long-Term Y0 Day Bunk Basic
(Commereial (Murigage CDs Discuunt Inflution
Buanks) Banks) Deposit Rate Rale Kutet
\”" .‘!ld Q“‘l‘i‘_l (in percent per annam )2
1993
First Quarter . ... L 54.32% 39.18% 48.17% 62, 10% 30.51%
Secomd Quarter. ..o oL 64.07 36.91 57.59 GO.10 41.27
Third Quarter .. ... o o oL 56.70 47.81 49.54 63,4 45,70
Fourth Quarter ... .00 Lo L. 06647 49.50 6.3.09 T1.25 G145
1994
Fiest Quarler .. ... . oL, 63.87% 39.88% H2.98% 67.00% 42.47%
Second Quarter . .00 L 61.48 33.24 44,97 67.00 96.80
Third Quarer, .. ... oo oL 51.18 26.10 27.80 45.00 83.17
Fourth Quarter o000 42.07 28.60 24.26 48.00 63LHD
1995
First Quarter ... .. ..., ....... 39.46% 26.98% 21.51% 43.50% A1.07%
Second Quarter, . ... L Lo, 36.56 25.83 21.57 49.00 H7.60
Third Quarer . . . ... .. ... .. ... 40.63 23.49 20,94 493,00 13.86
Fourth Quarter .. ... ... . ... 42.66 25.44 27.27 49.00 88.11
1996'%
First Quarter . ..o o L 42.47% 27.41% 29.78% 51.00%. 135.90%
Secotdl Quarter . .. ..o L 5358 2717 40.07 85,00 103,87
Thid Quarter . .. ..o oL 34.03 23.94 2347 85.00 04,30
Fourth Quarter ... .. ..o oo oL 28.02 22.05 20.30 45.00) 4972
19979
First Quarter ... ..o Lo L. 19.61% 25.41% 13.15% A45.00% 29.14%
Second Quarter . . ... .. oL 22.79 24.99 13.92 45.00 33,59
Third Quarter . . .. ... .o L L 26.84 28.33 13.59 45.00 44.94
Fourth Quarter .« ..o 000 00 26.09 28.07 1634 45.00 4340
1998
First Quarter .. ... .. . . L. 33.10%: 26.49% 23.90%: 6(L00% 31.58%

(1) Based on the CP1 {Base 1984=100), calculated by annualizing forward cunnmlative quarterly inflation rates.
(2)  Interest rates are calenlated using averages during the relevant period,

%) Prefiminary figures,

source: Baneo Central.



The following table sets out total outstunding loans and long-term investments (by quarter) by public and private
financial institutions for the five years ended December 31, 1997 and for the three-month period ended

March 31, 1998:

Total Credit

Mortgage of the
Commercial Bank Financial Percentage
Year and Quarter Bank Credit'" Credir'"? Other'® System' Change' !

(i millions of Bolivars)

1993
First Quarter . . .. ........ .. Bs. 781.332 Bs. 69985 Bs. 177.877 Bs.1,029.194 31.96%
Second Quarter . ... ... ... 755.011 73.802 192.663 1,021.476 19.69
Third Quarter . .. .......... 793.371 78.820 205.217 1,077.408 17.84
Fowth Quarter. . ... ... ... .. 836.583 84.718 217.046 1,138.347 13.92
1994
First Quarter . . . .. .. .. .. ... Bs. 943.598 Bs. 81.011 Bs. 185018 Bs.1,209.627 17.53%
Second Quarter ... ... ... ... 1,070.31¢) 78.505 211.247 1,360,122 33.15
Third Quarter .. .. ... ... ... 1.068.440) 84.902 196.583 1.349.925 25.29
Fourth Quarter. ., , .. ... . ... 765.216 56.779 203.498 1,025.493 (9.91)
1995
First Quarter. ... .......... Bs. 741.369 Bs. 55.360 Bs, 216933 Bs. 1,013.662 {16.20)%
Second Quarter . ... ... ... 852.827 38.067 227459 1,138.353 (16.32)
Third Quarter . . . ... ....... 984.692 57.760 275.534 1,317.986 2.37
Fourth Quarter. . . . ... ... ... 1.153.143 62.990 283.510 1,199.649 46.24
1996
First Quarter . . . . ... ... ... Bs.1,278.175 Bs. 65.569 Bs. 318.085 Bs. 1,661.829 6:3.96%
Second Quarter . ... ..., 1,305.822 66.046 283.991 1.655.859 4540
Third Quarter . .. ... ... .... 1,081.362 84.576 333.313 1,499.251] 13.81
Fourth Quarter. . . ... .. ... .. 2,324.303 48.998 255.168 2,628.169 75.31
1997
First Quarter. ..., ... ..., . Bs.2,768,584 Bs. 40,173 Bs, 319,771  Bs.3,128.528 88.20%
Second Quarter .. ... .. ... .. 3.,428.214 534,904 375,128 3.858.246 133.01
Third Quarter .. .. ... ...... 4,124,729 66,354 525,874 4,716,957 215.08
Fourth Quarter. . . . ..., . ... 2,283,646 50,284 685,261 6,025,102 125,71
1998
First Quarter . . .. ... ... ... Bs. 5,403,060 Bs. 38936 Bs. 828,177  Bs. 6,290,779 101.08%

(1} Excludes, for the periods subsequent to December 1994, intervened and other state-owned banks.

(2} Includes finance companies, savings and loan institutions, Banco de los Trabajadores de Venezuela and
Banco de Desarrullo Agropecuario. Excludes Banco Central.

{3) Excludes Banco Central.

{4) From the corresponding quarter of the previous year.

Source: Bance Central.

Financial Institutions

The Superintendency of Banks is responsible for inspection, supervision and control of banks and credit institu-
tions as well as any individuals, companies or institutions that conduct or purport to conduct any of the
operalions which are subject to the prior authorization of the Government under the General Law of Banks and
Other Financial Institutions (the “Banking Law”). FOGADE, which was established in 1985, insures deposits up
to Bs. 4 million per depositor and assists in the recovery and stabilization of financial institutions through lending

assislance.,

On January 1, 1994, amendments 1o the Banking Law came into effect. The new Banking Law, the enactment of
which was a part of the planned structural reforms of the Adjustment Program, contained five sets of major
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amendments to the prior law, Whereas the prior regulatory scheme called for supervision only ol the dopestic
operations of Yenezuelan conmereial banks, the amended Banking Law permits Government supervision of
Veneruelan banks” overseis lendiig activities, Also, the new Baiking Law deregidated financial activity by
allowing bunks 1o undertake any transactions unless explicitly prohibited in the Banking Law. Additionally, hanks
were authorized 1o include under one entity both commercial banking and other investment activities under the
concepl of a Tuniversal bank.”™ All entities, including all offshore operations, are required 1o prepare consolidated
financial accouns and are subject to comprehensive regulaton by the Superintendency of Banks, The regulatory
scheme and standards have been strengthened, and Venezuelan commercial banks were required to meet the
Basle Standards of capital adequacy as of December 31, 1995, As of that date 35 out of 39 operating Venezuelan
conumercial banks met the 8.00% mininum capital adequacy requirements of the Basle Standards. At Decern-
ber 31, 19096, 30 of 37 operating Venezuelan commercial banks were in compliumes with the Basle Standards, Ay
December 3101997, all operating Venesoelan commereial banks were in complianee with the Basle Standiards,
The anrended Bunking Law also permitied loreign investors o acquire shaves in existing linaneial instilations sl
1o establish new hanks and open new branches or representative offices. Finally, the amended Banking Law
mereased the powers of the Superintendency of Banks and added additional adminisirdive and criminal sanetions

for violations of the banking law.

Immediately after the effoctiveness of the Banking Law on Junoary 14, 1994, the Government, throngh FOGA T,
oflicially mtervened in and temporarily closed the operations of Baneo Litino, the second-largest commercial
bank in Venezuela, The temposary closure of Banco Latine caused depositors al several other Venezuelan com-
mercial banks to question the solveney of those institulions. As a result, many Veuezuelan hunks experienced
significant withdrawals of deposits, and an wdditional cight financial nstitutions were Torved 1o seck Tinaneial
assislanece rom FOGADE during the first <ix months of 1994, On March 8, 1901, Cougress passed special luws
thal retroactively raised the upper limit on insueed deposits from Bs. T onblion e Bso b million and raised the
insurance fees that local banks are required to pay 10 FOGADE semiammally from 0.25% 1o 1.0% of a bank’s
total deposits (excluding deposits of publie scetor entities). On April 4, [O%1, Banco Lating was reopenid as a
state~owned hank, Under the procedures established lor the reopening of Baneo Lativio, depositors with aceannts
under Bs 10 million (approximately U.S.886,000) had immediate availubility of their funds while amounts in
excess ol that level are being repaid over time al below-market interest rates.

in an effort to prevent the fatlure of the remaining Venczuelan finaneial institutions, the Finaneial Emergency
Board was creaded in June 1994 10 eoordinate Government actions in the hanking sector. The Board was given
broad powers 1o prevent the failure of wdditional financial institutions, including the powers 1o hire and disimiss
direciors and nunagers; expropriate assets from troubled institations: and diveet and approve the porehase of all
shures of a troubled finaneial institution. See “The Venezaelan Eeonomy—Historical Eeonomic Performance —The
Financtal Sector Crisis and Economic Performance in 19947 In June 1994, the Government officially intervened
the eight finaneial instititions 1o which it had been providing liquidity support, Subsequently, the Government
acquired Banco de Venezuela and Banco Consolidado, which at that time were Venezuela's second and third
largest commercial banks, respectively, and Banco Andino, a small regional bank. On December 13, 1994, Banco
Progreso was intervened and closed and its assets were translerred among all the publie sector banks. On
Janwnary 31, 1995, the Financial Emergeney Board indervened and closed Baneo Lalo Venezoluno, Baneo Profe-
siwnal and Banco Principal, and distribhited certain of their labilities among the publie sector hanks, The fast
hank in which the Financiub Emergency Board intervened and closed was Banco Einpresarial in Augost 1995, As
a result of the foregoing actions, FOGADE intervened in financial institulions representing approximately 51.0%
of the total financial sector deposits. The financial cost of such assistance, which totalled approximately B=.2 5603

billion in nominal terms {approximately U.5.$516.8 billion), was provided by the Government.

By the third quarter of 1045, the Tlinaneial sector’s position had stabilized. Two foreign banks, INCG Bank and
ABN AMRO, opened operations in Yenezuela in March and October 1995, vespeetively.

As o result of the inervention by the Government in Banco Latino, a number of Venezoehin fivaneial institngions
fuced significant outflows of funds as describied whove and the number of privadely owned commercial banks

decrcased significantly. As of March 31, 1998, the financial system consisted of 10U hanking institutions, which
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include 11 universal banks, 28 commercial banks (2 of which were publicly owned), 15 investment banks, 5
mortgage banks, 12 leasing companies 21 savings and loan associations and 12 money market funds, established
in accordance with the Banking Law and the Law of Savings and Loans Associations.

In December 1996, FOGADE reprivatized Banco de Venezuela, Baneo Consolidado and Banco Tequendama,
raising a total of Bs.274.1 billion {(approximately U.S. $577.6 million at the prevailing average exchange rate for
December 1996 of Bs. 474.73=U.5. $1.00}. International investors played a significant role in the reprivatization
of such financial sector assets: Grupo Santander of Spain acquired Banco de Venezuela: the Infisa Group of Chile
acquired Banco Consolidado; and Banco Bilbao Vizeaya of Spain acquired a 9.4% interest in Banco Provineial
previously owned by Banco Metropolitano. FOGADE has also reprivatized eight insurance companies and a
number of assets owned by the financial institutions acquired by the Government. During June 1997, FOGADE
sold varions assets of Banco Latino, including its branch networks, eredit card affiliate and insurance affiliate, for
a total of Bs. 53.4 billion (approximately U.S. $110 million at the prevailing average exchange rate for June 1997
of Bs. 485,63 = US. $1.00) and Banco Hepiblica was reprivatized raising Bs. 28.0 billion (approximately U.S.
$57.7 million at the prevailing average exchange rate for June 1997 of Bs. 485.63=U.S. $1.00). In Decem-

ber 1997, FOGADE reprivatized Banco Popular y de Los Andes for Bs. 21.9 billion {approximately U.S. $43.7
million at the prevailing average exchange rate for December 1997 of Bs. 502.80 = U.S. $1.00). It is expected
that assets of other financial institutions will be sold during 1998.

Securities Markets
Stock Exchanges

There are three securities markets in Venezuela which are, in order of size, the Caracas Stock Exchange, the
Electronic Stock Exchange and the Maracaibo Stock Exchange. The total volume of trading in these three
exchanges is composed of trades in stocks and bonds. The Caracas Stock Exchange is the largest of the three,
both in terms of stock and in bond trading, accounting for the majority of the stock trading and the overall
trading volume. Since its inception in June 1995, the Electronic Stock Exchange has increased its market share
in the stock trading volume from 12.5% in 1995 to 18% in 1996, with an overall participation of 13.5% in both
stock and bond trading volumes in 1996, The Electronic Stock Exchange offers the possibility of trading and
concluding Iransactions in real time through a high-technology network connected to brokers’ offices, transfer

agents and clearing agents.

The market capitalization as of December 31, 1997 was approximately U.5.$14.4 billion, representing 24.2% of
GDE The market capitalization relative to GDP has shown a significant improvement, from 8% in 1995 to 15.4%
in 1996 and 24.2% in 1997, after a declining trend during the period from 1992 to 1995, The Government
believes that significant potential for additional growth exists in the Venezueian securities markets as their size
relative to GDP has not yet regained the level achieved in 1991. The market size of Venezuela's securities
markets relative to other Latin American countries is still quite small. However, the Government believes that
recently enacted and proposed capital markets reforms should increase confidence in the Venezuelan securilies
markets and enable the securities markets to grow. In connection with the initial public offering of CANTYV in the
fourth quarter of 1996, the Government instituted a program to permit a portion of the CANTV shares being
offered to be purchased by Venezuelan citizens through the provision of low-cost leans. The Government antici-
pates that similar programs aimed at increasing Venezuelan citizens” ownership of newly-privatized Venezuelan
companies will be implemented in connection with future privatizations.
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The following tuble provides a comparison of the Venezuelan stock markets with other Latin American stock
markels is of December 31, 1996:

Murket Cupitalization Volume Traded
millions of itillions of

Country 1.8 4 %% Total % GDP U.s.$ % Total
Argentina ... ... ... $44.679 9.4% 15.6% $4,382 2.5%
Brazil .. ... ... ... ... ...... 216,990 45.6 289 111,450 64.0
Chile ... ... ... ... .. . L 05,940 13.9 87.9 8,443 1.8
Colombia . .. ................. 17,137 3.0 201 1,518 0.8
Mexico . ... .......... ... ..., 106,539 224 35.6 43,040 24.7
Peru ... . . 13,837 2.9 23.4 3,814 2.2
Veneesuela .. ... L L o L. 10,055 2.1 15.4 1,309 0.7

Total ..o $475,177 100.0% $173,956 100.0%

Souvee: fnternational Finance Corporation,

The stocks listed on the stock exchanges are the same in all three exchanges. Although the regulations of the
Caracas Stock Exchange require that settlement of trades occur within 48 hours, a large number of the trades are
nol settled within the prescribed period and some trades are not settled at all. On the Electronic Stock Fxchange,
the settlement of trades is contemplated 1o occur immediately. Presently, some operations can be settled the same
day in any of the stock exchanges, but given operating procedures the standard settlement is within 5 days of
trading. On August 1, 1996, the Government approved the formation of Cajus de Valores (#Clearing Houses™) for
the setilement of trades on the Venezuelan stock exchanges. L is expected that the Clearing Houses will improve
seftlement procedures on the Yenezuelan stock exchanges to three-day intemational standards once the vegistra-
tion at the Clearing Houses of all the issues outstanding in the Venezuelan stock exchanges is concluded.

The Venezuelan stock exchanges post trading information with respect to price, volume and transaction activity
for listed securities during trading hours, including the high, low and average sales prices. The Caracas Stock
Exchange also publishes three indices for equity securities, with the principal stock index being the Indice
General de Precios de las Acciones Negociadas en la Bolsa de Valores de Caracas (the “Index™). The Index is
based on the shuare prices of 17 major companies. The Electronie Stock Exchange, given its new presence in the
market and the level of trading, has not published an index but is expected to do so by the end of 1997,

The stock exchanges have in the past experienced substantial fluctuations in the market price of listed securities.
Factors contributing to such fluctuations include changes in the overall state of the Venezuelan economy and
adverse political developments, but such fluctuations are believed to be primarily due 1o the relatively small size
of the Venezuelan stock market. The Caracas and Maracaibe Stock Exchanges have the power 1o suspend dealing
in any listed security if the prices of the security vary by 20% or more from the opening price of the security for
that session, and the Electronic Stock Kxchange has authority to do so if the prices vary by 109% or more. The
duration of any such suspension period is determined by the Exchanges; however, suspension periods in effect at
the close of trading generally are not carried over to the next trading day.

Market Regulation

All Venezuelan companies must be authorized by the Comisiin Nacional de Valores (“CNV”} before they can
legally offer equity or debt securities to the public in Venezuela. In order 1o offer securities to the public in
Venezuela, an issuer must meet cerlain UNV requirements regarding assets, operating history, management and
other matters. All outstanding securities of such companies must also be registered with the CNY and approved
by the relevant stock exchange. Only securities for which an application of listing has been approved by the CNV
may be listed on a4 stock exchange. Issuers of listed securities are required to file unaudited quarterly {inanesal

statements and audited ammal finaneial statements with the applicable stock exchange and the CNVY, o addition,
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since September 1, 1994, any company issuing debt in Venezuela is required to oblain a rating from two
independent rating agencies registered with the CNV,

The Capital Markets Law and the rules issued thereunder by the CNV provide a regulatory structure for the
Venezuelan securities industry. In addition to setting standards for brokers, it empowers the CNV to regulate the
public offering and trading of securities. A proposal to amend and revise the Capilal Markets Law to allow for
fulure modernization of the securities markets and to strengthen the regulatory powers of the CNV is currently
being considered by the Congress.
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Publie Finance
General Desceription of Aceounts and Entities

Responsibility for the preparation of the budget and the administration of Governmenl finances rests with the
Ministry of Finunce, which is required to submit a proposed budget each year to Congress. Congress may change
items in the proposed budgel so long as authorized expenditures do not exceed projected revenues, although
actual expendilures may exceed revenues in a given year as a result of differences in the 1iming of receipls and
expenditures at yeur end. The budget must include appropriations in each year for distribution 1o the stales and
the federal distriet in accordance with a preseribed formula. No taxes may be levied, money borrowed or
expenditures made unless authorized by law. In addition to budgeted expenditures comtained in Congressionally
approved budgets, expenditures, including allocations for debt serviee obligations, may be increased during the
course of the year by the Government with Congressional approval, provided that total authorized expenditures at
no time exceed actual revenues.

All revenues and expenditures are budgeted and recorded o a cash basis. The collection of public revenues is
the responsibility of the Ministry of Finance. Responsibility for the execution of the budget is assigned to the
various ministries. Expenditures are made by the respective ministries authorized W do so in the budget. The
Comptroller General is charged with the control, supervision and auditing of the national revenues, expenditures
and assets and related operations. The Comptroller General is appointed by, and responsible 1o, the Congress.

The consolidated public sector is divided, in general terms, into two parts: the Central Government and the
decentralized state institutions, some of which are established to carry out public functions which lend them-
selves 1o decentralized financial and operating management. The decentrafized state instittions are corporations

which are majority- or wholly-owned by the public sector

Taxation

The Central Government is the sole entity in Venezuela with authonity 10 tax income. [n 1984 Constant Bolivars
income lax revenues in 1997 accounted for 73.4% of Central Government revenues (70.3% in 1996) with the
petroleum industry providing 43.1% of such income tax revenues (42.9% in 1996). Non-tux revenues aceounted
for 26.6% of Central Government revenues in 1997 in 1984 Constant Bolivars {29.7% in 19906), with petroleum
royalties providing 60.1% of such non-tax revenues (74.5% in 1996).

Among the greater difficuliies in the establishment of a positive balance in the consolidated public sector
accounts and in the general stability of the Venezuelun economy as a whole has been the inability of the
Government o rely on sources of {inancing other than petroleum revenues. Because the development of 4 more
diversified economy, with greater capacity for and volumes of nonfraditional exports, can only be aecomplished in
the medium term, the Government has attempted to increase the base of nonpetroleum tax revenues since the
commencement of the Adjustment Program.

A new tax code (Cadige Orginico Tributario) was approved in 1991 pursuant to which penalties for overdue tax
payments were substantially increased and tax avoidance was made a criminal offense. The Ministry of Finance,
with World Bank and [ADB assistance, developed a tax collection program aimed at decreasing income tax
evasion. The number of tax colleclors increased from 220 in 1991 to 700 in 1992, with an additional 500 tux
collectors added in 1993. As a result of these measures, income tax receipts increased in 1992 and 1993 by
50.0% and 40.0%, respectively, over projected receipts for each respective period.

In September 1993, a value added tax (“VAT”), which had been debated in the Congress since 1989, was
adopted. A 10% VAT was implemented at the wholesale level in October 1993, exempting certain exponts and
certain basic goods. Although it was originally contemplated that the VAT would he applied also at the retail
level, this step was never implemented. The introduction of the VAT had a positive effect on the Government’s
fiscal accounts during the period that it was in effect, The VAT was replaced on August 1, 1994 by the | W
On January 1, 1994, the Government implemented a business assets lax that was inlended to act as an alterna-
tive minimum tax on all Venezuelan personal and corporate taxpayers that owned tangible assels in Venezuela,
The tax, which is assessed on the average yearly balance of tangible assets, i currently set al 19% and is

deductible from a taxpayer's income tax obligations. Exemptions from the business assets lax exist for certain
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taxpayers, including charitable and nonprofit organizalions, certain agricuitural activities and investments in
securities.

The LWT is currently set at 16.5%. Certain goods and services, including residential telephone service, gas,
water and electricity, are exempted from the LWT. The Government has proposed amendments to the LWT 1o
Congress to reduce the number of exemplions and broaden the tax base in an effort 1o Increase non-oil revenuoes
in fight of the significant decline in petroleum revenues experienced in 1998 as a result of the drop in
tnternational oil prices. In May 1994, the Government instituted a temporary tax on bank debits equal 160 0.75%
of the transaction value. The bank debit 1ax, which wus in place only during 1994, apphied 1o all bank debits
(e.g.. withdrawals from savings and checking accounts) amd resulted in extraordinary revenues to the Government
of B ITLE billion tor 6.7% of all Treasury revenues).

Pursuant 1o new income tax legislation, the income of corporations not engaged in the petroleum industry is
subjeet 1o a progressive tax renging from 15.0% on taxable income of up to Bs. 148 millien to 34.0% on income
in excess of Bs.22.2 million. [ndividuals are subject to a progressive income tax ranging from 6% o laxable
income of wp to B=.7.1 million 1o 34% on income in excess of BsA4.4 million. Such ranges are 1o be indexed 1o
inflation. The income of private sector corporations engaged in joint venbures and other associations in the
petrolenns indusiry will be taxed at the rates {or corporations nol engaged in the petroleum industry. Income from
the petroleum industry §s taxed at speeial rates, See “Principal Sectors of the Venezuels Economy—Petroleumn
and Natural Gas—Strategie Plan—Investiments.”

To support the Government’s tax collection efforts, the Government reformed the tax code by providing for the
establishment i August 1994 of the SENIAT as an independent agency within the Ministry of Finunce for the
administration of tax and customs collections. The objectives of the SENIAT include: (i} increasing the level of
non-oil tax revenues to reach 10% of GDP; (1) reducing tax evasion hy 0.37% of GDP; (1) improving customs
collection; (iv) promoting the modernization of the Venezuelan tax code system and the development of a “tax
culture™: wwd 1v) consalidating the organization of the SENIAT 1w promote elficiency and collections. SENIAT
also I in the process of overseeing modernization of six principal Custom Offices by the end of 1997 and six
more in J90K,

The combination of the LWL, business assets lax and the ereation of the SENIAT have had positive effects on the
Government's revenues. In 1995, nonpetroleum tax revenues exceeded petroleum tax revenues for the first time
in recent history, with such taxes representing 51.6% of totul Government revenues. In that year, in nominal
Rolivar terms, revenues fren the LWT totalled approximately Bs,579 billion (approximately 26.9% of otal”
Central Government revenues) and revenues from income lax increased 10 Bs.303 billion. ln 1996, gross revenoes
administered by SENIAT represented 9.0% of GDP and 46.0% of ordinary Government revenues. In that yeas, in
nominal Bolivar tevins, gross vevenues (rom the LWT totalled Bs. 1,327 billion (52.2% of total revenues), income
tax revenues mereased (o Bs.397.5 hillion (23.5% of total revenues) and customs duty collections reached

Bs. 4120 hillion (16.2% of to1al revenues).

in July 1990, a lax amnesty law was approved. This law allowed taxpayers who in the past had not paid the
appropriate taxes to pay such taxes without incurring penallies and interest. All such laxes were to be paid prior
10 October 31, 1996, A total of Bs.30.3 billion in nominal Bolivirs was received in back tax obligations.

Tax tneentives for investors apnd corporations include a five-year exemption from the LW Tor capital goods
purchased durimg the start-up phase of major industrial projects, which was approved in 1990, In the petroleum
sector, privale sector oil companies engaged in exploration and production agreements with PDVSA have been

granted an exeption rons municipal taxes.

Revenues and Expenditures

Between 1993 und 1997, consolidated public sector revenues increased [rom Bs.136.5 billion 10 Bs, 190.5 billion
in 1984 Constant Bolivar terms. Taxes and royalties from the petroleum industry accounted fur the major part of
this growih.

The consolidated public sector recorded a zurplus of Bs, 15,5 billion fn 1997, in comparison to a surplus of

Bs. 4009 billion m 19, 0 1984 Constant Bolivar terms. The decrease in the consolidated publie sector surplus
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for 1997 can be primarily attributed 10 lower petroleum revenues and increased public sector salaries and
pension liabilties, See “The Venezuelan Economy—UHistorical Feonomie Performance—FEconomic Performance in
1997

During the past several years, including 1997, Venezueld's fiscal accounts and results have been positively
alfected by the receipt of extraordinary noncurrent revenues from privatizations and new iniliatives in the petro-
leum sector. See “The Venezuelan Economy-—Privatization Program” and “Principal Sectors of the Venczuelan
Eeonomy—Petroleum and Natural Gas—The Opening of the Venezuelan Petroleum Sector”

The following tables set forth the revenues, by source, und expenditures, by sectoy of the Central Governmen

and the consolidated public sector for the {ive years ended December 31, 1997:

Yenezucla Central Government Revenues and Expenditures

Year Ended December 31,
1993 1994 1995 1996 19u7h
vin billions of 1984 Constunt Bolivars)

Central Government

Totad Revennes .. 0000 L. 91.839 0:3.089 88.677 108,575 138,115
Current Revenues 0oL, ... 91.839 93.089 88.677 108.575 P 115
Tax Revenues ... ... ... .... 72.602 74.151 09.741 70.288 10].40%
Petroleum Sector .. .. ..., 37.389 28.616 23.976 32.730 43,746
Oiher ..o oo 35.263 45.538 45.766 43.548 27.044
Non-tax Bevenues ... .. .. .. 19,187 18.935 18.935 32,294 30.730
Petroleum Royalties L0000 17.845 18.030 18.062 24.029 22,065
Dividends ., . .. ... ... o ... 0 0 0 7.530 1:3.835
Other ... o 0 e 1.342 905 871 i) 830
Capital Revenues © 0000000 0 0 ¢ 0 0
Total Expenditures .. .. .00 108,116 132.945 112.825 105,068 126818
Current Expenditures . . ... ... ... 79.380 79.6014 82.589 80.374 99.618
Operating Expenditures . ... ... .. 44.745 5255 49.802 38.404 4).437
Salares, et © Lo L. 23.273 22,955 19.9]15 14.216 22.387
Interest Payments ... . ... ... 18.435 22.340 24.969 21.476 14.293
Purchase of Goods and Services | 3.038 4,954 4.918 3113 3.794
Current Transfers . . ... ... ... .. 31.5660 29.609 32,787 41.970 59.144
To Rest of Public Sector ..., . 26,393 23.701 28.1492 33,832 50110
To Private Sector .. ... ... ... 8.173 5.908 4.2094 8138 .028
Quasi-fiscal Operations of Banco
Central .. .. ...... .. .... 855 11.053 5.810 3,934 1,465
Extra-budgetary ... ... ... .. 1.738 4.188 548 1.091 2.235
Current Aceount Surplus oL 11.672 2,173 278 24.268 37.062
Capital Expenditures . ... .. .. ... 26.241 37.840 23.879 19.670 2:3.500
Capital Formation . .. ... .0 5.593 3.766 3.367 2,199 2,711
Capital Transfers ... .. ... ... .. 10,045 9,151 12.380 9,733 15.378
To Public Sector. ... ... .. 10.029 9.141 12.354 9.733 15.300
To Private Sectar .. .. ... .. RO 000 026 (} 073
Financial Investment .. .. .., . ..., 100,803 24.924 8132 7.7358 5112
Overall Surplas (Deficity . . ... ... .. (16,307) (39.856) (24,148 (3.507) 11,327
As percentage of GDP .o L (2.92)% (7.30)% (1.27)9% 0.62% 1.92%

(1} Preliminary ligures.

sources: Central Budget Office (TOCEPRE™) and Banco Central.
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Venezuela Public Sector Revenues and Expenditures

1993 1994 1995 1996'" 1997
(inn billions of 1981 Constant Bolivars)

Consolidated Public Sector

Total Revenues ... .0 o000 136.886 157.065 146.163 116.657 190.499
Tax Revenues . ..o L0 oL 40969 52,071 50.575 45.599 60.160
Nan-tax Bevenues . ..« v vave oo 95917 104984 - 93.560 151.058 130.339
Central Government
PDVSA Operating Surplus . ... ... 82.799 87.798 76.917 130.300 93.964
FIV Interest and Dividend Income | 4.64} 5.738 3.048 4.378 3.833
Non-finaneial Publice Enterprises .. 4.209 7.465 11.645 10,480 4,993
Capital Revenues . .. .o .. ..o, 71 99 78 3142 22,520
Other ... ... . oo 4.197 5.884 3.873 2.757 0.029
Total Expenditures . . ... . ... L 163.542 229.036 185,240 155.796 175,005
Curtent Expenditures . . . ... ... .. 93.183 L01.100 101,767 81.567 104.869
Salaries, ele, .00 e e o 25.168 25.013 21.859 15.679 24.497
Purchases of Goods and Services . . 2.475H 0.665 6.170 4.007 5152
Interest Payments . .. .. ... ..., 25.945 27.835 34.568 27.388 17.112
Transfers to Private Sector . . . .. .. 11.689 8.087 0.511 9.627 12.074
Central Government (Extra-Budgetary) 1.738 1.188 518 1.091 2.235
Central Government Transfers to
Unconsolidated Entities . .. ..., 24.050 21.947 28.850 30,032 44.538
Other™ ... ... . oo 835 11.053 5.810 3.9341 21465
Capital Expenditures . . ... ... ..., 58.620 123.747 82.926 63.137 67.901
Capital Formation . . .......... 44.298 44.126 48.483 50,938 48.732
Oher {Including Transfers in
Unconsolidated Entities) .. .. .. 14.323 79.622 34.442 12.199 19.169
Overall Surplus (Deficit). ... ... (16.656) {(71.981) (39.105) H).861 15.493
(As percemage of GDY)
Tord Revenues . ... .. .o oo . 21.5% 28.8% 25.9% 30.6%: 32.2%
Total Exp(cndilurps .............. 27.5 42.0 32.8 27.6% 20.6
Overall Surplus (Deficit). .. .. ... .. (2.98) (13.21) {6.9) 7.3 2.6

(I} Preliminary figures.
(2) Ineludes other expenditures, exchange losses and quasi-fiscul losses of Banco Central,

Sources: OCEPRE and Banco Central.
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The 1998 Budget

The decline in international il prices that commenced at the end of 1997 and has continued 1hrough the fiest
half of 1998 has resulied in revenue shortfalls for the Venezuelan fiscal accounts and has required the Govern-
mend b readjust its budget. In line with the falling prices throughout the lirst half of 1998, 1he Governmem
reduced the oil price assumptions in its budget wice, lirst from U.5.515.50 per barrel 10 US$14.00 per barrel
anel later 10 US.$13.00 per barrel. In order o olfset the expected decline in revenues, the Government adopted
reductions in both capital and current expenditares totalling approximately U.S.$1.5 billiem. In addition, with
respect to the consolidated publie sector budget, PDVSA announced reductions in its investment program of
approximately U.5.$1.4 billion. Notwithstanding the budget reductions, Banco Central currently projects a Central
Governmeat deficit of approximately 3.3% of GDP and a consolidated public sector deficit of approximately 4.4%

of G2

Publie Debt

The: Public Credit Law, first enacted in 1970, provides for the ereation and issue of public debt through prior
authorization und registration. Public debt for the purposes of the Public Credit Law is defined to include:

i) public issues of bonds and treasury noles in Venezuela and abroad; (i) domestic and foreign direct indebied-
ness: {i) contracts providing for paymenls extending beyond the then current {i

al year; (iv) gnarantees: and
{v) modificutions of existing indebtedness. The types of entities subject to regulation include: () the national,
state and nunicipal governments; (i) decentralized state institutions: {iii) autonomous government instititions
and ather public entities; (iv) corporate entities controlled directly or indirectly by the public sector; and

(v} nonprofit arganizations under Government control. The Ministry of Finanee is required 1o maintain a current
registry of all external public debt, including transactions which are exempt from the authorization requirements

of the law.

In 1992, Congress enacted a set of reforms to the Publie Credit Law which, wnong other things. established a

process for setting anmual Hmits on public seetor indebledness, both on a commitment and dishorsenient basi

Pursuant (o these amendments, the Government is authorized to incur new indebiedness in any calendar year
only 1o the extent that such new indebledness, less scheduled amortizations of existing indebtedness during such
year, does not exceed al the end of the year, an aggregate amount agreed by the Congress. In addition, the
reforms prohihited the issuance by the Central Government of new guarantees on debl of state-owned entities and
decentralized nstitutions and eliminated future use of off-budget debt instruments,

Summary of External Debt

As of December 31, 1997, total external publie debl was estimated a approxinately 183238 billion. Sinee
December 31, 1905, Venezuela’s net external public debt has decreased by approximately U.S.$3.1 billion, The
following tables set out the composition of external public debt outstanding as of Decenber 31, 1993 throwgh
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1997 at the nominal principal amount of such debt and the scheduled amortizations for external public debt for

each of the years indicated:

Outstanding as of December 31,

1993 1994 1995 1996 19970

(in millions of U.S. dollars)

Commercial Bank External

Public Sector Debt . . . . ... .. ... ... .. $462.3 $272.9 $240.6 $130.4 $112.8
Other External Public Sector Debt . . .. ... ... 20,345.0 26,708.5 26,661.3 25.312.7 23,7274
Bonds . .. ... .. .. L 20,L372.1 20,250.8 20,2899 19,992.9 18,849.8
Nonrestructured™ . . . . ... . ..., 2,808.3 2,692.2 2.613.0 2.384.8 6,413.4
1990 Financing Plan Bonds . . . ... .. ... 174738 17,558.6 17.676.9 17.608.1 12,436 4
Suppliers and Contractors . ... ... ... ... 804.5 716.7 516.7 220.8 294.3
Multilateral Agencies . .. . . ... . ...... ., 2.817.1 2.954.6 3.,052.8 2,816.0 2.717.6
Bilateral Agencies . . ... ... ... .. ... ... 2,351.3 2.786.4 2,801.9 2,283.0 1,865.7
Total External Public Sector Debt ... ... .. .. $26.807.3 $26981.4 $26901.9 $25443.2 $23,840.2

{1) Preliminary figures.

(2) Of these amounts, U.5.$854 million was held as of December 31, 1997 by other public sector agencies of
the Republic, including Banco Industrial de Venezuela, Banco Nacional de Ahorro y Préstame, Baneo
Central and FIV. Pursuant to an agreement among the Republic and these agencies, these bonds are
scheduled to be amortized between 1998 and 2003 as follows: June 1998-2003—1).5.5115 million. These
amounts are not included in the Republic’s balance of payments caleulations. In addition, the ameunts
reflected under this heading represent the then outstanding amount of Venezuela’s bonds and notes issued in
external capital markets other than the 1990 Financing Plun Bonds. See “—Capital Market Issues of Public

External Debt” for a summary of oulstanding issues of such bonds and notes as of March 31, 1998,

Source: Ministry of Finance.
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Seheduled Amortizations!!

1998 1999 2000 200y t 20402 anad Ilwrc::l"::::'
(in millions of U5, dollars)

Commercial Bank External
Public Sector Debt ... ... ... .. $ 498 $ 470 % 707 % o057 § 283 0§ 875
Other External Public: Sector Debt .. . .. .. 2,140.2  1.6428 1,845.6 1,734.1 1,597.3 14,327.7
Bonds .., .. ... . ... ..., 1,583.4 995.0  1,167.7 4993.8 878.7 2,246.2
Nonrestruetared™ .. ... ... .. .. 703.8 115.0 288.9 115.0 0.0 858.8
1990 Financing Plan Bonds . . . . . .. 879.6 880.0 878.8 878.8 878.7 8,387.4
Suppliers & Contractors . . ... .. ... .. 83.2 1G3.6 44.8 37.2 27.4 29.5
Muliilateral Agencies. . ... ... ... . ... 318.9 354.6 430.9 502.4 499.3 3,02049
Bilateral Agencies. . ....... ... ..... 154.7 189.6 202.2 200.7 191.9 0.022.1
Toral External Public Sector Debt ... ... .. $2.190.0 $1,689.8 $1.916.3 $1,7998 $1.0256 $I84152

{1}  Assumes subsequent disbursements from credil facilities entered into as of December 31, 1997,

(2} Of these amounts, U.5.$854 million was held as of December 31, 1997 by other public sector agencies of
Venezuela, including Banco Industrial de Venezuela, Banco Nacional de Ahorro y Préstamo. Banceo Central
and FIV. Pursuant to an agreement among the Republic and these agencies, these bonds are seliedulid 1o be
amortized between 1998 and 2003 as follows: June 1998-2003--U.5.$115 million. These amounts are no
included in the Republic’s balance of paymenis calculations,

Source: Ministry of Finance.

Internal Public Debt

In addition to Venezuela’s external public debt, the internal public debt of the Republic as of March 31, 1998
totalled approximately Bs. 1,684 hillion in nominal terms (U.5.$3.2 billion). See “Supplementary Information.”
The table below sets Torth a summary of Venezuela's internal public debt as of Marel 31, 1998:

At

Type of Deln Oumtstanding
Tt {in lIllIlI;JIl; ol l“\$)
Treasury Bonds (Bonos del Tesoro) ..o .. o oL i e ¥ 2
DPN FOGADE Bonds . . . .. .. e e 178
Commercial Bank Bands . .. . ... e 0
Social Security Institute Bonds . . .. . A0
Debt with Banco Central .. o . 0 0 e e 1.4804
National Public Debt Bonds . .. 00000 o o 712
Other . e e e 2
lotal Internal Delnt of the Republic of Venezuela ... .. ... ..o oo o0, 3.138
Internal Debt [ssued by Public Entities and Guaranteed by the Republic ... .. .. ... .. ™
ot L e e $3.217

Source: Ministry of Finance.

Multilateral Borrowings and Subscriptions

[n 1989, in connection with this Adjustment Program the Government entered inlo an Extended Fund Facility (the
“EFF”) with the IMF covering the years 1989 1o 1992 for Special Drawing Rights (“SDR™) 3.7 billion (1.5.$4.8
hillion) and used itg first credit tranche of SDR 343 million (U.5.$443 million). Through the date of expiration in
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March 1993, Venezuela's total purchases under the EFF amounted to SDR 2.0 hillion (U.8.$2.7 billion). In

July 1996, as part of Agenda Venezuela the Government entered into a standby agreement with the IMF for SDR
976 million (U.S.81.4 billion) covering the years 1996 to 1997, of which SDR 350 million (U.5.$509 million) was
disbursed during the availability period therefor and was outstanding on June 30, 1998,

Beginning in the early 1980s, the Covernment initiated discussions with the JADB to increase the use of the
[ADB as a source of financing. Between 1983 and 1997, the TADB entered into lvan agreements with the
Republic and certain public sector enterprises for a total of U.S.$3.5 billion, of which U.8.$903 million was
owtstanding as of December 31, 1997, These agreements cover current projects in agriculture, small- and
medium-sized industry, communications, tourism, environmental pmtuvti(m, electrical power transmission, water
supply and bauxite. The Government anticipates that it will continue to seek financing [rom the TATIB for public

sector investinent projects,

The Republic has also received financing from the World Bank. Between 1989 and 1997, the Government and
the World Bank have entered into several loan agresments totalling 10.8.$2.6 billion, of which approximately
11.5.$1.2 billion was outstanding as of March 31, 1998, These agreements cover a wide spectrum of initiatives,
including structural adjusiment, public sector reform, education, health, infrastructure enhancements and the
environment. Among the most significant loans are a U.8.5402 million struetural adjustment loan and a U.S5.$353

million trade policy loan.

The Republic has entered into several loan agreements with CAF totaling U.S. $647 millien, of which 1.8, $20.9
million was outstanding as of March 31, 1998.

Venezuela is one of the founding members of the IMF and its current subscription to the IMF {(which corresponds
to its quota) is SDR 2.0 billion (U.5.$2.7 billion). Venezuela's subscription to the capital of the World Bank is
U.8.%32.4 billion. Of this amount, U.S.$167.2 million has been disbursed as of December 31, 1997, The balance
of Venewuela’s subseription is callable only if required by the World Bank to meet its obligations for funds
borrowed or loans guaranteed by it and is payable at the option of Venezuela in either gold, U.S. dollars or the
currency required to discharge the obligations for which the call is made. In addition, Venezuela is a member of
the other World Bank Group affiliates, International Finance Corporation and the Multilateral Investment Guar-
anty Agency (“MIGA™), with subseriptions of US.$15.6 million and U.S.$15.4 million, respectively. Venezuela's
subscription to the capital of the TADB is U.S.$5.7 hillion, one of the largest subscriptions of the bank’s Latin
American members. Of this amount, U.8.$196.0 million had been paid in cash as of December 31, 1997, and the
halance is callable if required to meet the bank’s ebligations. Venezuela’s contribution to the IADB’s Fund for
Special Operations is U.8.$433.1 million. Venezuela is also a member of CAF with subscriptions of capital
totaling U.5. $505.4 million, of which U.S. $188.8 million has been paid in cash as of December 31, 1997.

The Debt Crisis 1983-1988
The Debt Crisis

At the beginning of 1983, Venezuela was faced with a number of macroeconomic imbalances, ineluding deficits
in the consolidated public sector fiscal accounts and the capital aceount and a decline in the level of interna-
tional reserves, which were exacerbated by a decline in international oil prices. The consolidated public sector
deficit reached 5% of GDP and the capital account defieit grew to U.8.$3.4 billion. These pressures led to large
scale capital flight, promoled by ceilings on domeslie interest rates, which in an environment of free convertibil-
ity provided significant differentials with U.8. dollar lime deposits. In addition, the profile of maturities on
Venezuelan public sector debt was such that over 50% of the total outstanding debt of U.5.$29.2 billion was due
by December 31, 1983. Following Mexico’s declaration of a moratorium on external debt payments in 1982,
Venezuela was no longer able to achieve regular periodic rollovers of these short-term maturities,

In earty 1983, the Government initiated a number of policy measures, including a devaluation of the Bolivar
against the US. dollar within the context of a new multiple exchange rate system. The Government proposed
three-month deferrals of amortization payments and commenced negotialions with commercial banks for the
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restructuring of the external public debt. In early 1984, additional policy measures were adopled to reestablish
macrocconomic equilibriun, including reducing publie sector spending, doubling demestic prices for petroleum
products and a second devaluation through the muliple exchange rate system. These measures were largely
successful in recstablishing macroeconomic equilibrium and led 0 significant surpluses in the balance of pay-
ments and the fiscul accounts in 1984 and 1985,

Al the end of 1985, the Government instituled an expansionary fiscal policy and relaxed its restrictive domestic
crendit policy, However, this policy decision coincided with a drop in international oil prices of 52% which drop
vaused a strong external shock. Thus, although the nunpetroleun sectors of the economy reacted to the fiscal
policy with a recovery in growth rates, the balance of payments registered a deficit of 7.8% of GDP in 1986,
2.1% in 1987, and 8.5% in 1988, In 1986, the Covernment signed multi-year rescheduling agreements with
respect o mediom- and long-term public sector commereial bank debt owing by the Republic and certain of s

pulilic sector enterprises.

Between 1980 and 1988, the Government reacted 1o the deterioration in fiscal and external aceounts through
mereased economic controls, including generalized price controls, maintenance of interest rate ceilings and
increases in exchange rate and export subsidies. After a brief recovery in 1987, international oil prices declined
15% in 1988 causing a marked deterioration in macroeconomic indicators, tneluding a consolidated public sector
deficit of 8.0% of GDP and a carrent aceount deficit of 10.4% of GDP

FExternal Commercial Bank Debt Restructuring

The Republie began discussions in 1983 with a bunk advisory committee of creditor banks to seek an orderly
restructuring of the public sector external debt. As noted above, on February 26, 1986, 13 restructuring agree-
ments covering the restructurable debt of the public sector of Venezuela (approximately U.5.$21.1 billion) were

execuled,

Shortly thereafier, the Republic experienced a sharp and unexpected drop in petrolesm prices which prompled
Venezuela and its creditor banks to execute an amendment to the restructuring agreements. On September 18,
1987, the parties agreed that the amortization schedule would be modified in accordance with the then existing
expectations as lo the external income of Venezuela. The restructured debt bore interest at a margin of 7 of 1%
over selected funding rates. The amendment became effective on November 13, 1987,

On December 30, 1988, at the request of the Government, representatives of the Government mel with Vene-
auela’s bank advisory committee. The Republic presented its major lines of economic and financial plans and its
intentions regarding its external financing uver the next several years. Successive inlerim proposals were deliv-
eredd by the Republic beginning vn December 30, 1988, Pursuant 10 such proposals, in 1989 the Republic
implemented a re-timing program for inlerest payments, whereby certain interest payments on “Eligible Deb1,”
defined 1o include all debt outstanding under the restructuring agreements and certain other medium-term
commercial bank debt dishursed prior to Mareh 22, 1983, was paid on a semiannual, rather than a quarterly,
hasis throngh the third quarter of 1990,

1990 Financing Plan

In June 1990, after a period of constructive negotiations, the Government and its bank advisory committee
amnouneed the principal terms of a financing plan that would provide for the exchange of medium-term commer-
eial bank debt Tor a variety of options featuring debt and debt service reduction or new money, including
collateralized short-term notes, collateralized honds and new money bonds. The 1990 Financing Plan, structured
along the bases 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 oplions came from the IMF and the World Bank,

,
other external sources and Venezuela's own resources.

The 1990 Financing Plan was consummalted on December 18, 1990, Pursuant to the 1990 Financing Plan,

holders of Eligible Debt exchanged such debt for one or more of the options offered under the 1990 Financing
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Plan. The options under the 1990 Financing Plan included: (i) a New Money Option; (ii) a Collateralized Short-
Term Notes Option; (iii) Collateralized Principal Options; and (iv) a Frunt-loaded Interest Reduction Option.

The bonds were issued in different currencies as follows: New Money Bonds and Debt Conversion Bonds: 1.5,
dollars, Deutsche marks and Pounds sterling; Short-Term Notes: U.S. doellars; Par Bonds: U.S. dollars, Deutsche
marks, French francs, Italian lire and Swiss francs; Discount Bonds: U.S. dollars and Deutsche marks; and Front-
Loaded Interest Reduction Bonds: U.S. dollars, Deutsche marks, Swiss francs and Pounds sterling. All of the
bonds other than those denominated in Deutsche marks are listed on the Luxembourg Stock Exchange, and bonds
denominated in Deutsche marks are listed on the Frankfurt Stock Exchange. All of the bonds other than the
Short-term Notes and the New Money Bonds, Series B were issued by Venezuela, and the Short-term Notes and
New Money Bonds, Series B were issued by Banco Central.

The following table sets out a summary of the main features of the obligations issued by Venezuela and Banco
Central pursuant to the 1990 Financing Plan:

Option Intereat Rate Tenor Collateral Discount ,’\“(fl)"ﬂll':d:”
Short-Term
Notes™ .. ... ...... 13-Week U.S. 9] days " 100% face value of 55% US.$1.411 7.2%
Treasury Bill notes collateralized
Rate with U.S. Treasury
Bonds

Discount
Bonds "* ... ... ... .. LIBOR + %1% 30 yrs Principal-zero 30%  Us$r8lo 920

coupon bond;
interest-14
months in escrow

Par Bonds 10 ... ... ... 6.75% 30 yrs Principal-zero None 1.5.$7,457 37.8%
coupon bond;
interest-14
months In escrow

Years T
Front-Loaded . ... .. .. .. 1&2 5% 17 yrs 12 months interest None 1.5.$3,028 15.3%
Interest 3&4 6% 7 yrs grace  in escrow until 1995
Reduction 3 7%
Bonds'™® 6-17 LIBOR + %%
New Money Bonds
Sertes Ar ... ... ... LIBOR + 1% 15 yrs None US.$5480 n.a.
T yrs grace
Series B ... oL, LIBOR + %% 15 yrs None U.S.$720 n.a,
7 yrs grace
DDebt Conversion Bonds . .. LIBOR + “% 17 yrs Nene U.S.$6,033 30.5%
7 yrs grace

(1) Expressed in millions of U.S. dollars and as a percentage of Eligible Debt as of the effective date of the
1990 Financing Plan in 1990,

{2) Issued by Banco Central.

{3} Matured on January 17, 1991,

(4) [nterest rates and interest collateral for the Par and Discount Bonds are with respect to U.S. dollar denomi-
nated bonds. [nterest rates for Front-Loaded Interest Reduction Bonds are with respect 1o U.S. dollar
denominated bonds.

n.t: Not applicable,

Sources: Ministry of Finance and Banco Central.
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Capital Market lasues of Public External Deht

Over the past 35 years, despite the debt erisis thal prompted the restructuring of its commercial bank debt,
Venezuela has paid on a current basis in accordance with the terms of the relevant agreements the full amount of
principal and interest due on all publicly issued bonds and notes in the international capital markets. Prior to the

I

consummation of the 1990 Financing Plan (see “—1990 Financing Plan™), the percentage of Venezuely's external
debt represented by obligations issued in the international capital markets was very small (approximately 5.6% at
Devember 31, 1989). The change in Venezuela’s debt structure as a result of the 1990 Financing Plan has
shifted such that international capital market obligations now conslitute the major portion {79.1%}) at December

31, 1997 of Venezuela's total external debt,

In Seplember 1997, the Government completed the issuance of U.S.$4.0 billion in principal amount of its 9.25%
Global Bonds due 2027 in exchange for $4.4 billion in principal amounts of its U8, dollar denominated Par and
Discount Bonds due 2020 issued under the 199¢ Financing Plan. As a result of the exchange, collateral 1otalling
U.5.$1.317 billion pledged in favor of the Par and Discount Bonds was released 1o the Government and was
applied by the Government to reduce the Government's outstanding indebtedness (0 Banco Central that was
incurred by the Governmenl to purchase the collateral for the Brady Bands. As a result, the Republic was able to
reduce its total indebtedness to Banco Central by 47.4%,

The following table sets out a summary of the principal features of the Republic’s currently outstanding bonds
and notes publicly issued in external capital markets other than the bonds issued pursuant 1o the 1990 Financing

i

Plan, the main features of which are set forth under “— 1990 Financing Plan” above.

Original

Insne Principal Imerest Luwuse Maturity Target
Security Currency Size Outstanding Rutett! Daute Date Market
(Millions) - T
ROV—FRN98 . . .. U.s.$ 167 167 LIBOR + 1Y% Dec. 88 Der. 98 Euromarket
ROV—FRN'0O3 . .. U.s.$ 167 167 LIBOR + 1%% Dec. 88 Dec. 03 Furomarket
ROV—DM-8.75% . DM 300 300 8.75% Oct. 93 Oct. (0 Crermany
ROV—DM-10%. . . DM 500 500 10,00% Dec. 95 Dec. 98 Germany
ROV—DM-10.25% DM 6h0 650 10.25% Sept. 90 Sept. 03 (rermany
ROV-—9.125% . .. Us$ 315 315 9.125%  June 97 June 07 Furomarket
ROV—025% . ... U.8.$ 4,000 4,000} 9.25% Sept, 97 Sept. 27 United States

il) Interest is paid on a semi-annual basis except on the DM denominated issues on which interest is paid
annually,

Seuree: Minustry of Finance.

External Private Sector Debt

In addition 1o the restructuring of the external public sector debt in 1986, the Government implemented a plun
for the repayment of external private sector debt. After discussions with its creditor banks, the Government
adopted Exchange Agreement No. 2 in 1986 establishing the Governmenl’s policies with respect to aceess by
private sector companies to foreign exchange purchases for external debl servicing obligations.

Fxchange Agreement No. 2 permilted private seclor companies lo purchase foreign exchange over an eight-year
perind in increasing amounts for prineipal amortizations. Under Fxchunge Agreement No. 2, privatle sector
companies were eligible 1o purchase fureign exchange for the payment of principal at the rate of

B, 14.50=1.5,%$1.00. In addition 1o the general program of access, private sector companies were given the
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option of obhtaining aceess to foreign exchange lor the payment of principal at a guaranteed rate of
Bs. 7.50=1.5.$1.00 upon the payment of @ premigm. Finally, upon the payment of an additional premium, private
sector companies were entitled (o obtain foreign exchange at the rate of Bs.7.50=1.8.$1.00 for the payinent of

certim amounts of interest.

Exchange Agreement No.o 2 was coneetved i order 1o alleviate the excessive burden incurred by the private
sector represented by the financial cost of servicing external debt contracted prior 1o bebruary 1983, The implied
losses under the unified foreign exchange regime adopted in 1989 mude it impossible 1o maitain Exchange
Agreement No. 2, and consequently s effects were suspended. See “The Venezuelan Economy—Historical
Economic Performance—Straetural Adjustment Program, 1989-1993."

On November 28, 1990, the Government adopted Decree Noo 1,307 to provide for the delivery of foreign
exchange {or the payment of external private sector debt covered by exchange rate puarantees under Exchange
Agreement Now 20 Pursuand to Decree Noo 1307, Banco Central was authorized to deliver foreign exchange in an
amount equal 1o 35% of the net unpaid balance of such debt in cases where the otal owtstanding debt did not
exeeed LSS0 million or cquivalent or where a privade sector company renouneed any rights 10 obtain foreign
exchange with respect 1o amotnts exceeding US.$10 million. With respect (o private sector companies whose
unpaid debl exeeeded US$510 million or cquivadent, Decree No. 1,307 provided that Banco Central would deliver
negotiable, foreign currency denominated registered bonds for up to 70% of the unpaid balance. Such bonds are
repayable in twenty equal, consecutive annual installments and bear interest at a rate of 4% per annum. In
addition to the delivery of foreign exchange or foreign exchange denominated bonds for the repayment of princi-
pal. Banco Central was autherized, with respect 1o the delivery of foreign exchange for the repayvment of unpaid
overdue interest or private sector debt covered by exchunge rate guarantees, 1o deliver negotiable, foreign cure
rency denominated registered bonds for 7086 of such overdue unpaid interest. Such bonds are repavable in eight

equal, consecutive annual installments and de not bear interest.

Delivery of any amounts of foreign exchange andfor foreign currency denominated bonds contemplated by Decree
No. 1,307 was effected upon the delivery by the private scetor companies of the Bolivar countervalue of the
outslanding principal amount of the net registered debt or tolal unpaid overdue interest of such companics at the
rates comtemplated by Exchange Agreement No.o 20 Pursuant 1o Decree 1,307, principal bonds in the amount of
U.S.3700 million and interest bonds in amount of 11.5.$333 billion were issued, and foreign currency in the
amount of US.$5379 million was delivered, to participating deblors.

trom March 1689 to July 1994, private sector entities were not required to register their foreign Curreney
denominated indebtedness and the Government had no offictal records of any infllows or outflows of private sector
indebtedness. Upon the implementation of foreign exchange controls in July 1994, the Government established a
procedure for private sector entities to register their foreign currency indebtedness and apply for access to foreign
exchange, Commencing in the third quarter of 1994, private sector entities were permitted to register their
outstanding foreign correney debt with the Unidad de Registro de la Deuwda Externa Privada (*UDE”) and
thereafter the Oficing Téenica de Administracién Cambiaria ("OTACT). As of November 1993, UDE estimated
thal total private external debt was U.5.%$5.0 billion, On April 15, 1990 the Government announced the elimina-
tion of exchange controls, and private seetor entities no longer need to obiuin governmental authorization to

oblain foreign currency,



Description of the Debt Securities

The Debt Securilies will be issued under a fiscal agency agreement, dated as of August 6, 1998, (the “Fiscal
Agency Agreement”) entered into between the Republic, Banco Central, as financial agent of the Republic
{“Banco Cenral™) and The Chase Manhattan Bank (“*Chase™), as fiscal agent. The Fiscal Agency Agreement has
been, and the forms of Debt Securities will be, filed as an exhibit to the Registration Statement. The following
deseriplion summarizes cerlain terms of the Debt Securities and the Fiscal Agency Agreement, Such summary
dues nol purport to he complete and is qualified in its entirety by reference to such exhibits, Wherever particular
defined terms of the Fiscal Agency Agreement are used and not otherwise defined herein, such defined 1erms
hitve been defined in the Fiscal Agency Agreement and are incorporated herein by reference,

The Republic may replace the Fiscal Agent at any time, subject to the appointment of a replacement fiscal agent,
The Fiseal Agent is not a trustee for the holders of the Debt Securities and does not have the same responsihili-
ties or duties 1o act for such holder as would a wrustee. The Republic and its affiliates may maintain deposit
aceounts and conduet other banking transactions in the ordinary course of business with the Fiscal Agent.

General

Heference (s made to the Prospectus Supplement relating o the particular series of the Delt Securities offered
therehy for the following terms ol such Debt Securities: (a) the specific designation of such Debt Seeurities;

{h) any limit on the aggregate principal amount of such Debt Securities; (¢} the price or prices {expressed as a
prreentage of the aggregate principal amount thereof) at which such Debt Securities will be issued; (d) the dates
or dates on which such Delt Securities will mature; (¢) the rate or rates (which may be fixed or floating) per
annum at which interest, if any, on such Debt Securities will accrue, the dates on which such interest, if any, will
be pavable, the date or dates from which such interest, if any, will acerue and the record dates for the biterest
payable onany interest payment date; (f) the dates, if any, on which, and the price or prices at which, such Detn
Securities will, pursuant to any mandatery sinking fund provisions, or may pursuant to any optional sinking fund
provisions or to any purchase fund provisions, be redeemed by the Republic, and the other detailed terms and
provisions of such sinking and/or purchase funds; (g) the date, if any, after which, and the price or prices al
whicli, such Debt Securities may pursuant to any optional redemption or repayment provisions, be redeemed at
the option of the Republic or repaid al the option of the holder thereof and the other detailed terms and
provisions of such optional redemption or repayment; (h) the currency or currencies in which such Debt Securi-
ties are denominated, which may be US. dollars, another foreign currency or units of two or more currencies;

(i} the currency or currencies for which such Debt Securities may he purchased and in which principal, pre-
mimn, if any, and interest may be payable; (j) the manner in which the amount of payments of principal (and
premiun, if any} or interest on such Debt Securities is to be determined if such determination is 1o be made with
reference to any index; and {k} any other terms of such Debt Securilies not inconsistent with the provisions of the
Fiscul Agency Agreement.

One: or more series of Debt Securities may be sold at a substantial discount below their stated principal amount,
hearing no interest or interest at a rate which at the time of issuance is below market rates, One or more serics
of Debn Securities may be floating rate debt securities, exchangeable for fixed rate debt secorities. United States
Federal income tax consequences and special considerations applicable (o any such series will be deseribed in

the rospectus Supplement relating therelo.

Principal and interest (il any) on the Debt Securities of a series will be payable at such place or places and in
such currency or currencies as designated by the Republic and set forth in the applicable Prospectus Supple-
ment. Unless otherwise specified in the applicable Prospectus Supplement, and subject to further provisions set
{orth in the applicable Debt Securities, prineipal of and interest on the Debt Securities will be payable in lawful
money of the United States of America at the New York office of the Fiscal Agent to the registered holders of the
1tebt Securities as of the due date Tor payment; provided, however, that unless otherwise specified in the
Prospectas Supplement, interest will be paid by check mailed to the registered holders of the Debt Securitios w

their registered addresses.
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Unless otherwise specified in the applicable Prospectus Supplement, and subject 1o further provisions set forth in
the applicable Debt Securities, the Debt Securities denominated in U.S. dollars will be issued in fullv registered
form only without coupons in denominations of $1,000 and integral multiples thereof. The authorized denomina-
tions of Debt Securities denominated in a currency unit other than U.S. dollars will be set forth in the applicable
Pruspectus Supplement. The register of holders of Debt Securities will be kept at the New York office of the
Fiscal Agent.

The Debt Securities may be issued under the Fiscal Agency Agreement upon exchange or conversion of ather
Debt Securities. The specific terms of exchange or conversion of any such Debl Securities and the specific terms
of the Debt Securities issuable upon any such exchange or conversion will be described in the Prospectus

Supplement relating to any such exchange or conversion of Iebt Securities.

Any moneys held by the Fiscal Agent in respect of Debt Securtiies and remaining unclaimed for two years after
such amount shali have become due and payable shall be returned to the Republic, and the holder of a Debl
Security shall thereafter look only to the Republic for any payment to which such holder may be entitled.

Redemption and Repurchase

Unless stherwise set forth in the applicable Prospectus Supplement, the Debt Securities will not be redeemable
prior 1o maturity at the option of the Republic or the registered holders thereof. The Republic may at any time
purchase Debt Securities al any price in the open market or otherwise. Debt Securities so purchased by the

Republic may, at the Republic’s discretion, be held, resold or surrendered to the Fiscal Agent for cancellation.

Global Securities

The Debt Securities of a series may be issued in whole or in part in the form of vne or more global securities
(*“Global Securities”) that will be deposited with, or on behalf of, a depaositary {the “Depository™} identified in
the Prospectus Supplement relating to such series, Global Securities may be issued only in fully registered form,
unless otherwise set forth in the applicable Prospectus Supplement, and in either temporary or definitive form.
Unless and until it is exchanged in whole or in part for Debt Securities in definitive form, a Global Security may
not be transferred except as a whole by the Depository for such Global Security to a nominee of such Depository
or by a nominee of such Depository to such Depository or another nominee of such Depository or by such
Depository or any nominee of such Depository to a successor Depository or any nominee of such successor.

The specific terms of the depository arrangement with respect to a series of Debt Seeurities will be deseribed in
the Prospectus Supplement relating to such series. Unless otherwise specified in the Prospectus Supplement, the
Republic anticipates that the following provisions will apply to depository arrangements.

Upon the issuance of a Global Security, the Depository for such Clobal Security will eredit on its book-entry
registration and transfer system the respective principal amounts of the Debl Securities represented by such
Global Security to the accounts of persons thal have accounts with such Depository (“Accountholders™). Such
aceounts shall be designated by the agents or underwrilers with respect to such Debt Securities or by the
Republic if such Debt Securities are offered and sold direetly by the Republic. Ownership of beneficial interests
in a Global Security will be limited (o Accountholders or persons that may hold interests through Accountholders,
Ownership of beneficial interests in such Global Security will be shown on, and the transfer of that vwnership
will be effected only through records maintained by the applicable Depository (with respect to intervests of
Accountholders). Owners of beneficial interests in a Global Security {other than Accountholders) will not receive
written confirmation from the applicable Depository of their purchase. Fach beneficial owner is expected 1o
receive written confirmation providing details of the transaction, as well as periedic statements of its holdings,
from the Depository {if such beneficial owner is an Accountholder) or from the Accountholder through which such
beneficial owner entered into the transaction (if such beneficial owner is not an Accountholder). The laws of
some states require that certain purchasers of securities take physical delivery of such securities in definitive
form. Such limits and such laws may impair the ability to own, pledge or transfer beneficial interests in a Global
Security.
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So lomg as the Depository fer a Clobal Security, or its nominee, is the registered owner ol such Global Security,
stich Depository or such nominee, as the case way be, will be considered the sole owaer ur holder of the Debi
Securities represented by such Global Security for all purpuses under the Fiscal Ageney Agreement, Fxeept as
specilied below or in the applicable Prospecius Supplement, owners of benelicial interests in o Glohal Sceurity
will not be entitled 1o have any of the individual Debt Securities of the series represented by such Global
Seeurity registered in their numes, will not receive or be entitled to receive physical delivery of any such Deln
Securities in definitive form and will nol be considered the owners or holders thereol under the Debt Seeurities
or the Fiscal Agency Agreement. Accordingly, each person owning a beneficial interest in a Global Security musg
rely on the procedures of the Depository for such Glubal Secority and, it such persin is not an Accountholder, on
the procedures of the Aceountholder through which such person owns s interest, to exercise any rights of a
halder under the Debt Securities or the Fiseal Ageney Agreement. The Republic understands that under existing
industry practices, if the Republic requests any action of holders, or an owner of a0 heneficial interest in such
Global Security desives 1o take any action which a holder is entitled to whe under the Fiseal Ageney Agreement,
the Depository for such Global Security would authorize the Accountholders holding the relevant henelicial
interests to lake such action, and such Accountholders woald awhorize heselicial owners owning through such
Accountholders 1o take such action or would otherwise aet upon the instructions of beneficial owners bolding

through them.

Payments of principal of and any premium and any interest on Debt Securities registered in the name of a
Depository or its nominee will be made o the Depository or its nominec, as the case may ey as the registered
awner ol the Global Securily representing such Debl Seeurities. None of the Bepublic, any Paving Agent or the
Fiscal Agent, in its capacity as registrar for such Debt Securities, will have anv vesponsibility or Tiabiliy with
respect to any aspect of the records relaling to or payments micde on accont of benelictnl ownership inferests in
i Global Security or for maintaining, supervising or reviewing any records relating o sneh beneficid ownership

interests,

The Republic expects thal the Depository for a series of Debt Securities or its nominec, upon receipt ol any
payment of principal, premium or interest will eredit Accountholders’ accounts with payments in amounts propuor-
tionate to their respective heneficial interests in the prineipal amount of such Global Security as shown on the
records of such Depository. The Republic also expects that payments by Accountholders o owners of beneficial
inferests i such Global Security held through such Accountholders will he governed by standing instenetions and
Ccustoniary practices, as is now the case with securities held for the accounts of customers in beirer form or

X3

registered in “streel name.” Such payments will be the responsibility of sneh Acconmtholders.

If a Depository for a series of Debt Securities 1s at any tie unwilling or unadde 1o continue as Depository anld a
suceessor Depository is not appointed by the Republic within ninety duys, the Repubdic will issue Debt Securilies
for such series in definitive form in exchange for the Global Security or Securities representing such series of
Debt Securities. In addition, the Republic may at any time and in its sole discretion determine not 1o have the
Debt Securities of a series represented by a Global Security or Securities and, in snel event, will issue Debd
Securilies of such series represented by a Global Security or Securities in definitive formn in exchange for the
Clobal 5

beneficial interest in a Global Security will be entitled 1o have Debt Secormies of the series represented By such

curily or Securities represenling such series of Debt Securities. In cither nstanee, an owner of a

Global Security equal in principal amount to such beneficial interest registered e its naone and wilk be entitled
to physical delivery of such Debt Securities in definitive form. Debl Securitios of sucht series =0 issued in
definitive form will be issued in denominations of $1,000 and integral multiples thereof and will he issued in
registered form only, without coupons.

Status of the Debt Securities

The Debt Securities will be direct, unsecured, general and unconditional obligations of Yenezoela, The Debt
Securities will rank part passu, withoul any preference among themselves. The payment obligations of Venezuela
under the Debt Securities will at all times rank at least equally with all other pavient obligations of Venezuela
relating to unseeured and unsubordinated External Public Debt of the Republic,
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Negative Pledge

Venezuela will undertake, for so long as any Debt Securities remain outstanding, that if any Lien on Oil or
Accounts Receivable (other than a Permitted Lien) is created after the date hereof by Venezuela, Banco Central
or any Governmental Agency to secure External Public Debt, Venezuela will cause such Lien to equally and
ratably secure the obligations of Venezuela under the Debt Securities. For the purposes of the foregoing, the
following terms have the following meanings:

“Accounts Receivable” means accounts payable to Venezuela, Banco Central or any Governmental Agency in
respect of the sale, lease or other provision of Uil, whether or not yet earned by performance or scheduled to be
documented in the future pursuant to a contract in existence on the relevant date.

“Bond Currencies” means U.S. dollars, Deutsche marks, Pounds sterling, French francs, ltalian 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) all 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 price is evidenced by an instrument;

(b) all reimbursement obligations of such Person under or in respect of letters of credit or banker’s aceeptances;
{c} all 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 1o purchase or otherwise acquire, or
otherwise to assure a creditor against loss in respect of, indebtedness or obligations of any other Person specified
in clause {a), (b), (c) 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 seller, (i) in connection with which such 0il is transported from Venezuela or from storage
facilities for (il held for Export by any such Person outside of Venezuela, and {ii} which has not been preceded
by any sale of such Oi! 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 Bolivars.

“External Public Debt” means, at any time, the External Debt of the public sector entities referred to in Article 2
of the Organic Law of Public Credit of the Republic of Venezuela, as in effect on the date hereof, including
principal, interest and other amounts payable in connection therewith,

“Governmental Agency”™ means each agency, department, ministry, authority, statutory corporation or other statu-
tory 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 voling stock or other
ownership interest of which is now or hereafter owned or controlled, directly or indirectly by Venezuela, but
exeluding Banco Central.

“Lien” means any lien, pledge, morigage, 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 Venezuela 1990 Financing Plan dated June 25, 1990, distributed

to the international banking community.

“Ocl” means hydrocarbons, their products and derivatives, in each case produced in Venezuela, provided, how-
ever, that “0il” shall not include Orimulsion®, products from Orimulsion® natural gas, coal and petrochemicals.

“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 cusrency of Venezuela (excluding from such assets any assets which are subject
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to a Lien): {a) ewrencies other than the lawlul curreney of Veneauela lexcluding Special Drawing Rights in the
IMF and all funds received from the IMF): (b} deposits and credit balances with commercial finaneial Tending
institutions, central banks of non-Venezuelan governments or nniltilateral lending institntions which are payahle in
any of the Bond Currencies or currencies that are readily convertible into any of the Bond Currencies: and

{c} marketable bonds, votes, certificates of deposit and other obligations tssued by commercial financeial fustit-
Hons, nou-Venezuelan governments or multilateral lending instititions which are payable in any of the Bond
Correncies or currencies that are readity convertible into any of the Bond Cuarrencies. For the prrposes of this
definition: {i) the value of an amount of any currency other than the lawlul currency of Venezuela at any time is
the equivalent in US, dollars of such amount at such time determined 1 accordanee with the consistently
applied aceounting practices of Banea Centrals (i) the value of a deposit or eredit balanee referred to in clunse
(bt above at any lime is the equivalent in U8, dollars of the fuce wnount of such deposit or vredit balanee al
stuch tme determimed in aecordance with the consistently applicd accounting practices of Baneo Centrals and
(i) the value of o bond, note, certificate of deposit or other obligation referred 1o meclause (0) above at any time
is the equivalent in U.S. dollars of the fair market value of such obligation at such time determined in aceor-
dance with the consistently applied accounting practices of Barco Central.

“Orimudsion™” means a liquid fuel consisting of (i) a natural bitwmen of 7-10% APL (itp water and (i) a

surfuctant which is added to stabilize the bitumen in the waler emualsion,

“Permitted Lien” means a Lien on Oil or Accounts Roceivable, iF ot the time ol the vreation of sueh Lien (the
“New Lien™):

(i) Operating Reserves are greater than the sum ol {a) two months of Zinports ot Yenezoela of gonds
and serviees {including interest payments with respect 1o External Public Debt) and (h) two mionths of
prineipal payments with respeet o all of the bonds issued 1o boplement the FXRY Financing Plan and any
other External Public Debt held by commercial lending institutions (measured in each case on the hasis of
imports and inlerest and principal payments during the preceding six months) {the availability of sufficien
Operating Reserves to he certified by Banco Central);

{ii) The aggregale principat amount of all External Publie Debt secured by Liens on il or Aceonnts
Receivable (including the External Public Debt 1o be secured by the New Lien and other External Public
Debt 1o he simultancously secured by Liens on Qil or Aceounts Receivable) paid, due or scheduled 1o fall
due in the current calendar year, and (he aggregate outstanding principal amount of all such External Public
Debt scheduled 1o fall due in each subsequent calendar year, is in ecach such year less than an amount
equivatent to 17.5% of the aggregate revenues from the Export of Ol during the [2-month period preceding
the creation of the New Lien (the amount of such External Public Debt to be certified by Baneo Central and
the amount of such revenues 1o be centified by Veneazuela); and

(iti) The apgpregale outstanding prineipal amount of all External Public Debt secured by Liens on Ol
or Accounts Receivable {including the External Public Debt (0 be secured by the New Lien and other
External Detn to be secured by Liens on Oil or Aceonnts Receivable) is less than an amount equivalent to
55% of the aggregate revennes from the Export of Oil during the 12Z-month period preceding the ereation of
the New Lien {the amount of such Fxternal Public Debt to be certified by Banco Central and the amount of
such revenues to be cerlified by Venezuela);

provided, that no New Lien will constitute a Permitted Lien if such New Lien is created while there is a delaull
in the payment of principal of or interest on any Debt Security or any bonds issued to implement the 1990
Financing Plan unless the proceeds of the financing secured by such New Lien are used 1o make or secure on a
ratuble basis interest and prineipal payments due with respect 10 any Debt Security: provided further that,
notwithstanding the foregoing, a New Lien will constitute a Permitted Lien il (a) such New Lien arises pursuant
1o an order of attachment, distraint or similar legal process avising in connection with court proceedings so long
as the execution or enforcement thereof is effectively stayed and the claims secured thereby are being contested
in good faith by appropriate proceedings, provided that sueh New Lien is released or discharged within one year
of its impuosition, or (b) such New Lien arises by operation of law (and nol pursuant to any agreement) and has
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not been foreclosed or otherwise enforced against the Oil or Accounts Receivable to which such New Lien

apypslies.

“Person” means any individual, corporation, parinership, association, joint stock company, joint venture, trusi,
) . I | P >}

unincorporated organization or other entity, or a sovereign state or government or any ageney or political subdivi-

sion thereof.

Default; Acceleration of Maturity

if any of the following events (each an “Event of Default™) shall oceur and be continuing with respect to the

Debt Securities of each series:

{a)

{h

()

(e)

i

{h)

the Republic shall fail to pay the principal amount of any Debt Security when due and such failure

continues for a period of 30 days; or

the Republie shall fail to pay interest or other amounts due on any Debt Security when due and such

fatlure continues for a period of 30 days; or

the Republic shall fail to duly perform or observe any term or obligation conlained in the Debt
Securities of such series or the Fiscal Agency Agreement (other than those specilied in paragraphs
{a} or (b} above) and such failure shall continue unremedied for 90 days after written notice thereof
shall have been given to the Republic at the specified office of the Fiscal Agent by any holder; or

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. dollars in the amount of each
payment of principal of, and interest on, the Debl Securities upon payment by the Republic to Banco
Central of the necessary Bolivar amount to make such payments, as provided in the Banco Central
Undertaking, or on the vccurrence and continuation of such a lailure, Banco Central shall make any
withdrawal of any amounts held on deposit with any holder or the Fiscal Agent that has notified Baneo
Central of its intention to set-off from such amounts any amounts owed 1o 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 the Republic by the Fiscal Agent or any holder at the office of

the Fiscal Agent; or

Banco Central shall fail duly to perform or observe any lerm 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 (d) above} and such failure shall continue unremedied for 90 days after written
notice thereof shall have been given to the Republic and Banco Central at the specified office of the
Fiscal Agent by any holder; or

as a result of any default or event of default contained in any agreement or instrument related to any
Publie lssue of External Debt (other than the Debt Securities) of the Republic, Banco Central or any
Governmental Agency guaranteed by the Republic, any parly 1o such agreement or instrumen| acceler-
ates or declares to be due and payable any such Public Issue of External Debt prior to the stated

malurity thercofs or

the Hepublic or Baneo Central fails generally 1o pay or perform its obligations under Public Tssues of
External Debt as they become due, or a moratorium on the payment or pedormance of such obligations

shall be declared by the Republic or Banco Central; or

there shall have been entered against the Republic or Banco Central a final judgment, decree or order
by a court of competent jurisdiction from which no appeusl may be or is taken, for the payment of
money in exeess of U8 $100,000,000 and 30 days shall have passed since the entry of any such order

withoul it having been satisfied or stayed; or
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(iy  the Republic shall cease to be a member of the IMYF or ceases to be eligible to use the general

resourees of the IME or

(j)  the validity of the Debt Securities of such series or the Fiscal Agency Agreement shall be contested by
the: Republic, Banco Central or any legislative, executive or judicial body or official of the Republie
autherized in cach case by law to do so, or the Republic or Banco Central shall deny any of its
oliligations thereunder to any of the holders of such Debt Securities (whether by 4 general suspension
of pavments or u moratorium on the payment of debt or otherwise), or any constitutional provision,
treaty, convention, law, regulation, official communique, decree, ordinance or policy of the Republie, or
any linal decision by any court in Venezuela having jurisdiction, shall purport to render uny provision
ol the Debt Securities of such series or the Fiscal Agency Agreement invalid or unenforceable or shall
purport to prevent or delay the performance or observance by the Republic or Baneo Central of any of
their respective obligations thereunder to any of the holders; or

(k) any constitutional provision, reaty, convention, law, regulation, ordinance, decree, consent, approval,
license or other authority necessary to enable the Republic or Banco Central 1o make or perform s
obligations under the 1ebl Securities of such series or the Fiscal Agency Agreement {as the case may
he), or for the validity or enforceability thereof, shall expire, be withheld, revoked, terminated or
otherwise cease 1o remain in full force and effect, or shall he modified in a manner which adversely
affects, or may reasunably be expected o affect adversely, any rights or claims of any of the holders;

then holders of 25% or more in aggregate outstanding principal amount of the Debt Securities of such series may,
by writtert demand to the Republic at the office of the Fiscal Agent, declare the Debt Securities of such series
immediately due and payable whereupon the entire unpaid principal amount of the Debt Securities of such series,
all interest acerued and unpaid thereont and all other amounts payable in respect of the Debt Securities of such
series 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 the Republic. Upon such declaration, the
Fiseul Agent shall give notice thereof in the manner provided in the Fiscal Agency Agreement to the Republic
{by facsimile, with transmission confirmed) and 1o the holders of the Debt Securities of such series in the manner
provided in such Debt Securities. After any such declaration, if all amounts then due with respect 10 the Delt
Securities of such series are paid (other than amounts due solely because of such declaration) and all other
defandls with respect to the Debt Securities of such series are cured, such declaration may be annulled and
rescinded by holders of more than 50% in aggregate outstanding principal amount of the Debt Securities of such
series (or such other percentage required at o meeting of holders in accordance with the provisions deseribed
under ““Meetings and Amendments” below) by written notice thereof to the Republic at the specified office of the
Fiseal Agent,

For purposes hereol, the term “Public Issue of External Debt” shall mean any Fxternal Debt issued in a public
offering or private placement of securities or other instruments of a type offered in the capital markets, including,
without limitation, any bonds, floating rate notes, commercial paper, certilicales of deposit, debentures or other

evidenee of indebtedness.
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Meetings and Amendments

A meeting of holders of Debt Securities of any series may be called, as set forth below, al any time and from
time to time to make, give or take any request, demand, authorization, direction, notice, consenl, waiver or other
action provided by the Fiscal Agency Agreement or the Debt Securities of such series to be made, given or taken
by holders of Debt Securities of such series or to modify, amend or supplement the terms of the Debt Securities
of such series or the Fiscal Agency Agreements as hereinafter provided. The Republic may at any time call a
meeting of holders of Debt Securities of any series for any such purpose to be held at such time and at such
place as the Republic shall determine. Notice of every such meeting, setting forth the time and the place of such
meeting and in general terms the action proposed to be taken at such meeling, shall be given as provided in the
lerms of the Debt Securities, not less than 30 nor more than 60 days prior to the date {ixed for the meeting
{provided that, in the case of any meeting to he reconvened after adjournment for lack of a quorum, such netice
shall be given not less than 10 days nor more than 60 days prior to the date fixed for such meeting). In case at
any time the Republic or the holders of at least 10% in aggregate principal amount of the Qutstanding (as
defined in the Fiscal Agency Agreement) Debt Securities of any series shall, after the occurrence and during the
continuance of any Event of Default under the Debt Securities of such series, have requested the Fiscal Agent to
call a meeting of the holders of Debt Securities of such series for any such purpose, by written request setting
forth in reasonable detail the action proposed to be taken at the meeting, the Fiseal Agent shall call such
meeting for such purposes by giving notice thereof.

To be entitled to vole at any meeting of holders of Debt Securities of any series, a person shall be a holder of
Outstanding Debt Securities of such series or a person duly appointed by an instrument in writing as proxy for
such holder. The persons entitled to vote a majority in principal amount of the Ouistanding Debt Securities of
such series shall constitute a quorum. In the absence of a quorum within 30 minutes of the lime appointed for
any such meeting, the meeting shall, if convened at the request of the holders, be dissolved. In any other case,
the meeting may be adjourned for a period of not less than 10 days as delermined by the chairman of the
meeting prior to the adjournment of such meeting. In the absence of a quorum at any such adjourned meeting,
such adjourned meeling may be {urther adjourned for a period of not less than 10 days as determined by the
chairman of the meeting prior to the adjournment of such adjourned meeting. Notice of the reconvening of any
adjourned meeting shall be given as provided in the preceding paragraph, except that such notice need be given
only once. Notice of the reconvening of an adjourned meeting shall state expressly the percentage of the principal
amount of the Cutstanding Debt Securities of such series which shall constitute a quorum. Subject to the
foregoing, at the reconvening of any meeting adjourned for a lack of a quorum, the persons entitled 10 vote 25%
in principal amount of the Outstanding Debt Securities of such series shall constitute a quorum for the taking of
any action set forth in the notice of the original meeting. Any meeting of holders of Debt Securities of such series
at which a quorum is present may be adjourned from time to time by a vote of a majority in principal amount of
the Outstanding Debt Securities of such series represented at the meeting, and the meeting may be held uas so
adjourned without further notice.

The Fiscal Agent may make such reasonable and customary regulations consistent with the Fiscal Ageney
Agreement as il shall deem advisable for any meeting of holders of Debt Securities of any series wilh respect to
the proofl of the holding of Debt Securities of such series, the adjournment and chairmanship of such meeting, the
appointment and duties of inspectors of votes, certificates and other evidence of the right to vote, and such other
matiers concerning the conduct of the meeting as it shall deem appropriate. The Fiscal Agent shall, by an
mstrument in writing, appoint a temporary chairman of the meeting, unless the meeting shall have been called by
the Republic or the holders of Debt Securities of any series as provided above, in which the case the Republic or
the holders of Debt Securities of such series calling the meeting, as the case may be, shall in like manner
appoint a temporary chairman. A permanent chairman and a permanent secretary of the meeting shall be elected
by vote of the persons entitled to vote a majority in principal amount of the Qutstanding Debt Securities of such
series represented and voting at the meeting. The chairman of the meeting shall have no right to vote, except as
holder of Debt Securities of such series or proxy. A record, at least in duplicate, of the proceedings of each
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meeting of holders shall be prepared, and one such copy shall be delivered to the Republic and another 1o the
Fiscal Agent to be prescrved by the Fiseal Agent.

With («j the affirmative vole, in persou or by proxy thereunto duly authorized in writing, ol holders euithed 1o
vote the lesser of (i) a majority in prineipal amount of the Quistanding Debt Securities of any series and (i)

60 2/3% in aggregate principal amount of the OQuistanding Debt Securities of any series represented and voling atl
a meeting duly called and held as specified above, or (b) the written consemt of the holders of w majority in
aggregate principal amount of the Qutstanding Debt Securilies of any series, Venezuela and the Fiscal Agent
(and, in the case of the Banco Central Undertaking, with the agreement of Banco Ceniral) may modify, amend or
supplement the terms of the Fiscal Agency Agreement or the Debt Securilies of such series and such holders may
make, 1ake or give any request, demand, authorization, direction, notice, consenl, waiver or pther action provided
by the Fiscal Agency Agreement or the Debt Securities 1o be made, given or taken by holders of the Debt
Securities of such series; provided, however, that no such action may, without the consent or affinnative vole oi
the holder of each Debl Secarity of such series affected thereby, {A) change the due date for the payment of the
principal of, or the portion of such principal amount which is payable upon acceleration of the maturity of such
Debt Security or the interest rate thereon, (B} reduce the principal amount of any Debt Security of such series,
the portion of such prineipal amount which is payable upon acceleration of the maturity of such Debt Security,
the interest rate thereon or the premium payable upon redemption thereof, (C) change the coin or cirveney in
which payment with respect o interest, any premium or prineipal in respect of any Debt Seeurity of such series
is payable, (D) reduce the proportion of the prineipal amount of the Debt Securities of such series the vote or
consent of the holders of which is necessary 1o modify, amend or supplement the Fiscal Agency Agreement or the
termis and conditions of the Debt Securities of such series or to make, take or give any request, demand,
anthorization, direction, notice, consent, waiver or ather action provided hereby or thereby 10 be made, taken or
given, or (E) change the obligation of Venezuela 1o pay Additional Amounts (as defined in ““Taxation: Additional
Amounts™ below). Any such maodification, amendment or supplement shall be binding on all holders of the by

Securities of such series.

Venezuela and the Fiseal Agent {und, in the case of the Banco Central Undertaking, with the agreement of Banceo
Central) may, upon agreement among themselves, without the vote or consent of any holder of Debt Securities of
any series, modify, amend or supplement the Fiscal Agency Agreement or the Debt Securities of any series for
the purpose of {i) adding 1o the covenants of Venczuela for the benefit of the holders of Debt Securities of such
series, (i) surrendering any right or power conferred upon Venezuela, (i11) securing the Debt Securities of such
serfes pursuant to the requirements of the Debt Secutities of such series or otherwise; (iv) caring any ambiguity,
or curing, correcting, or supplementing any defective provision contained in the Fiscul Agency Agrecment, the
Banco Central Undertaking or in the Debt Securities of such series; or (v) amending the Fiscal Ageney Agree-
ment or the Debt Securities of such series in any manner which the Republic, Banco Central and the Fiscul
Agent, as the cage may be, may determine, provided, that such amendment shall not adversely affect the interest

of uny holder of Debt Securities of such series in any material respect,

Jurisdiction and Waiver of Linmunity

Venezuela has agreed that any suil, action or proceeding against it or its properties, assels or revenues with
respect to the Debt Securities of any series (a “Related Proceeding™) shall be hrought exclusively in the Supreme
Court of the Slate of New York, County of New York; in the courts of England that sit in London; in the United
States District Court for the Southern Distriet of New York; or in the courts of Venezoela that sit in Caracas, as
the person bringing such Related Proceeding may eleet in its sole discretion, provided that if none of the courts
specified above located in the country in which such person has elected 10 bring such Related Proceading 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 jurisciction of the subject matter or be otherwise competent under applicable law to hear and
determine such Related Proceeding, or i such Related Proceeding seeks reliel or o judgment that s enforeealble

only against any of its properties, assels o revenues that are subject 1o the jurisdiction of any olher count located



in the countries listed above and is linited 1o the value of such properties, assets or revenues, such Related
Proceeding may be brought in any such court (all such courls desertbed in this sentence being called herein
“Specified Courts”). Venezuela also has agreed that any judgment obtained in any of the Specified Courts arising
out of any Relaled Proceeding may be enforeed or executed in any Specified Court or any other court of
competent jurisdiction whatsoever and any judgmemt obtained in any such other court as a result of such
enforcement or execulion may be enforced or execuled in any such other court of competent jurisdiction {all
courts other than Specified Courts being herein called “Other Courts™). by means of a suit on the judgment or in
any other manoer provided by law. Venezuela has irrevocably submitted to the exclusive jurisdictton of each of
the Specified Courts for the purpose of any Related Proveeding and, solely for the purpose of enforeing or
executing any judgment referred 1o in the preceding sentence {a “Related Judgment™), of each Specified Courl
and cach Other Court. The agreement made by Venezuela with respect to jurisdietion is made solely with respect
to Related Proceedings and the enforcement or exeeution of Related Judgments and under no circumstances shall
it be interpreted #s a general agreement by Venezuela with respeet lo proceedings unrelated to the Debi

Securilies,

Vinezuela has agreed that service of all writs, process and summonses m any Related Proceeding or any suit,
action or proceeding to enforce or execute any Related judgment brought against it in the State of New York may
be made upon the Consul General ol the Republic of Venezuela o, in his or her absence or incapaeity, any
official of the Consulate of Venezuela, presently located at 7 East 51st Street, New York, New York 10022, U.5.A.
(the “New York Process Agent™), and service of all writs, process and summonses in any Related Proceeding or
any suit, action or proceeding to enforee 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 Republic of Venezuela, presently
located al One Cromwell Road, London SW7 2ZHW, England (the “London Process Agent”™ and, together with the
New York Process Agent, the “Process Agents™), and Venezuela has irrevocably appointed the Process Agents as
its agents to receive such service of any and all such writs, process and summonses, and has agreed that the
failure of any of the Process Agenls to give any notice to it of any such service of process shall not impair or
affect the validity of such service or of any judgment based thereon. Venezuela has agreed to maintain at all
times an agent with offices in New York to act as its New York Process Agent, and an agent with offices in
London 1o act as its London Process Agent as aforesaid {each such agent to be appointed by an irrevocable
power of attorney granted before a Venezuelan notary public). Nothing herein 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.

Venezuela has irrevocably consented te and waived 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 solely for the purpose of emorcing or executing any Related Judgment in any
of the Specified Courts or (ther Courts, and further has irrevocably waived, to the fullest extent it may effectively
do so, the defense of an inconvenient forum to the maintenance of any Belated Proceeding or any such suit,

aclion or proceeding in any such court.

To the extent thal Venezuela or any of its revenues, assets or properties shall be entitled, with respeet 1o any
Related Proceeding at any time brought against Venezuela or any of its revenues, assels or properties in any
jurisdiction in which any Specified Court is located, or with respect to any suil, action or proceeding at any lime
broughl selely for the purpose of enforcing or executing any Related 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 4 judgment
or from any other legal or judicial process or remedy, and 1o the extent that in any such jurisdiction there shall
be attributed such an immunily, Venezuela has irrevocably agreed not to claim and irrevocably waived such
immunity to the fullest extent permitied by the laws of such jurisdiction (including, without limitation, the Foreign
Sovereign Immunities Act of 1976 of the United States) and consented generally for the purposes of 1he State
Immunity Act of 1978 of the United Kingdom to the giving of any relief or the issue of any process in connection
with any Related Proceeding or Related Judgment, provided that such agreement and waiver, insofar as it relates
to uny jurisdiction other than a jurisdietion in which a Specified Court is localed, was given solely for the
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L



purpose of enabling the Fiscal Agent, any Paying Agent or any holder of the Debt Securities 1o enforce or execute
a Related Judgment. In addition, to the extent that Venezuela 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
exlent thal there shall be attributed, in any jurisdiction, such an immunity, Venezuela has irrevocably agreed not
to elaim and irrevocably waived 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 oul of or in connection with the Pebt
Securities.

If for the purpose of obtaining judgment in any court it is necessary 1o converl a sum due under the Dely
Securities to the holder of Debt Securities in one currency into another currency, Venezuela has agreed, 1o the
fullest extent that it may eflectively do so, that the rate of exchange used shall he that at which in aceordance
with normal banking procedures such holder could purchase the first currency with such other currency in the
city which is \he principal financial center of the country of issue of the {irst currency two business days which
shall be business days in New York and in such principal financial center, preceding the day on which final
judgment is given,

Taxation; Additional Amounts

Any and all payments by Venezuela under the Debt Securities or in respect thereof shall be made free and clear
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, excluding (i) in the
case of each holder laxes imposed on or measured by its income or eapital 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 its income or capital by the jurisdiction {or any political subdivision or laxing
authority of such jurisdiction or any organization or federation of which such jurisdiction is at any time a4
member} in which the principal place of business or residence (as the case may be) of such holder is Tocated,
including, without limitation, any jurisdiction in which such holder is, through an office or fixed place of
business, deemed to be doing business or maintaining a permanent establishment under any income 1ax treaty
and (iii) all other taxes impused by any jurisdiction (or any political subdivision or taxing authority of such
jurisdietion or any organization or federation of which such jurisdiction is al any time a member) outside of
Venezuela except such taxes which arise as a result of action taken by Venezaela (all such non-excluded taxes,
levies, imposts, deductions, charges, withholdings and labilities being herein called “Taxes™). [’ Venezuela shall
be required by law to deduct any Taxes from or in respect of any sum payable under the Debt Securities or in
respect thereof to any holder, {a) Venezuela shall pay such additional amounts {(“Additional Ameunts™) as may be
necessyry so that after making all required deductions for Taxes (including deductions applicable to Additional
Amounts payable hereunder) 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 (¢} Venezuela will pay the full ameum
deducted to the relevant taxing authority or other authority in accordance with applicable law.

Except as otherwise provided in the Debt Securities, Venezuela will pay (i) all stamp or other documentary taxes
or duties, if any, which may be imposed by Venezuela or the United Stales of America or any state or political
subdivision thereof or taxing authority therein with respect to the original issue of the Debt Securities of any
series or the exchange of interests in Global registered Debt Securities in definitive form as provided under
“Description of the Debt Securities-Global Securities” above and (ii) all other excise or property taxes, charges or
similar levies which arise in any jurisdiction from any payment made hereunder or from the execution or delivery
of, or otherwise with respect to, the Debt Securities, the Fiseal Agency Agreement or any other document or
instrument referred to herein or in the Fiscal Agency Agreement, excluding (in the case of the preceding clause
(i1)) any such taxes imposed by any jurisdiction (or any pelitical subdivision or taxing authority of such jurisdie-
tion or any organization or federation of which such jurisdiction is at any time a member) outside of Venezuela
except these resulting from, or required to be paid in connection with, the enforcement of the Debt Securities, the
Fiscal Agency Agreement or any such other document or instrument following the occurrence of an Event of
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Delandt (all such non-eseluded taxes, charges or levies deseribed in clauses (i) and (i) above being herein called

“Other Taxes™),

Venezuela will reimburse each holder for the full amount of Taxes or Other Taxes (including without limitation,
any Taxes or Other Taxes imposed on amounts payvable under the Debt Securities) paid by such holder or any
liabilities (including penalties, interest and expenses) arising therefrom or with respect thereto, whether or not
such Tases or Other Tanes were correetly or legally asserted. Faeh holder which wishes to claim reimbursement
heveunder for any suels Taxes, Other Taxes or Habilities arising therefrom or with respect thereto will notify
Venczoela (through the Fiscal Agent) of its intention to pay the same as promptly as practicable and, if possible,
prior 1o the date of such payment (suel notice 1o deseribe 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.

Within 30 days afier the date of any payment of Taxes (but in no event later than the date 45 days after the date
sueh ‘Taxes become due), Venezuela will furnish to the Fiscal Agent the original (or a certified copy) of a receipt

evidencing payment thereof,

Without prejudice to the =urvival of any other obligation of Venezuela hereunder, the obligations of Venezuela

with respect to Additional Amounts shall survive the payment of the Debt Securities,

Whenever in the Debtl Securities there is mentioned, in any context, the payment of the principal of or interest
on, or in respeet of, Debt Securities, such mention shall he deemed 1o include mention of the payment of
Additional Amounts 1o the extent that, in such context, Additional Amounts are, were or would be payable in
respect thereof pursiant to these provisions, and express mention of the payment of Additional Amounts (if
appheable) in any provisions hereof shall not be construed as exeluding Additional Amounts in those provisions

hereol where such express mention is nol maede.

Judgment Curreney

Venezuela has agreed that, if a judgment or order given or nide by any Specilied Court or Other Count for the
payment of any wnount in respect of any Debt Secarity is expressed in a currency (the “judgment currency™)
other than the curreney in which sach Debt Security is denominaled (the “denomination currency™), Venezuela
will pay any delicieney ansing or resulting from any variation in rates of exchange between the date as of which
the amount in the denemination currency is notionally converted into the amount in the judgment curreney for
the purposes of sucl 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 Debt Securities, will give rise to a
sepatide and ndependent canse ol action, will appls frrespeclive of any waiver or extension granted from time to
time and will continue in full foree amd effeet notwithstunding any judgment or order for a liquidated sum or
sums i respeet of amomnts due in respect of the relevant Debt Security or under any such judgment or order.

Governing Law

The Fiseal Agency Agreement and the Delt Seeurities will be governed by and interpreted in aceordance with
the Luws of the State of New York without regard to any conflicts of laws principles thereof that would require the
application of the luws of a jurisdiction other than the State of New York, and except that all matters governing
the aunthorization and exceution of sueh documents by Venezuela or Banco Central, as the case may be, will be

governed by the laws of Venezoela.

Plan of Distribution

The Republic may sell the Debt Securities of any series in any ol three ways: (a) through underwriters or
dealers: (by directly 1o one or more purchasers; or (¢) through agents. The Prospecius Supplement relating to a
parheular series of Debt Secarities offered thereby will set forth the terms of the offering, ineluding the name or
names of any underwriters, the purchase price of such Delst Securities and the proceeds to the Republic {from
such sale, any nnderwriting diseounts and other items constituting underwriters” compensation, any initial public
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offering price and any discounts or concessions ullowed or reallowed or paid o dealers and any scenrities
exchanges on which such Debt Scecurities may be listed.

The distribution of the Debt Securities may be effected from time to time in one or more transactions at a fixed
price or prices, which may be changed, or at market prices prevailing at the time of the sule, al prices related to
such prevailing market prices or at negotiated prices.

If underwriters are used in the sale of Debt Securities of any series, such Debt Secanties will be acquired by the
underwriters for their own account and may be resold by them from time 1o time in one or more transactions,
including negotiated transactions, at a fixed public offering priee or at varying prices 1o be determined at the
time of sale. The Debt Securities may be offered to the public either through underwriting syndicates represented
by managing underwriters or directly by underwriters. Unless otherwise set [orth in the applicable Prospectus
Supplement, the obligations of the underwriters to purchase the Debl Securities offered thereby will be subject 10
certain conditions precedent and the underwriters will be obligated to purchase all such Debt Securities if any
are purchased. Any initial public offering price and any discounts or concessions allowed or reallowed or paid to
dealers may be changed from time 1o time.

The Debt Securities of any series may be sold directly by the Republic or through agents designated by the
Republic [rom time o time. Any agent involved in the offer or sale of Debt Securities i respect of which ihis
Prospectus is delivered will be named, and any commissions payable by the Republic to such agent will be set
forth, in the applicable Prospectus Supplement. Unless otherwise specified] in the applicable Prospectus Supple-
ment, any soch agent will be acting on a reasonable best efforts hasis for the period of s appointment.

Il o indicated in the applicable Prospectus Supplement, the Republic will authorize agents, underwriters or
dealers to solicit offers by certain specificd entities to purchase the Debt Securities offered thereby [rum the
Republic al the public offering price set forth in such Prospectus Supplement pursuant to delayed delivery
contracts providing for payment and delivery on a specified date in the future. Such contracts will be subject
only 1o those conditions set forth in such Prospectus Supplement and such Prospectus Supplement will set forth
the commission payable for solicilation of such contracts.

If 50 indicated in the applicable Prospecius Supplement, the Republic may offer the Debt Securities of any series
te present holders of other securities of the Republic as full, partial or alternative consideration for the purchase
ur exchange by the Republic of such other securilies either in connection with a publicly announced tender,
exchange or other offer for such securilies or in privately negotiated transactions. Such offering may be in
addition to or in lieu of sales of Debt Securities directly or through underwriters or agents as set forth in the
Prospecius Supplement.

Apents amnd underwriters may be entitled under agreements entered inlo with the Republic o indemnification by
the Republic against eertain Habilities, including liabilities under the United States Securities Act of 1933, as
amended, or to contribulion with respect 10 payments which the agents or underwriters may be required to make
i respeet thereof Agents and underwriters may engage in transactions with or perform services for the Republic
i the ordinary course of business.

Validity of the Debt Securities

The validity of the Debt Securities will be passed upon for the Republic by Lares, Ramos, Ferreira y Vera, 5.0,
Venezuelan counsel to the Republic, und by Arnold & Porter, United States counsel to the Republic, and for the
utederweilers, if any, by United States counsel and Venezaelan counsel to the auderweiters maaned o the applica-
ble Prospectus Supplement. As to all matters of Venezuelan law, Arnold & Porter may rely ou the opinion of the
Lares, Ramos, Ferreira v Vera, 5.0,
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The Baneo Central Undertaking

The Republic has irrevocably and uncenditionally agreed that each payment to he made by the Republic under
the Debt Securities shall be effected through Baneo Central, and for that purpose, has instructed Banco Central
to execute and deliver an undertaking in favor of the holders of the Debt Securities of each series from time to
time, the Fiscal Agent and each paying agent (each, a “Banco Central Undertaking™) and to remit {as and to the
extent provided in the Banco Central Undertaking) U.S. dollars in the amount of each paymient of principal of,
and interest on, such series of Debt Securities af the time and place and in the manner provided in such series
of Debt Securities. In this regard, the Republic has irrevoeably and unconditionally agreed to deposil, from time
to 1ime, at Banco Central, in the aceounts specially established for this purpose, the Bolivars required for each
payment prior to the date such payment is required to be made and to deliver in a timely lashion to Banco
Central the authorizations necessary for it to effect the required conversions of Bolivars into ULS, dollars. The
Republic has agreed that no such deposit of funds with Bance Central shall be deemed to constitute payment 1o
any holder of such series of Debt Securities of any amount payable 10 such holder. Fach Banco Central Underiak-
ing will be governed by the law of the State of New York.

Pursuant to each Banco Central Undertaking, upon the deposit by the Republic at Banco Central of the Bolivars
required for 4 payment due under the Debt Securities and receipt by Banco Central of the authorizations
necessary for it lo effect the required conversions of the Bolivars into U.5. dollars, Banco Central shall have a
separate and independent obligation to remit U.S. dollars to the Fiscal Agent provided that Banco Central shall
not be obliged to make any remittance of US. dollars if such remittance would constitute a breach of Banco
Central’s obligation under Article 89 of the Ceniral Bank Law to provide, on & priority hasis, the foreign currency
demanded from time to time by PDVSA to meet ils needs for U.5. dollars in accerdance with the foreign
exchange budget prepared by PDVSA.

Banco Central has irrevocably agreed that any suit, action or proceeding against it or its properlies, assels or
revenues with respect 1o a Baneo Central Undertaking (a “Banco Central Proceeding”) shall be brought exclu-
sively in the Supreme Court of the State of New York, County of New York, in the United States District Court for
the Seuthern District of New York; in the High Court of Justice, England; 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 have jurisdiction or be otherwise competent to hear and determine such Banco Central Proceeding,
but only in the circumstances specified in the Banco Central Undertaking), all as more fully set oul in each
Banco Central Undertaking.

Banco Central has irrevocably waived any objection which it may have to the laying of venue of any Bunco
Central Proceeding brought in any of the courts referred to above or to the laying of venue of any suil, action or
proceeding brought solely for the purpose of enforeing 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 Lo the maintenance of any Banco Central 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 properties in any
jurisdiction in which any court specified above is located, or with respeet to any suit, aclion or proceeding at any
time brought solely for the purpose of enforcing or executing any judgment obtained in a Banco Central Proceed-
ing in uny jurisdiction in which any of the courts referred 1o above is located. Lo 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 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 claim and has irrevocably waived such immunity to the fullest extent permitted by the laws of such
jurisdiction, all as more fully set out in each Banco Central HUndertaking.

The foregoing description of the Banco Central Undertakings is a summary of, and does nol purport to he
romplete and is qualified in its entirety to the detailed provisions of, each Baneo Central Undertaking. A copy of
the Banco Central Underlaking has been filed as an exhibit 1o the Registration Stalement relating to the Global
Bonds of which this Prospectus is a part.
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External Guaranteed Debt of the Republic
(as of March 31, 1998)

By Type of Creditor and Amount Ouistanding

Maltinational Suppliers
Name of Publie Sector Entity Commercial Banks  Bilateral Agencies  (Orzenizations  and Coniractors
{in millions ot U.5.%)

ALCASA ... . . $ 0.0 § 428 $ 00 $ 00
BAUXIVEN ... .. oo o 0.0 34.7 42.5 0.0
CADAFE . . ... oo 0.4 814 0.0 0.0
CANTVY 0.0 95.5 0.0 0.0
CAMETRO ... oo oo [1X0] 269.5 0.0 0.0
EDELCA .. ... ... o o . 11.7 300.8 152 Wi 55.0
FERROMINERA .. ... ... .. ... ........ (L0 200.7 10.7 .0
FESILVEN ... ... o o 0.0 18.8 0.0 0.0
INAVI ... 0.0 1.0 0.0 0.0
INTERALUMINA ... .. ... . ... 0.0 87.6 0.0 0.0
SIDOR™ .. 0.0 1.6 0.0 .0
VENALUM . .. .. ... L. 238 0.0 0.0 0.0
Total o $35.5 §1.143.4 $570.5 $as0

(1t CANTY was privatized in 1991 but the Republie’s guarantee of existing deb 10 official creditors was not released. Deln is being
serviced on g enrvenl basis by CANTV.

(2) SIDOR was privatized in January, 1998 but the Republic’s guaruniee of existing debl to official creditors was not teleased, Debl is being
serviced on a current hasis by h‘l) (OR.
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Internal Debt of the Republic
{ap of March 31, 1998)

Outstnneting
Issued Amount Amaount
Interest (Millions of {Millions of
Internal Direct Bebt of the Republie Rate lssnance Date Final Maturity S.53 1L.8.3)
Teeusury Bonds (Bonos del Tesoro) T o
Decree 821, Fmision 2° 0 ., {2) Sept, 1995 Up ted veaes § 206 b N
PN FOGADE Bonds
Decree 347, Yinisidn 128° 0000 0000, (2) June 1994 June 1990 247 $ 0 T2
Thecree 368, Dnision 130° 0 00 0 ... ..., {2} Sept, 094 Seplenher 1994 287 av
Dwecree 330, Emision 130° 00, 0 ... ... {2) Nov. 1991 November |U9G 191 ()
Decree 1391, Fanision 190° . ... ... 12) July 199G July 1999 32 M7
I TR S T
Commercial Bunk Boads . .. . 0 . ... ... Various Now, OL-Dev-. ) Now, 97D, 01 $ 11 3 16y
Sacial Sceurity lostilute Bands
Decroe 2075 Fanision 106° . 0oL (3) Dec, 1002 Devember 19690 570 & 10
Debt with Baneo Central
Dbl 1o Eaquity Conversion Bonds . .. ..o oL
Lheeree LO3Y, Fmision 2°, 1090 .. ... ... 2 Sept. 1988 August 2000 $ 22 o
Decree 1308, Emisidn 3°, 1000 ..., ... (2} Dec, 1991 December 2001 | |
{heeree 2007, Eision 2% 8990 .. 0L, (2} fune 199G fune 2000 27 27
Deveee 2100, Emisidn 1%, 1988 .. ... . ... (23 Dec, 2000 December 2000 | |
Pecree 31240, Emision 0% 1993 .., .. .. {2y August 1993 Angust 20083 H) 20
BCY Deln Befinaneing Bonds .. ... ... (2 July 1097 July 2015 I AT [NRF
BEAV el Refimaneing Bonds
1% Foxelange Offeeingy .00 0oL [#] Juls 19497 July 109y o 97 615
o _:é.]_-h}-;h K180
Nutional Public Debt Bomds (Deudua 'ablica
Nacional-DI'N)
Denda Piblica Nacional (DPNY ... ... o L 2) G 729 years %
Deuda Piblica Nacional (DPNy ... .. ... .. (2) 1087 10-15 years |
Denda Pablica Novionad (DPNy .. .. 000 (2) 184 10-§2 years H
Breuda Piablica Naciowal (DPNYy .0 00000 ... 2) 1990 8-12 years o
Deuda Piablica Nacional (DPNY . ... 0. 2) 1991 8 years I
Deuda 1Mblica Nacional (DPNy 0000 000, (2} 1992 5-10 years o
[reuda iblics Nacional (DPNy .0 0 ..., (2} [LUJX] D=7 years 1H
Drenda ibliea Nacional (DPNy . 0 000 (2} 1994 5-7 vears iy
[hevda Pribdiea Nacionab (DPNy . 000000 (P3] 145 A-0 yeurs 1 8ty
Meoda Pablica Nacionab (DPN) . 0000 (2} 196 -5 years [REH
Phenda Pabliea Nacional (DPN) C 0000000 2 17 205 veans 20
$ TR
Mhber - 5 0
Total Imernal Direcy Debt of the Republic . .. $7.400 LRI

Internal Dedn of Pablic Sector Entities
Guaramteed by the Republiec . .00 0. .

Toral Inteenad Debt 00000000000

th Rate =el by Banco Central in aceordanee with formugly established by Decree 1434
12) Rate set In Baneo Centeal in accardance with Tormsula established by the decrees pursuwn to which e bigdn s sl
13 Rate <et by Baneo Centeal inaceordance with Deeree 2674,
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