LISTING MEMORANDUM

Bolivarian Republic of Venezuela
U.S.$424,824,000 7.00% Bonds due 2038 (the “Bonds”)

The Bonds will bear interest at the rate of 7.08%gnnum, accruing from November 15, 2007 and will
pay interest on March 31 and September 30 of eaah gommencing March 31, 2008. The Bonds will
mature on March 31, 2038. The Bonds are not redbknprior to maturity and are not entitled to the
benefit of any sinking fund. The Bonds are direcigonditional and unsecured obligations of the
Bolivarian Republic of Venezuela (the “Republic™®enezuela”). Venezuela has applied to list the
Bonds on the Official List of the Luxembourg Stdekchange (the “Exchange”) and to trade the Bonds on
the Euro MTF market of the Exchange. This ListWgmorandum constitutes a prospectus for the
purposes of the Luxembourg law dated July 10, 28i0Brospectuses for Securities.

The Bonds offered on the date of this Listing Meamolum will be a further issuance of, and will be
consolidated and form a single series with, the $885,179,000 aggregate principal amount of
Venezuela’'s 7.00% Bonds due 2038 that were preljigssued by the Republic on November 15, 2007.
The total aggregate amount of the previously ish@wls and the Bonds now being listed will be
U.S.$1,250,003,000.

The Bonds offered on the date of this Listing Meamolum will initially be represented by a Temporary
Global Bond exchangeable in whole or from timeinigetin part without charge upon request of the éold
thereof for a Permanent Global Bond not earlienthanuary 7, 2008, or in the event that prior twuday

7, 2008, the Republic creates and issues additamaalrities that are to be consolidated and fosimgle
series with the Bonds, such later date that isa4@ drom the date of issuance of such additioralrstes
(such date, as applicable, the “Exchange Datef).th® Exchange Date, the Bonds represented by the
Temporary Global Bond shall be consolidated anthfarsingle series and be fully fungible with the
U.S.$825,179,000 7.00% Bonds due 2038 issued bireipablic on November 15, 2007.

The Bonds are designated Collective Action Se@giéind, as such, contain provisions regardingdutur
modifications to their terms that differ from thomgplicable to a substantial portion of Venezuela’s
outstanding public issues of capital market indeibéss. Under these provisions, which are desciibed
the section entitled “Description of the Bonds—Mieg$ and Amendments” in this Listing Memorandum,
Venezuela may amend the payment provisions andisarther terms of the Bonds with the consent ef th
holders of 75% of the aggregate principal amoutstanding of the Bonds.

The provisions relating to events of default in Bands differ from those contained in all otherstaihding
public issues of Venezuela’'s capital market indéhéss in that the Bonds do not contain an event of
default provision that would be triggered if Venelauwere to cease at a future date to maintain its
membership in the International Monetary Fund (“I)M6r cease to be eligible to use the general nessu
of the IMF.

Issue Price: 129.8%

plus accrued interest, if any, from November 15)20

Delivery of the Bonds has been made on Novembe2@J7 through the book-entry facilities of The
Depositary Trust Company (“DTC"), the Euroclear ®ys (“Euroclear”) and Clearstream Banking,
Luxembourg (“Clearstream, Luxembourg”).

See “Risk Factors” beginning on page 5 to read abogertain risks you should consider before
investing in the Bonds.

You should read this Listing Memorandum carefuléfdye you invest.



The Bonds have not been, and will not be, registedainder the United States Securities Act of 1933,
as amended (the “Securities Act”), or with any seaities regulatory authority of any state or other
jurisdiction of the United States and are subjecta United States tax law requirements. The Bonds
are being offered outside the United States in acatance with Regulation S under the Securities Act
(“Regulation S™) and may not be offered, sold or dévered within the United States or to, or for the
account or benefit of, U.S. persons as defined inegulation S except to persons in offshore
transactions in reliance on Regulation S. This Ling Memorandum has been prepared by the
Republic solely for use in connection with the offeand sale of the Bonds outside the United States
pursuant to Regulation S.

Barclays Capital

This Listing Memorandum is dated as of NovemberZZ@)7.



You should rely only on the information contained i this Listing Memorandum. The Republic has not
authorized anyone to provide you with different oradditional information. The Republic is not makingan
offer of the Bonds in any jurisdiction where the ofer or sale is not permitted. You should not assumthat the
information provided by this Listing Memorandum is accurate as of any date other than the date on tHeont
of this Listing Memorandum. The financial condition and prospects of the Republic may have changedse
that date.
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ABOUT THIS LISTING MEMORANDUM

The Republic, having made all reasonable inquigesfirms that this Listing Memorandum contains all
information with respect to the Republic and thex@®which is material in the context of the issné affering of
the Bonds, that such information is true and adeuraall material respects and is not misleadihgt the opinions
and intentions expressed herein are honestly haltithat, to the best of the Republic’s knowledue zelief, there
are no other facts the omission of which would makg such information or the expression of any samhions
and intentions materially misleading. The Repubticepts responsibility accordingly.

Barclays Bank PLC has acted as a dealer managet@taler Manager”) and does not make any repratientor
warranty, express or implied, as to the accuraayoonpleteness of this information, and nothing am#&d in this
Listing Memorandum is, or shall be relied uponapromise or representation, whether as to thequake future.
The Dealer Manager has not independently verifigdat such information and does not assume anyoresbility
for its accuracy or completeness. The Dealer Manedges not warrant that no events have occuriachtive not
yet been publicly disclosed by the Republic and Wauld affect the accuracy or completeness ofrifemation
concerning the Republic included herein. Eachgrersceiving this Listing Memorandum acknowleddes (i)
such person has not relied on the Dealer Managanyperson affiliated with the Dealer Manageranmection
with its investigation of the accuracy of such mf@ation or its investment decision, and (ii) nogmer has been
authorized to give any information or to make aggresentation concerning the Republic or the Bartider than as
contained herein and, if given or made, any subkrahformation or representation by such perstsikl not be
relied upon as having been authorized by or madeebalf of the Republic or the Dealer Manager.

This Listing Memorandum does not constitute anraffe or an invitation by or on behalf of the Refiator the
Dealer Manager to purchase, any of the Bonds. LT8teng Memorandum may only be used for the purpdse
which it has been published. The distributionto$ tisting Memorandum and the offer and sale efBonds in
certain jurisdictions may be restricted by law.rd@@s into whose possession this Listing Memorandomes are
required by the Republic and the Dealer Manag@rftom themselves about and to observe any sudhatians.
For a description of certain further restrictionsaffers and sales of the Bonds and distributiothisf Listing
Memorandum, see “Dealer Manager”.

References to the “Republic” or “Venezuela” arghte Bolivarian Republic of Venezuela.

The Republic is a foreign sovereign state. Consetly it may be difficult for investors to obtaim realize upon
judgments of courts in the United States agairesRapublic. See “Enforcement of Civil Liabilitieahd “Risk
Factors—Legal Status and Enforcement” in this hgtMemorandum.

Unless otherwise specified or the context requireferences to “dollars”, “U.S. dollars”, “U.S.$hd “US$” are to
United States dollars, references to “Bolivaresd &Bs.” are to Venezuelan Bolivares, referenceEiaro”, “EUR”
and ‘€” are to the lawful currency of the European Unioaferences to “¥” are to Japanese yen, and refesctio
“bpd” are to barrels per day. As used in thisibgtMemorandum, the term “billion” means one thaanillion,
or 1,000,000,000, and the term “trillion” means d¢ineusand billion, or 1,000,000,000,000. Histdreo@ounts
translated into Bolivares or U.S. dollars have bemmverted at historical rates of exchange, urdéissrwise stated.
Unless otherwise noted herein, all references toeZaelan Bolivares refer to nominal Bolivares. t&leramounts
that appear in this Listing Memorandum have beemded for ease of presentation. Accordingly, figushown as
totals in certain tables may not represent anragtical aggregation of the amounts that preceda.the



FORWARD-LOOKING STATEMENTS

This Listing Memorandum contains forward-lookingtsiments. Statements that are not historical,famtkiding
statements about Venezuela’s beliefs and expesttioe forward-looking statements. Specificallgrds such as
“anticipates”, “estimates”, “expects”, “intends’hlans”, “seeks”, “believes” and “will”, and wordsi@ terms of
similar substance used in connection with any disicin of future economic, social or political demhents,
identify forward-looking statements. These statet®@re based on current plans, objectives, estgraid
projections and you should not place undue relimmcthem. Forward-looking statements speak onlyf éise date
they are made, and Venezuela undertakes no obligatiupdate any of them in light of new informatior future

events. Forward-looking statements include, betrent limited to:
*  Venezuela's statements regarding its prospectsdotinued political stability;
*  Venezuela’s plans with respect to the implementatibits economic plan;
*  Venezuela’'s outlook for inflation, interest ratewlats fiscal accounts; and

*  Venezuela’s success in the development of the etroipum sectors of its economy.
Forward-looking statements involve inherent risk&nezuela cautions you that many factors coulelcathe future
performance of the Venezuelan economy. Theserfautolude, but are not limited to:

External factors, such as:

. higher international interest rates, which couldr@ase Venezuela's debt service requirements and

require a shift in budgetary expenditures towarditimhal debt service;

. lower oil prices, which could decrease Venezudiatal and foreign exchange revenues and could
negatively affect Venezuela’s tax receipts, thabe¢ of payments and the level of international
reserves;

. recession or low growth in Venezuela’s trading pars, which could lead to fewer exports from
Venezuela and, therefore, affect Venezuela’s growth

. damage to the international capital markets forrgimg markets issuers caused by economic
conditions in other emerging markets, which coudfda Venezuela’s ability to engage in planned
borrowing;

. changes in import tariffs and exchange rates arotbuntries, which could harm Venezuelan
exporters and, as a consequence, have a negapeetion the growth of Venezuela’'s economy;

. changes in the international prices of commodithes)

. a deterioration in relations between Venezuelaathdr countries in the region or other disruptitms
its international relations.

Internal factors, such as:
» the effect of the Venezuelan Government’s exchaogérol regime on the ability of domestic and

international businesses to obtain foreign currengyay for imported goods and raw materials, as
well as Venezuela’s ability to continue to attrioreign investment;

« the Venezuelan Government’s ability to pass legiatan support of Venezuela’s economic plan, as
well as public support for legislation that hasieeacted as part of Venezuela's economic plan;

» the stability of the banking system;

» the political and economic impact of ratifying theposed amendments to Venezuela’s 1999
Constitution;

. general economic and business conditions in Verazineluding a decline in foreign direct and
portfolio investment, high domestic inflation, higbmestic interest rates and volatile unemployment



levels, each of which could lead to lower levelgawth, lower international reserves and dimintgshe
access of both the government and Venezuelan lassiado international capital markets;

the Venezuelan Government's ability to containatifinary pressures in the economy;
foreign currency reserves; and

the level of domestic debit.



ENFORCEMENT OF CIVIL LIABILITIES

Venezuela is a foreign state. As a result, you n@ybe able to effect service of process withm thnited States
against Venezuela or enforce against Venezuelaryjadts in the courts of the United States predicatethe civil
liability provisions of the federal or state seties laws of the United States. Venezuela hasedgie submit to the
jurisdiction of United States federal and New Ystlte courts located in the Borough of ManhattawNork,
New York, the courts of England located in Londow éhe courts of Venezuela located in Caracashasdvaived
some immunities and defenses in actions that nhighirought against Venezuela with respect to thedBo Under
Venezuelan law, neither Venezuela nor any of Veelezsi property have any immunity from the jurisdict of any
court or from set-off or any legal process (whettmeough service or notice, attachment prior tagjuent,
attachment in aid of execution of judgment, exexutr otherwise), except that Venezuela, as wellerwezuela’'s
properties located in Venezuela, have immunity fiatioff, attachment prior to judgment, attachmeraid of
execution of judgment and execution of a judgmeradtions and proceedings in Venezuela.



RISK FACTORS

This section describes certain risks associatet imitesting in the Bonds. You should consult yimamtcial and
legal advisors about the risk of investing in thanBs. Venezuela disclaims any responsibility fofisidg you on
these matters.

Social and Political Risks

In prior years, events in Venezuela produced dicanit social and political tensions, which couldregn and have
a material adverse effect on Venezuela's economiaty and its ability to service its public debt.

Since 2001, the Republic has experienced frequenags of political and social turmoil involving@ips that
oppose and those that support the Chavez admirostran April 2002, a group of high ranking mdity officers
publicly refused to recognize President Chavezthaity and detained him in the Presidential Palatfecting a
brief coup d’etat Between December 2001 and February 2003, cagtaimps opposed to the Chavez
administration staged four nationwide work stopsageprotest against actions taken by the Govertyrtten last of
which involved the operations of PDVSA and lastetilen December 2, 2002 and February 3, 2003. The
inclusion of part of the oil sector in this genenairk stoppage severely crippled oil production failed to achieve
its primary objective of removing President Chafrezn power.

On August 15, 2004, Venezuelan citizens voted macall referendum in accordance with the Venezuelan
Constitution regarding the removal of Presidenty@z&rom office for the remainder of his term. Apgimately
59% of the voters voted in favor of retaining Pdesit Chavez.

The most recent elections for state and local iafiovere held on October 31, 2004. Candidatesctggp by
President Chavez won 21 of the 23 gubernatoriatieles; the two remaining governorships were retdihy
opposition parties. On December 4, 2005, electwar® held for the 167 seats in theamblea Naciondkhe
“National Assembly”). On December 1, 2005, the pipal opposition parties announced that their cdeieis would
not participate in the elections. The electorahatities reported that approximately 25% of tholsgitde to vote
participated in the elections. President Chavealgigal party, Movimiento Quinta Republi¢avon 121 seats and
other parties aligned with the Chavez administratimn the remaining seats.

On December 3, 2006, President Chavez was re-di€tsident for a six-year term, capturing 62 @&he vote.
Upon his re-election, in December 2006 Presidefdtv€n proposed to the group of political partiegradid with his
administration the creation of a unified sociafistitical party,Partido Socialista Unido de Venezuetat PSUV.
PSUV will be open to new members after the officigation of the party, which is anticipated towrdoefore the
end of 2007. As of September 2007, six politicatties had joined PSUV. PSUV will be one of mablitizal
parties in Venezuela.

On August 15, 2007, President Chavez submittedetdNiational Assembly a proposal to amend certamigions
in a number of articles of Venezuela’s existingstdntion (the “1999 Constitution”) in accordancéhwprocedures
contained in the 1999 Constitution. As of Novembge?007, the National Assembly had approved tbpgsed
amendments at the requisite three separate disogsand called for a referendum to be held on Deeerd, 2007
to decide on whether to approve or disapprove @fptioposed amendments.

The proposed changes to the 1999 Constitution haga opposed by certain sectors and groups in \defein
different degrees, including certain oppositiontiggras well as certain sectors of the clergy andesnt
organizations.

On May 27, 2007, Radio Caracas Television, refetoeas RCTV, ceased transmissions after the Gowemhm
decided not to extend its concessions. The decisib to renew RCTV's broadcasting license promstedent
protests and demonstrations as well as a challientye Supreme Court. On May 28, 2007, the reles&sleslision
frequency was allocated to a new public-servicennbl TVES, whose main objective is to broadcastrgginment
and educational programs and to promote the nadtoduction of programs that suit the current reeefithe
population. In July 2007, RCTV began broadcastingable and satellite television.



There can be no assurance that the significant giieriastability will not continue. Such instalylicould have a
material adverse effect on Venezuela’'s economiwtir@nd its ability to service its public debt.

Economic Risks
Certain economic risks are inherent in any investhiie an emerging market.

Investing in an emerging market economy such as¥asla carries certain economic risks which maglifierent
from that of more developed economies. These iislade economic instability that may affect Venela’s
economic results. Economic instability in Venezauahd in other Latin American and emerging markeintries
has been caused by many different factors, inctuthe following:

« high levels of inflation;

« exchange controls;

« high interest rates;

» changes in currency values;

« wage and price controls;

» changes in economic or tax policies; and
« the imposition of trade barriers.

Any of these factors, as well as volatility in timarkets for securities similar to the Bonds, mayeasely affect the
liquidity of, and trading markets for the Bonds.

Foreign Exchange Control Regime

A devaluation of the Bolivar could have a matedadVerse effect on the Venezuelan economy andility &in
service its public debt.

The Republic suspended foreign exchange tradintaonary 23, 2003 in response to a significant dsera the
amount of foreign currency generated from the e&lal and an extraordinary increase in the demfandoreign
currency which combined to produce a decline inl¢lvel of the Republic’s international reservesn bruary 5,
2003, the Government adopted a series of exchagrgerments, decrees and regulations establishiegva n
exchange control regime. The Foreign Currency Adstriation Commission (“CADIVI”), administers, mages
and controls the new exchange control regime. Hases and sales of foreign currencies are cerdalizBanco
Central. The Ministry of Finance, together withriBa Central, is in charge of setting the exchalage with respect
to the U.S. dollar and other currencies.

On February 5, 2003, the Ministry of Finance anai@&aCentral fixed the U.S. dollar exchange ratBsaf ,596 =
U.S.$1.00 for purchase operations and Bs.1,6005-31.00 for sale operations. The exchange ratthépayment
of the public foreign debt was set at Bs.1,600 S.81.00 on February 7, 2003.

On February 9, 2004, the Ministry of Finance anai@&aCentral changed the U.S. dollar exchange cate t
Bs.1,915.20 = U.S.$1.00 for purchase operationsBant, 920.00 = U.S.$1.00 for sale operations. &twhange
rate for the payment of external public debt wasas®s.1,920.00 = U.S.$1.00.

On March 2, 2005, the Ministry of Finance and Ba@emtral further modified the U.S. dollar exchamngte to
Bs.2,144.60 = U.S.$1.00 for purchase operationsBan#, 150.00 = U.S.$1.00 for sale operations. &twhange
rate for the payment of external public debt wae alet at Bs.2,150.00 = U.S.$1.00.

Venezuela cannot assure you that the Bolivar willdevalue in the future. Additional depreciatafrthe Bolivar
could have a material adverse effect on Venezusdampanies and financial institutions, which coulldersely
affect the Venezuelan economy and in turn, the Blégs ability to service its public debt and tharket price of
the Bonds.



Sovereign Credit Rating
Changes in Venezuela’s credit ratings may adversfct the value of the Bonds.

In September 2004, Moody’s Investor Services assign“B2” rating with a “stable” outlook with resgieo the
Republic’s long-term foreign currency-denominatetid

In November 2005, Fitch raised its rating for thepRblic’s foreign currency-denominated debt from-"Bo “BB-"
citing improvement in external debt and liquidityaresult of sound oil revenues. In October 26@¢h cut its
outlook on Venezuela'’s foreign currency-denominatett rating from “stable” to “negative” citing émcreasingly
unsustainable macroeconomic policy framework. ttoBer 2007, Fitch also revised its outlook on PB¥3ong-
term foreign and local currency rating to “negative

In February 2006, Standard & Poor’s raised Venezgdbreign currency debt rating from “B+" to “BB-Citing
economic growth and stronger international reserire®ctober 2006, Standard & Poor’s lifted itsloak on
Venezuela's sovereign debt from “stable” to “paadti citing the contribution of high oil prices the continued
improvement in Venezuela’'s debt indicators. Inugam 2007, Standard & Poor’'s modified its outloak o
Venezuela's sovereign debt from “positive” to “didhriting increased uncertainty with respect twgrnment

policy.

Any actual or anticipated changes or downgradégimezuela’s credit ratings could affect the maxiadtie of the
Bonds.

Oil Dependency

Any sustained decline in international petroleurit@s could have a material adverse effect on thee¥eelan
economy and its fiscal accounts.

The Republic, a member of OPEC, is the world’shargest oil producer and fifth-largest oil exprt The
structure of the Venezuelan fiscal system has bagily dependent on petroleum revenues. From 206Righ
2006, petroleum products accounted for an averbgpproximately 84.1% of the Republic’s total exggoDuring
the same period, petroleum revenues accountechfaverage of approximately 49.0% of the Repubtiatal
Central Government revenues and the petroleumrsactounted for an average of approximately 16.7%0P.

The average petroleum export price for the Venerubhsket in 2006 was U.S.$56.40 per barrel, comelpiar
U.S.$45.33 per barrel for 2005. There can be sarasice that Government revenues from petroleuivities will
not experience fluctuations as a result of chang#se international petroleum market. Any sustdiecline in
international petroleum prices could adverselyc@ftae Government's fiscal accounts and internafioeserves.
Additionally, Venezuelan petroleum production cdpjamay decrease if the necessary capital experditare not
allocated to this sector.

Legal Status and Enforcement

Venezuela is a foreign sovereign state and accghdiih may be difficult to obtain or enforce judgme against it.
Venezuela is a foreign state. As a result, it matybe possible for investors to effect servicpmicess within their
own jurisdiction upon the Republic or to enforcaiagt the Republic judgments obtained in their guvisdictions.
Any such restriction might have a negative impaxthton the liquidity of an investment in the Boraatsl the
performance of an investment in the Bonds.

Interest Rate Risks

Fluctuations in interest rates of the currency ihieh the Bonds are denominated may affect the rhagtae of the
Bonds.



Investors in the Bonds should be aware that arsinvent in the Bonds may involve an interest rak ifsofar as
there may be fluctuations in the interest ratethefcurrency of denomination of the Bonds. Flutitues in interest
rates of the currency in which the Bonds are denatad may affect the market value of the BondshSu
fluctuations might have a materially adverse impmath on the liquidity of an investment in the Berahd on the
performance of an investment in the Bonds.

Emerging Markets

Venezuela's economy is vulnerable to external shidek could be caused by significant economidcditfes of its
major regional trading partners or by more genefedbntagion” effects, which could have a materiah&dse effect
on Venezuela’'s economic growth and its abilityeoviee its public debt.

Investment in the emerging markets generally pasg®ater degree of risk than investment in moreureamarket
economies because the economies in the develomirld are more susceptible to destabilization résgifrom
domestic and international developments.

A significant decline in the economic growth of asfyWenezuela’s major trading partners, includihg tUnited
States, could have a material adverse impact orx(exia’s balance of trade and adversely affect ¥egia’s
economic growth. The United States is Venezuddatgest export market. A decline in United Statemand for
imports could have a material adverse effect onéZerlan exports and Venezuela’s economic growth.

In addition, because international investors’ rieaist to the events occurring in one emerging mackeantry
sometimes have demonstrated a “contagion” effeahich an entire region or class of investmenmtis$avored by
international investors, Venezuela could be afigttg negative economic or financial developmentstirer
emerging market countries. In the past, Venezietabeen adversely affected by such contagiontefteca
number of occasions, including following the 1995iak financial crisis, the 1998 Russian financiais and the
1999 devaluation of the Brazilian real. NevertBg|e/enezuela’s significant level of internatiorederves as well
as the current worldwide demand for petroleum potglaan be expected to reduce the effect of thegelapments
on Venezuela in the short and medium terms.

There can be no assurance that a continuationcetexation of these crises or similar events will negatively
affect investor confidence in emerging marketsheréconomies of the principal countries in LatineXioa,
including the Republic. In addition, there camioeassurance that these events will not adversegtahe
Republic’s economy and its ability to raise capitathe external debt markets in the future.

Limited Trading Market for the Bonds

There is no established trading market for the Boraahd the price at which the Bonds will tradelia secondary
market is uncertain.

Application has been made to list the Bonds or(ffieial List of the Exchange and to trade the Bsiwd the Euro
MTF market of the Exchange. The Republic has laelsed by the Dealer Manager that they intendakena
market in the Bonds but are not obligated to darsbmay discontinue market making at any time withmtice.
No assurance can be given as to the liquidity efttading market for the Bonds. If an active maflethe Bonds
fails to develop or continue, this failure couldnahe trading price of the Bonds. Under the psiris of the
Bonds, the Republic is permitted to, and may imlisgretion, acquire the Bonds through open-markethase,
tender or exchange. If the aggregate principalunof the Bonds outstanding is reduced, the ligyiof any
trading market for the remaining Bonds could beessely affected.



USE OF PROCEEDS

The net proceeds from the sale of the Bonds, déduction of the Dealer Manager’s commissions hectet
expenses payable by the Republic (which are estiitatbe U.S.$657,824), will be approximately
U.S.$550,767,530. The Republic will use the neteeals from the sale of the Bonds for the servioinits

indebtedness, including refinancing transactiofisy such refinancing transactions may take the fofropen
market purchases, tenders or redemptions.



RECENT DEVELOPMENTS

This section provides information that supplemémtsinformation about Venezuela contained in Veslezu

annual report for 2006 on Form 18-K filed with t8&C on October 31, 2007, included as Annex A.h@@xtent
the information in this section is inconsistenthtite information contained in such annual reptire information
in this section replaces such information. Cajitad terms not defined in this section have theninga ascribed

to them in that annual report.

Principal Economic Indicators

As of or for the As of or for the As of or for the

Real GDP Growth (Decliné)
Petroleum SeCtOr............coveeieiiiiecieeee e
Non-petroleum SecCtor...........coveeiiiieiieieee e

Consumer Prices
End of Period
AVEIAGE.....coiie ettt ettt e st nnee e nnee e s

Wholesale Prices
ENd Of PEriod.......ccooeiiieiicieceee et
AVEIAGE......eiiiiiii ettt

Unemployment (iN 6).......cccoeeieeieiieneeieeee e

Balance of Payments

Year Ended Year Ended period ended

December 31, December 31,  June 30, 200%
2008Y 2006Y (unless indicated
otherwise)
(percentage change)

10.3% 10.3% 9.0%

2.6 (1.9) (4.8)

111 11.7 10.8

14.4 17.0 19.4

16.0 13.7 19.3

14.2 15.9 16.5

16.9 12.9 17.6

11.4% 9.5% 8.3%

(in millions of U.S. dollars, except where noted)

EXPOMS (f.0.0.) wviiieiiiiice e $55,473 $65,210 $30,747
IMports (f.0.D.) oo, (23,693) (32,226) (20,081)
Trade Balance 31,780 32,984 10,666
Current Account Surplus (DefiCit) ........ccccvveevviieiiiiiiieiiee 25,534 27,167 8,772
OVETall BAIANCE.......ovvvevievieieieeeevesscmmmmms ettt 5,457 4,736 (12,837)
International Reserves

Gross Banco Central RESEIVES .........ccveeeeeceveerieeeiieeneeanenns $29,636 $36,672 $25,582
Liquid Banco Central Operating Reserves .... 23,453 28,933 17,48
Net International Reserves at Banco Central. 29,374 36,470 24,9@.
Other International Monetary Asséts 313 430 498
SEADIZAION FUNG ....vvvoececeeme s 732 768 798
Average Petroleum Export Price (U.S.$/barrel). .eeeeveeenes 46.0 56.5 55.1
IMPOIS COVEIARE ..o 15.0 13.7 15.3
Central Government (in billions of 1997 Constant Bolivares)
Total REVENUES ... s et a e e e e e e e e Bs.16,841.2 Bs.20,762.0 Bs.8,236.5
Total EXPENItUreS ........ceeuiiiiiiiiiieii et 15,847.9 20,749.5 8,696.7
Overall Surplus (Deficit) . 993.3 12.5 (460.2)
(as percentage of GDP) 1.6% 0.0% 0.8%
Monetary Aggregaté? (percentage change in real terms)
Money SUPPIY (M2) ....ooviiiiiiiiiee e 33.5% 44.8% 21.0%
MONELAIY BASE ......oviiiiiiieiieieite ettt 22.2% 65.9% 42.7%

Q) Preliminary figures.

2) Based on constant Bolivares of 1997 purchasaveer, referred to as 1997 Constant Bolivares.| RBd Growth figures include
certain import rights that are not itemized as congnts of petroleum or non-petroleum Real GDP Growt

3) Other than amounts in the Stabilization Fund.

4) Number of months of Imports (Fob) covered bp$arBanco Central Reserves.

5) Calculated by dividing Money Supply (M2) and Mitary Base nominal levels by Consumer Price Indé@97 Constant Bolivares.

(6) As of or through July 31, 2007.

Sources: Banco Central, Ministry of Finance anddsal Institute of Statistics (“INE”).
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Recent Political Developments

Presidential Election. On December 3, 2006, President Chavez was re-dl€ectsident for a six-year term,
capturing 62.8%f the votes. Upon his re-election, in Decembdl@Bresident Chavez proposed to the group of
political parties aligned with his administratidretcreation of a unified socialist political pafartido Socialista
Unido de Venezuelar PSUV. These parties are not obligated to RigJV and can remain independent at their
discretion. This means that affiliation with tharfy has been voluntary. The PSUV will be opendar members
after the official creation of the party which isteipated to occur before the end of 2007. ASeptember 2007,
six political parties had joined PSUV. The PSUM We one of many political parties in Venezuela.

2007 Enabling Law. On January 31, 2007, the National Assembly ghaseew enabling law, or the 2007 Enabling
Law, granting President Chavez the power to letgsémd approve laws by decree for a period of 18th®in

several areas, including nationalizations, hydrooas, electric utilities, telecommunications, tgx@&sial security
and public finance, among other areas.

During the course of 2007, President Chavez istaiedlecrees governing the following areas, amohest

»  the establishment of a monetary reconversion tfi@ttévely eliminated three zeroes from the
Bolivar's exchange rate, effective January 1, 2008;

» the amendment of the law governing the regulatioth® administration of public sector finances and
the annual budget;

» the establishment of a new Financial Transactians ®rimpuesto sobre las Transacciones
Financieras which levies a 1.5% tax on bank debits and ottagsactions;

. the reduction of the value-added tax, referredsttha VAT, from 14% to 11%, effective March 1,
2007, and then a further reduction to 9%, effeclivly 1, 2007; and

¢ the establishment of mechanisms to prevent fooddimmgand speculation.

Constitutional Amendment. On August 15, 2007, President Chavez submittelle National Assembly a proposal
to amend certain provisions in a number of articiethe 1999 Constitution in accordance with praced

contained in the existing Constitution. Among otbleanges, the proposed amendments include maibfisa
addressing the following areas:

. property would be classified as: (i) public progedwned by state-owned entities; (ii) social
property, exercised by the State (referred to dsént social property) or assigned to a commuaity
city (referred to as direct social property); (iidllective property, belonging to social groups or
persons for their common exploitation, enjoymerd ase which can be of either social or private
origin; (iv) mixed property, formed among the puablkocial, collective and private sectors for the
exploitation of resources or the performance oifvées; and (v) private property, owned by
individuals and legal entities;

»  the Government would promote an economic modeldasehumanistic values and the preeminence
of collective rights over individual rights;

. Banco Central would cease to be autonomous anddvwutequired to be in permanent coordination
with the National Executive concerning monetanyi@glwith Banco Central managing international
reserves with the President’s oversight;

»  the day-time labor period would be reduced fronhehpurs to six hours per day and from 44 hours

to 36 hours per week, and the night-time labortshifuld be reduced from seven hours to six hours
per day and from 35 hours to 34 hours per week;
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»  the presidential term would be extended from sixrgeo seven years; and
» the exploitation of gas would be reserved to thpuRéc.

In order for the amendments proposed by Presideatv€z to be ratified, the amendments are requardo t
approved by the National Assembly at three sepaliataissions, at which time they would be submittethe
National Electoral Council for it to organize a fialveferendum. As of November 2, 2007, the Natiolhssembly
had approved the proposed amendments the regthise times.

In addition to the proposed amendments to the T39stitution submitted by President Chavez, membkitise
National Assembly have proposed additional chandé® proposals were approved by the National AbsenDn
November 2, 2007, the National Electoral Coundilechfor a referendum to be held on December 2 7200ecide
on whether to approve or disapprove of the propa@seendments.

The proposed changes to the 1999 Constitution haga opposed by certain sectors and groups in \defein
different degrees, including certain oppositiontigaras well as certain sectors of the clergy andesnt
organizations.

Nationalization of Heavy Oil Projects. In February 2007, President Chavez issued adkeavee under the authority
conferred by the 2007 Enabling Law, pursuant toclwhihe existing four Orinoco Belt heavy oil progthat had
been established in the 1990s as joint venturesalted by private sector petroleum compani®gtrozuata,
Sincor, Cerro NegrandHamaca would be mandatorily converted infampresas Mixtaor Mixed Companies, in
which Corporacion Venezolana del Petr6ler CVP, a PDVSA wholly-owned subsidiary, or artRPDVSA
subsidiary, will hold an equity interest of at [e68% in accordance with the Hydrocarbons Law. Whweistry of
Energy and Oil is required to make a valuationasfrenew Mixed Company in order to determine the fai
participation of the PDVSA subsidiary and to praviahy economic or financial adjustment as necessEng law-
decree also provided that existing profit-shariggeeaments for the exploration of t@®lfo de Paria Oesteésolfo
de Paria Esteand the blocks known as La Ceiba, as welDafuels Sinovensa, S.Anust be converted into Mixed
Companies.

In May 2007, CVP completed the acquisition proceisls respect to the four Orinoco Belt strategicamsations,
Petrozuata, Sincor, Cerro NegemdHamaca In June 2007, Chevron Texaco, Statoil, Total, Bt SpA (ENI),
Petroleum & Chemical Corp (Sinopec), and Inepagized to convert their participations in the fouindco Oil
Belt projects into Mixed Companies controlled by\PEA, increasing PDVSA's average participation ia th
projects to 78%.

As of September 2007, ExxonMobil and ConocoPhillthe majority partners in tHéerro NegroandPetrozuata
projects, respectively, have failed to reach arfaial agreement with PDVSA regarding the requiraié ©f their
ownership interests. As a result, ExxonMobil fieedequest for arbitration with the Internationain@e for
Settlement of Investment Disputes, or ICSID, beeatsdate, it has been unable to successfullytizgdhe terms
of, or agree on the value of, the assets in theoQ¥egro project being transferred to the Repubkcior to the
enactment of the law-decree, ExxonMobil had a 4liméest in theCerro Negroproject.

Other Nationalizations. In addition to the nationalizations of the He& projects, in January 2007 President
Chéavez announced a plan to nationalize variousegfi@areas of the economy in order to furtherestantrol of the
development of these sectors in Venezuela. Duhadirst six months of 2007, the Government aceglimajority
interests in certain electricity and telecommuriaa companies that had been operated and coiwkimji¢he
private sector since their privatization in 199€bthlgh a process of negotiated acquisitions withctirgrolling
shareholders of those entities. As a result, thee@ment, through PDVSA, controls approximately®af C.A.
La Electricidad de Caracaseferred to as EDC, formerly the largest privegetor electricity company in
Venezeuela, and 86% of CANTV, Venezuela’s largelgfphone carrier. As a result of these nationtding, the
Government intends to facilitate the access taiefft and reliable energy and communication sesvatean
affordable price.
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Recent Economic Developments

Recent Economic Results. Due in significant part to an economic policgdised on sustaining the growth of
domestic economic activity, in 2006, Gross DomeBtieduct, or GDP, totaled approximately Bs.518dri in
1997 Constant Bolivares, registering a 10.3% ragrawth for the year as compared to 2005. Foffitisé six
months of 2007, GDP increased by 9.0% as compartitetcorresponding period in 2006. The continued
economic growth, which has increased in 15 consezquarters, is largely due to non-petroleum dati¢is on the
supply side. The domestic aggregate demand hpsrrdsd to increased levels of public spending amdk b
financing, along with a drop in unemployment, augttn of the informal sector, an increase in rgafjes and an
improved standard of living for the population.

For the year ended December 31, 2006, the rat&flafion, as measured by the consumer price inde&€Pl, stood
at 17.0% and averaged 13.7% for the whole of 200 rate of inflation, as measured by the CPItHerfirst six
months of 2007 was 19.4% on an annualized bagis. Government has adopted a policy of containifigtionary
pressures in the economy and it is taking a nurabeoncrete actions to reverse the inflationarpdie Among
these actions are avoiding the monetization of PR¥$come by direct contributions of income to FOEN and
retention of foreign exchange for direct paymentoo&ign currency expenditures, increasing the amotiforeign
currency given to providers of domestic goods adises and increasing investment in areas of toe@my most
prone to inflationary pressures, including the aigitustrial sector.

During the first quarter of 2007, the National Extiee announced additional policies intended totiarinflation.
These measures were primarily aimed at stimulatiegaggregate supply, both internally and exteynsdl
minimize inflationary expectations and to increpsee control efficiency by strengthening and exgliag the
public food distribution networks. Furthermorege M AT was removed from certain goods and serviedsgorized
as basic necessities in addition to the three pereduction in the VAT for all other taxable goaatsd services,
effective March 1, 2007 and the further two peraenuction, effective July 1, 2007.

At December 31, 2006, the unemployment rate wag 9c®mpared to 11.4% in 2005. The unemploymeaptatt
June 2007 was 8.3%.

Gross international reserves stood at approximaieBy$36.7 billion at December 31, 2006 (excludingounts
deposited in the Macroeconomic Stabilization Fuatkrred to as the Stabilization Fund), represegrain increase
of approximately U.S.$7.0 billion since December 3005. The 23.7% increase in gross internaticesgrves was
primarily due to current account surplus. At Debem31, 2006, the balance in the Stabilization Fuad
U.S.$768 million, an increase of U.S.$36 millioorr year-end 2005. As of July 2007, gross inteomati reserves
totaled approximately U.S.$25.6 billion (excludiagounts deposited in the Stabilization Fund).

Relations with Multilateral I nstitutions. In April 2007, President Chavez indicated thegilaility that Venezuela
would separate itself from the IMF and the WorlchBastating that the country had paid back alt®bbligations
to both multilateral lenders and did not concuthia policy objectives the institutions were purguwith respect to
the poorest nations. It was later announced timatlacision on this matter would be subject to pragvaluation
and analysis. To date, Venezuela's Governmenhbataken any formal steps to withdraw its memhierghthe
IMF and the World Bank.

Ratings Developments. In October 2006, Standard & Poor’s lifted itgloak on Venezuela’s sovereign debt from
“stable” to “positive”, citing the contribution dfigh oil prices to the continued improvement in ¥enela’s debt
indicators. In January 2007, Standard & Poor’s ifiedlits outlook on Venezuela’'s sovereign debtrirtpositive”
to “stable”, citing increased uncertainty withpest to government policy. In October 2007, Fitobdified its
outlook on Venezuela’s “BB-" foreign currency-denioated debt rating from “stable” to “negative”,ini an
increasingly unsustainable macroeconomic policsn&evork. The information above was obtained from
information available on the websites of the ratggncies.

Amendments to Central Bank Law and Enhancement of FONDEN. In July 2005, the National Assembly
approved an amendment to the new Central Bank LEve reform maintains the “revolving account” of PBA to
keep its oil and gas export proceeds in offshoomawts in sufficient amounts to cover its foreigmrency-
denominated investments and expenses. Any procegdequired to cover capital or operating expsntexes and
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dividends must be contributed by PDVSA to the NaidDevelopment Fund referred to as Hwndo de Desarollo
Nacional or FONDEN.

Under the amended law, Banco Central is requiretetermine the optimum level of international ressrand
update the National Assembly on an annual badie optimum level of international reserves curngiglistated to
be U.S.$29 billion. All amounts of foreign exchargpove this level are excluded from being depdditePDVSA
in Banco Central, and instead are redirected to BEN. The reform also requires that Banco Centrakena one-
time special contribution to FONDEN of U.S.$6.0ibit from Venezuela's foreign currency reservesisldeposit
was completed on November 7, 2005, and since #tattirough May 11, 2007, approximately U.S.$11lbb
have been added by Banco Central and approximet&y$10.3 billion have been contributed by PDVSA.

Amounts deposited in FONDEN are being used for mafoastructure projects such as bridges, highwasa-
city trolleys, subway lines, railroads, electricggneration, rural irrigation systems, hospitathjational facilities,
as well as for the purchase of Brady bonds asgiartiability management program put in place @98&.

As of May 11, 2007, FONDEN had allocated approxehat).S.$20.2 billion, or 73.8% of the funds avhil to
the various projects financed by FONDEN. As of Mdy 2007, approximately U.S.$5.7 billion has belocated
to 37 infrastructure projects, U.S.$5.5 billion heeen allocated to seven debt management prof¢&s$3.3 billion
has been allocated to 30 energy and petroleumgisoged U.S.$2.3 billon for 23 defense projects.

Other Public Section Indebtedness. On February 23, 2007, PDVSA entered into two créitiities with the Japan
Bank for International Cooperation, Marubeni Cogtam, Mitsui & Co., Ltd and private banks in Japanhe
aggregate amount of U.S.$3.5 billion to financedeivelopment projects in Venezuela. The creditifies have a
term of 15 years. In connection with the creddilféies, it is contemplated that PDVSA will enieto contracts for
the supply of crude oil and refined petroleum pridwvith affiliates of Marubeni and Mitsui and thhé proceeds
of such sales will be applied to pay amounts dueuthe credit facilities.

On April 4, 2007, PDVSA issued (i) U.S.$3,000,0@D®.25% Notes due 2017, (ii) U.S.$3,000,000,080%%
Notes due 2027, and (iii) U.S.$1,500,000,000 5.508tes due 2037.

Loan Agreement with China Development. In November 2007, Banco de Desarrollo Econéryi&mcial de
Venezuela, or BANDES, entered into a credit fagiiith the China Development Bank in the aggregabeunt of
U.S.$4.0 billion in connection with the creationao§ino-Venezuelan Joint Fund between the Govertsaén
Venezuela and China to finance development andstriucture projects in Venezuela. The creditigdilas a term
of three years, extendible for a total of 15 yedrsconnection with the credit facility, PDVSA Wwénter into a
supply agreement for crude oil and refined produgte China National United Oil Corporation. Thmpeeds of
sales under the supply agreement will be appligthjpamounts due under BANDES' loan with the China
Development Bank.
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DESCRIPTION OF THE BONDS

The Bonds are to be issued under a fiscal agemega®gnt, dated as of July 25, 2001 (as amendedrndment
No. 1 to the Fiscal Agency Agreement dated as pfeSaber 19, 2003 and Amendment No. 2 to the Fisgahcy
Agreement dated as of March 25, 2005, the “Fisgrty Agreement”), among the Republic, Banco Ced&a
Venezuela, as official financial agent of the Rdjmland Deutsche Bank AG and Deutsche Bank Trosh@ny
Americas (formerly Bankers Trust Company), as fisggents and principal paying agents. The follagwin
description summarizes certain terms of the Bomdsthe Fiscal Agency Agreement. Such summariasodo
purport to be complete and are qualified in thetirety by reference to such exhibits.

The Republic may replace the Fiscal Agent at amg tisubject to the appointment of a replacemecalifiagent.
The Fiscal Agent is not a trustee for the holdéthe Bonds and does not have the same respotisibibr duties to
act for such holder as would a trustee. The Répufhy maintain deposit accounts and conduct diheking
transactions in the ordinary course of businesk thi¢ Fiscal Agent.

General Terms of the Bonds

The Bonds will:

e constitute a further issuance of, be consolidatetifarm a single series with, the U.S.$825,179 8@fregate
principal amount of Venezuela's 7.00% Bonds dueB2®at were previously issued by the Republic on
November 15, 2007;

* beissued in an aggregate principal amount of $224000;
* have an issue date of November 27, 2007;
 mature on March 31, 2038;

e have an issue price of 129.8% of the principal am@lus accrued interest, from November 15, 200& date
on which the previously issued bonds were issued;

e bear interest at 7.00% per annum, accruing frord {(acluding) November 15, 2007, calculated on tasi$of
a 360-day year, consisting of twelve 30-day months;

e initially be represented by a temporary global béthé “Temporary Global Bond”) exchangeable in vehot
from time to time in part without charge upon resjuef the holder thereof for a permanent globald(the
“Permanent Global Bond”) not earlier than Janugr2G08, or in the event that prior to January 0Q&ahe
Republic creates and issues additional securltigsare to be consolidated and form a single sevibsthe
Bonds, such later date that is 40 days from the dhissuance of such additional securities;

* be designated Type B “Collective Action Securitiesitler the Fiscal Agency Agreement, and as sudh, wi
contain provisions which are described in the sestientitled “—Meetings and Amendments” in this inigt
Memorandum. Under these provisions, the Repubdig,)among other things, amend the payment progsion
of the Bonds and certain other terms with the conséthe holders of at least 75% of the aggregateipal
amount of the outstanding Bonds;

e not contain an Event of Default provision that wibbk triggered if Venezuela were to cease at adudate to
maintain its membership in the IMF or cease tollggbée to use the general resources of the IMF;

* not be redeemable before maturity and not be edttth the benefit of any sinking fund;

* upon issuance, be direct, unconditional and gemdagiations of the Republic and rank equally, withany
preference among themselves, with all other ind#isss issued in accordance with the Fiscal Agency
Agreement and with all other unsecured and unsubateld Indebtedness of Venezuela;
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» be registered in the name of a nominee of DTC andrded on, and transferred through, the records
maintained by DTC and its direct and indirect maptnts, including Euroclear Bank SA/NV (“Eurocl®aand
Clearstream Bankingociété anonymgClearstream, Luxembourg™);

» beissued in fully registered form, without couporegjistered in the names of investors or their inees in
denominations of $500 and integral multiples of @&Dexcess thereof; and

* be available in definitive form only under certéimited circumstances.
Status

The Bonds constitute Public External IndebtednésiseoRepublic and (subject to “Negative Pledgdbig are
direct, unconditional, unsecured and general otiiga of the Republic and shall at all times raaki passuand
without any preference among themselves. The payotdigations of the Republic under the Bondslsisalve for
such exceptions as may be provided by applicalgisl&ion and subject to “Negative Pledge” belotwalatimes
rank at least equally with all its other paymenligdtions relating to External Public Debt (as defi below). The
Republic has pledged its full faith and credit tioe due and punctual payment of all amounts duesipect of the
Bonds.

Negative Pledge

So long as any Bond remains Outstanding (as defintte Fiscal Agency Agreement), if any Lien on @i
Accounts Receivable (other than a Permitted Lismyéated by the Republic, Banco Central or anye@Gowuental
Agency to secure External Public Debt, the Republiccause such Lien to equally and ratably se¢hee
obligations of the Republic under the Bonds. Rappses of the Bonds, the following terms shallehtine
following meanings:

“Accounts Receivable” means accounts payable t&Républic, Banco Central or any Governmental Agency
in respect of the sale, lease or other provisio®ibfwhether or not yet earned by performanceatesiuled to
be documented in the future pursuant to a coninaexistence on the relevant date.

“Bond Currency” means any of the following curresgi Euros, Deutsche marks, Pounds sterling, Ul&rdp
Swiss francs, Italian lire or French francs.

“Debt” means, with respect to any Person, the falhy (whether outstanding on the date hereof angttime
thereafter): (a) all indebtedness of such Persobdaowed money, or for the deferred purchaseepoic
property or services if and to the extent thatdhkgation to pay such purchase price is evidermedn
instrument; (b) all reimbursement obligations ofls&erson under or in respect of letters of crediianker’s
acceptances; (c) all obligations of such Persarpiay deposits with or advances to such Persorall(d)
obligations of such Person (other than those Spedifi clauses (a) and (b) above) evidenced by $iond
debentures, notes or other similar instruments;(apdll direct or indirect guarantees, endorsesiant
similar obligations of such Person in respect o] all obligations (contingent or otherwise) of surRerson to
purchase or otherwise acquire, or otherwise torassereditor against loss in respect of, indeltsdror
obligations of any other Person specified in cla@ge(b), (c) or (d) above.

“Export” means any sale of Qil by any Person, idahg any sales to Persons owned or controlledctiyrer
indirectly, by any such seller, (i) in connectioittwwhich such QOil is transported from the Repulolidrom
storage facilities for Oil held for Export by anych Person outside the Republic and (ii) whichr@seen
preceded by any sale of such Oil which constitate&Export hereunder.

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

“External Public Debt” means, at any time, the Exat Debt of the public sector entities referredntd’itle | of

the Organic Law of the Financial Administrationtbé Public Sector of the Republic, as in effecNmvember
15, 2007, including principal, interest and otheroants payable in connection therewith.
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“Financing Plan” means the Republic of Venezuel@dlBinancing Plan dated June 25, 1990, distribigde¢de
international banking community.

“Governmental Agency” means each agency, departmantstry, authority, statutory corporation or eth
statutory body or juridical entity of the Repubticany political subdivision thereof or thereinwiexisting or
hereafter created, and any bank, corporation ardégal entity 51% or more of the capital or vgtstock or
other ownership interest of which is now or hereaftwned or controlled, directly or indirectly, tye
Republic, but excluding Banco Central.

“Lien” means any lien, pledge, mortgage, securitgiiest, deed of trust, charge or other encumbranas
with respect to, or any preferential arrangemernicivihas the practical effect of constituting a sggunterest
with respect to the payment of any obligation vatlfrom the proceeds of, any asset or revenuegykind.

“Oil” means hydrocarbons, their products and deies, in each case produced in the Republic, pexy;i
however, that “Oil” shall not include Orimulsion®roducts from Orimulsion®, natural gas, coal and
petrochemicals.

“Operating Reserves” means, at any time, the v@atermined in accordance with the second sentefiitegs
definition) of all of the following assets owned Banco Central at such time to the extent denoméhat units
of exchange other than Bolivares (excluding frowhsassets any assets which are subject to a I(&n):
currencies other than Bolivares (excluding spatiaWwing rights in the International Monetary Fuitiae(
“IMF") and all funds received from the IMF); (b) pesits and credit balances with commercial financia
lending institutions, central banks of non-Veneanajovernments or multilateral lending institutiavisich are
payable in any of the Bond Currencies or currenttias are readily convertible into any of the Bond
Currencies; and (c) marketable bonds, notes, wattiEfs of deposit and other obligations issueddmroercial
financial institutions, non-Venezuelan governmentsultilateral lending institutions which are paj@in any
of the Bond Currencies or currencies that are tgadinvertible into any of the Bond Currencies.r B
purposes of this definition: (i) the value of anamt of any currency other than Bolivares at ametis the
equivalent in U. S. dollars of such amount at sirvle determined in accordance with the consisfeayplied
accounting practices of Banco Central; (ii) theueabf a deposit or credit balance referred to rclause (b)
above at any time is the equivalent in U. S. dslt#rthe face amount of such deposit or creditrizadaat such
time determined in accordance with the consisteapiylied accounting practices of Banco Central; @ndhe
value of a bond, note, certificate of deposit dreotobligation referred to in sub-clause (c) abatvany time is
the equivalent in U. S. dollars of the fair markatue of such obligation at such time determineddoordance
with the consistently applied accounting practicEBanco Central.

“Orimulsion®” means a liquid fuel consisting of @)natural bitumen of 7-10° API, (ii) water and) (&
surfactant which is added to stabilize the biturimetine water emulsion.

“Permitted Lien” means a Lien on Oil or AccountscRiwable, if at the time of the creation of sucbkr.{the
“New Lien"):

(i) Operating Reserves are greater than the sum oi/¢ajnonths of imports into the Republic of goodd an
services (including interest payments with resped&xternal Public Debt) and (b) two months of pijiral
payments with respect to all of the bonds issuathpdement the Financing Plan and any other Externa
Public Debt held by commercial lending institutidnseasured in each case on the basis of imports and
interest and principal payments during the preagdir months) (the availability of sufficient Op&ray
Reserves to be certified by Banco Central);

(i)  the aggregate principal amount of all External Rubkbt secured by Liens on Oil or Accounts Redgliza
(including the External Public Debt to be securgdhe New Lien and other External Public Debt to be
simultaneously secured by Liens on Oil or AccolRéseivable) paid, due or scheduled to fall dudén t
current calendar year, and the aggregate outstgmuatincipal amount of all such External Public Debt
scheduled to fall due in each subsequent caleredar is in each such year less than an amountaguiv
to 17.5% of the aggregate revenues from the Exgfd®til during the 12-month period preceding the
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creation of the New Lien (the amount of such ExaéRublic Debt to be certified by Banco Central émel
amount of such revenues to be certified by the Biguand

(i) the aggregate outstanding principal amount of siéEhal Public Debt secured by Liens on QOil or
Accounts Receivable (including the External Publabt to be secured by the New Lien and other Eatern
Debt to be simultaneously secured by Liens on ©OAaounts Receivable) is less than an amount
equivalent to 55% of the aggregate revenues frankttport of Oil during the 12-month period precedin
the creation of the New Lien (the amount of suckeEhal Public Debt to be certified by Banco Cengnad
the amount of such revenues to be certified byRépublic);

provided that no New Lien will constitute a PeremittLien if such New Lien is created while thera idefault
in the payment of principal of or interest on thenls or on any bonds issued to implement the Fingriglan,
unless the proceeds of the financing secured by Keev Lien are used to make or secure on a ratasdes
interest and principal payments due with respetitéoBonds; provided further that, notwithstanding
foregoing, a New Lien will constitute a Permitteigéih. if (a) such New Lien arises pursuant to an oode
attachment, distraint or similar legal processiagi$sn connection with court proceedings so longhes
execution or enforcement thereof is effectivelysthand the claims secured thereby are being dedtés
good faith by appropriate proceedings, provided snah New Lien is released or discharged withie pear of
its imposition, or (b) such New Lien arises by aiem of law (and not pursuant to any agreemend)has not
been foreclosed or otherwise enforced against ther@ccounts Receivable to which such New Liemplass.

“Person” means any individual, corporation, parshgs, association, joint stock company, joint veatarust,
unincorporated organization or any other juridieatity, or a sovereign state or government or aygnay or
political subdivision thereof.

“Public External Indebtedness” means any Exterreitiissued in a public offering or private placetmahn
securities or other instruments of a type offeredapital markets, including, without limitatiomyabonds,
floating rate notes, commercial paper, certificatbdeposit, debentures or other evidence of irethinss.

Interest

The Bonds will bear interest from (and including)ywember 15, 2007 (the “Interest Commencement Daitiethe
rate of 7.00% per annum, payable semi-annuallyrieea on March 31 and September 30 of each yearancing
on March 31, 2008. The Bond will cease to bearédt from the due date for redemption unless, wjen
presentation, payment of principal is improperlyhiaeld or refused. Where interest is to be catedlén respect of
a period which is equal to or shorter than one yiearill be calculated on the basis of a 360-dagty consisting of
twelve 30-day months.

If the Republic shall fail to redeem the Bonds wkler, interest shall continue to accrue beyondltiedate until

actual redemption of the Bonds but not beyond tluetéenth day after notice has been given by teeaFAgent
that the funds required for redemption have beeniged to the Fiscal Agent.

Redemption and Purchase

The Bonds are not redeemable prior to their matanit March 31, 2038. Upon maturity, the Bonds Wél
redeemable at par.

The Republic may at any time purchase Bonds impen market or otherwise at any price. Bonds mset by or
on behalf of the Republic shall be promptly sureed to the Fiscal Agent for cancellation, or te &xtent
permitted by the Fiscal Agency Agreement, heldesofd.

Payments and Agents

The principal of the Bonds will be payable in Udsllars against surrender of the Bonds at the GatpdT rust

Office of the Fiscal Agent or, subject to appliealdws and regulations, upon surrender of the Bandise office of
any paying agent. Payment of any installment tefrest on a Bond will be made to the person in wh@sne such
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Bond is registered at the close of business ofRtgular Record Date immediately preceding the edl#nterest
Payment Date (as defined on the face of the Borf®®gular Record Date” means, with respect to latgrest
Payment Date, the fifteenth day prior to such BgePayment Date (whether or not a business d@gyment of
such interest will be made by check mailed to thielér at such holder’s registered address or, @pmutication of
any holder of at least U.S.$1,000,000 principal ant@f Bonds to the Fiscal Agent or paying agertlai@r than
the relevant Regular Record Date, by transfermit¢ed States dollar account maintained by suctdrolith a
bank in The City of New York or Western Europe.

Any money that the Republic pays to the Fiscal Adenpayment on any Bond that remains unclaimedvio
years will be returned to the Republic. Afterwartde holder of such Bond may look only to the Rsjaufor
payment.

The Republic will agree that so long as any Bomdai@s outstanding, it will maintain a paying agena western
European city for payments on the Bonds (which b&llLuxembourg if and so long as the Bonds aredisn the
Official List of the Luxembourg Stock Exchange ahd rules of such exchange so require), a regibfraing a
specified office at the Corporate Trust Office lod tFiscal Agent, a paying agent having a specdféide in The
City of New York and a transfer agent in Luxembo(if@nd so long as the Bonds are listed on théc@ffList of
the Luxembourg Stock Exchange and the rules of suchange so require). The Republic has initiafipointed
Deutsche Bank Trust Company Americas and Deutselm Buxembourg S.A., as paying agents and transfer
agents for the Bonds. Subject to the foregoing,Republic shall have the right at any time to teate any such
appointment and to appoint any other agents in stledr places as it may deem appropriate uponeatic
accordance with “Notices” below and in accordandé the terms and conditions set forth in the Higaency
Agreement.

Payments in respect of the Bonds shall be madecim soin or currency of the United States as atithe of
payment shall be legal tender for the payment bfipand private debts.

In any case where a payment date shall not beiadsssday at any place of payment, then the retqpayment
need not be made on such date at such place, lpubenmade on the next succeeding day at such plaich is a
business day in the applicable jurisdiction, with same force and effect as if made on the datsufdr payment,
and no additional interest in respect of such payrdate shall accrue for the period from and aftezh payment
date.

In acting under the Fiscal Agency Agreement ancbimnection with the Bonds, the Fiscal Agent andmEaggent
are acting solely as agents of the Republic andad@ssume any obligation toward or relationshipggncy or
trust for or with the owner or holder of any bondept that any funds held by any such agent foneay of
principal of or interest on the Bonds shall be Halttust by it and applied as set forth in the Beand Fiscal
Agency Agreement, and shall be segregated fronr étinels held by it. For a description of the dsfienmunities
and rights of the Fiscal Agent and paying agentutide Fiscal Agency Agreement, reference is madbe Fiscal
Agency Agreement, and the obligations of the Figag@nt and paying agent to the owners or holdeBarfds are
subject to such immunities and rights.

Additional Amounts

Any and all payments by the Republic under the Bamdn respect thereof shall be made free and olfeand
without deduction for any present or future taxegies, imposts, deductions, charges or withholslirmond all
interest, penalties or other liabilities with respthereto, imposed or levied at any time, exclgdijin the case of
each holder, taxes imposed or measured by its isammoapital by the jurisdiction (or any politicaibdivision or
taxing authority of such jurisdiction or any orgazation or federation of which such jurisdictioraisany time a
member) under the laws of which such holder is g, (ii) in the case of each holder, taxes ineplosn or
measured by its income or capital by the jurisdittfor any political subdivision or taxing authgrif such
jurisdiction or any organization or federation dfish such jurisdiction is at any time a membenyhich the
principal place of business or residence (as tke aaay be) of such holder is located, includingheuit limitation,
any jurisdiction in which such holder is, throughaffice or fixed place of business, deemed todiagibusiness or
maintaining a permanent establishment under aroniectax treaty and (iii) all other taxes imposecdahy
jurisdiction (or any political subdivision or taxgrauthority of such jurisdiction or any organizatior federation of
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which such jurisdiction is at any time a membersale the Republic except such taxes which ariserasult of
action taken by the Republic (all such non-exclutde@s, levies, imposts, deductions, charges, witlihgs and
liabilities being called “Taxes” under the Bond$the Republic shall be required by law to dedarcy Taxes from
or in respect of any sum payable under the Bonds m@spect thereof to any holder, (a) the Reputhigll pay such
additional amounts (“Additional Amounts”) as mayrecessary so that after making all required déalustfor
Taxes (including deductions applicable to AdditioAmounts payable under this clause (a)) such haleleeives an
amount equal to the sum it would have receivedritasuch deductions been made, (b) the Republicweike such
deductions and (c) the Republic will pay the fuliaunt deducted to the relevant taxing authoritgtber authority
in accordance with applicable law.

Except as otherwise provided in the Bonds, the Répwill pay (i) all stamp or other documentaryxés or duties,
if any, which may be imposed by the Republic, thnitét States of America or any state or politicdddivision
thereof or taxing authority therein with respecthe original issue of the Bonds or the exchangetefests in the
global Bonds for definitive Bonds and (ii) all othexcise or property taxes, charges or similardswvhich arise in
any jurisdiction from any payment made hereunddram the execution or delivery of, or otherwisdhwviespect
to, the Bonds, the Fiscal Agency Agreement, thecBaPentral Undertaking or any other document atrimsent
referred to in the Bonds or in the Fiscal Agencye&ament, excluding (in the case of the precedibgctause (ii))
any such taxes imposed by any jurisdiction (or poljtical subdivision or taxing authority of sualrisdiction or
any organization or federation of which such juigsdn is at any time a member) outside the Rejulsticept those
resulting from, or required to be paid in connegtigith, the enforcement of the Bonds, the Fiscatiay
Agreement, the Banco Central Undertaking or anyrsher document or instrument following the oceuwe of
an Event of Default (all such non-excluded taxésyges or levies described in sub-clauses (i) &ndbove being
called “Other Taxes” under the Bonds).

The Republic will reimburse each holder for thd &mount of Taxes or Other Taxes (including withlitation,
any Taxes or Other Taxes imposed on amounts pastitly holder or any liabilities (including penadtiénterest
and expenses)) arising therefrom or with respemretio, whether or not such Taxes or Other Taxes weirectly or
legally asserted. Each holder which wishes taxl@imbursement for any such Taxes, Other Taxdigltities
arising therefrom or with respect thereto will fiptihe Republic (through the Fiscal Agent) of it$eintion to pay
the same as promptly as practicable and, if passivlor to the date of such payment (such notiagescribe such
Taxes, Other Taxes or liabilities in reasonablaitlet Such reimbursement shall be made within &sdrom the
date such holder makes demand therefor.

Within 30 days after the date of any payment oféafbut in no event later than the date 45 dags #fe date such
Taxes become due), the Republic will furnish toFiscal Agent the original (or a certified copy)afeceipt
evidencing payment thereof. The obligations ofRepublic described in this section shall survive payment of
the Bonds.

Whenever there is mentioned, in any context, thenaat of the principal of or interest on, or inpest of, a Bond,
such mention shall be deemed to include mentichepayment of Additional Amounts to the extent timsuch
context, Additional Amounts are, were or would laggble in respect thereof pursuant to the provssifrthis
Section, and express mention of the payment of thatdil Amounts (if applicable) in any provisionsréef shall
not be construed as excluding Additional Amountthivse provisions hereof where such express meittinat
made.

Events of Default
If any of the following events (“Events of Defaylghall occur and be continuing:

(a) the Republic fails to pay the principal amoohany Bond when due and such failure continuesifor
period of 30 days; or

(b) the Republic fails to pay interest or other ams due on any Bond when due and such failuraérooes
for a period of 30 days; or
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(c) the Republic fails duly to perform or observeyderm or obligation contained in the Bonds or Fiecal
Agency Agreement (other than those described io(@)) above) and such failure shall continue oredied
for 90 days after written notice thereof shall hieen given to the Republic at the specified offitthe Fiscal
Agent by any holder; or

(d) Banco Central fails to duly perform or obsears of its obligations contained in the Banco Calntr
Undertaking to remit (as and to the extent provittetein) U.S. dollars in the amount of each payoén
principal of, and interest on, the Bonds upon payty the Republic to Banco Central of the necgssar
Bolivares amount to make such payment, as providéte Banco Central Undertaking, or on the ocauree
and continuation of such a failure, Banco Centnallanake any withdrawal of any amounts held onodép
with any holder or the Fiscal Agent that has netifBanco Central of its intention to set off froutls amounts
any amounts owed to such holder or the Fiscal Agentt any such failure shall continue unremedie®
days after written notice thereof shall have beigargBanco Central and the Republic by the Fisagmt or
any holder at the Corporate Trust Office of theckisAgent; or

(e) Banco Central shall fail to duly perform or ebge any term or obligation contained in the BaGemtral
Undertaking or the Fiscal Agency Agreement on &g po be performed or observed (other than thpseified
in (d) above) and such failure shall continue uredimd for 90 days after written notice thereof shal/e been
given to the Republic and Banco Central at theifipdmffice of the Fiscal Agent by any holder; or

() as aresult of any default or event of defaolbhtained in any agreement or instrument relatexhyoPublic
External Indebtedness (other than the Bonds) oR#geublic, Banco Central or any Governmental Agency
guaranteed by the Republic, any party to such ageeeor instrument accelerates or declares to beadd
payable any such Public External Indebtedness fwithve stated maturity thereof; or

(g) the Republic or Banco Central fails generatlypay or perform its obligations under Public Ertdr
Indebtedness as they become due, or a moratoriutmegrayment or performance of such obligationdl slea
declared by the Republic or Banco Central; or

(h) there shall have been entered against the RemutBanco Central a final judgment, decree atenrby a
court of competent jurisdiction from which no apbeay be made, or is made, for the payment of mamey
excess of U.S.$100,000,000 or its equivalent ands38@ shall have passed since the entry of anyauaten
without it having been satisfied or stayed; or

(i) the validity of the Bonds, the Fiscal Agencyrdgment or the Banco Central Undertaking is coeteby
the Republic, Banco Central or any legislative,cetiwe or judicial body or official of the Republauthorized
in each case by law to do so, or the Republic arcBaCentral denies any of its obligations thereumnd@ny of
the holders of the Bonds (the “Bondholders”) (wieethy a general suspension of payments or a mawatan
the payment of debt or otherwise), or any constit#l provision, treaty, convention, law, regulatiofficial
communiqué, decree, ordinance or policy of the Répuor any final decision by any court in the Rfic
having jurisdiction purports to render any provisiaf the Bonds, the Fiscal Agency Agreement oiBhaco
Central Undertaking invalid or unenforceable orgauts to prevent or delay the performance or olzsw® by
the Republic or Banco Central of any of their retpe obligations thereunder to any of the holders;

() any constitutional provision, treaty, convemtjdaw, regulation, ordinance, decree, consent;ayap,
license or other authority necessary to enablériggublic or Banco Central to make or perform itBgattions
under the Bonds, the Fiscal Agency Agreement oBtlieco Central Undertaking (as the case may bdror
the validity or enforceability thereof, expireswithheld, revoked, terminated or otherwise cedasesmain in
full force and effect, or is modified in a mannenieh adversely affects, or may reasonably be exjletct
affect, any rights or claims of any of the holders;

then holders of 25% or more in aggregate outstangiimcipal amount of the Bonds may, by notice iiting
given to the Fiscal Agent at its specified offideclare the Bonds immediately due and payable wperethe
entire unpaid principal amount of the Bonds, aktrast accrued and unpaid thereon and all otheuatso
payable in respect of the Bonds shall become aridrbevith due and payable, without presentaticamend,
protest or further notice of any kind, all of whiake hereby expressly waived by the Republic. Unah
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declaration, the Fiscal Agent shall give noticad¢loé¢ in the manner provided in the Fiscal Agencyesgnent
to the Republic (by facsimile with transmission fioned) and to the holders of the Bonds in accocgan
herewith. After any such declaration, if all amtauthen due with respect to the Bonds are paice(dtian
amounts due solely because of such declarationgthinther defaults with respect to the Bonds amed, such
declaration may be annulled and rescinded by hsldemore than 50% in aggregate principal amounhef
Outstanding Bonds by written notice thereof to Republic at the specified office of the Fiscal Aggen

Prescription

Claims in respect of principal and interest wilcbene void unless presentation for payment is matiena period
of ten years in the case of principal and threes/gathe case of interest from the Relevant Dat¢he extent
permitted by applicable law. “Relevant Date” mewéchever is the later of (i) the date on whicly anch
payment first becomes due and (i) if the full ambpayable has not been received by the Fiscal tAgeior prior
to such due date, the date on which, the full arhbawing been so received, notice to that effeall $tave been
given to the Bondholders.

Replacement, Exchange and Transfer

If any Bond is lost, stolen, mutilated, defacedlestroyed it may be replaced at the specified ®ffitthe Fiscal
Agent or any paying agent subject to all applicdées and stock exchange requirements, upon payiyethie
claimant of the expenses incurred in connectioh witch replacement and on such terms as to evideecerity,
indemnity and otherwise as the Republic may requietilated or defaced Bonds must be surrendeeddre
replacements will be issued.

Upon the terms and subject to the conditions gét fo the Fiscal Agency Agreement, a Bond or Bomdy be
exchanged for a Bond or Bonds of equal aggregateipal amount in such same or different authorized
denominations as may be requested by the holdesyfsgnder of such Bond or Bonds at the officehefEiscal
Agent, or at the office of any transfer agent, tbge with a written request for the exchange.

Upon the terms and subject to the conditions s#t fa the Fiscal Agency Agreement and subjecheorestrictions
on transfer set forth on the face of the Bond, admay be transferred in whole or in part in arhatized
denomination by the holder or holders surrendetiiegBond for registration of transfer at the CogderTrust
Office of the Fiscal Agent or at the office of amgnsfer agent, duly endorsed by, or accompaniea yitten
instrument of transfer in form satisfactory to fRepublic and the Fiscal Agent or any such trarsfent, as the
case may be, duly executed by, the holder or hslttereof or its attorney-in-fact or attorneys-@wif authorized in
writing.

The costs and expenses of effecting any exchangegistration of transfer pursuant to the foreggangvisions,
except for the expenses of delivery by other tlegular mail (if any) and except, if the Republial$lso require,
the payment of a sum sufficient to cover any tartber governmental charge or insurance chargésithg be
imposed in relation thereto, will be borne by thepRblic.

Notwithstanding the foregoing, the Fiscal Agentlshat register the transfer or exchange of Boratsaf period of
15 days preceding the due date for any paymentidipal of or interest on the Bonds.

Meetings and Amendments

A meeting of holders of Bonds may be called, aga¢ below, at any time and from time to timemtake, give or
take any request, demand, authorization, directiotice, consent, waiver or other action providgdhe Fiscal
Agency Agreement or the Bonds to be made, givaal@n by holders of Bonds or to modify, amend gpement
the terms of the Bonds or the Fiscal Agency Agregras provided in the Bonds. The Republic mayngttane

call a meeting of holders of Bonds for any suctppse to be held at such time and at such pladeed2dpublic
shall determine. Notice of every such meetingjrsgforth the time and the place of such meetingd ia general
terms the action proposed to be taken at such mgethall be given as provided in the terms ofBbads, not less
than 30 nor more than 60 days prior to the datdfifor the meeting. In case at any time the Reépuablthe holders
of at least 10% in aggregate principal amount efGutstanding (as defined in the Fiscal Agency Agrent)
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Bonds shall, after the occurrence and during thticoance of any Event of Default under the Bohdse
requested the Fiscal Agent to call a meeting ohitiders of the Bonds for any such purpose, bytewitequest
setting forth in reasonable detail the action psmubto be taken at the meeting, the Fiscal Ageait séill such
meeting for such purposes by giving notice thereof.

To be entitled to vote at any meeting of holderthefBonds, a person shall be a holder of OutstgnBonds or a
person duly appointed by an instrument in writisgpaoxy for such a holder. The persons entitledote a
majority in principal amount of the Outstanding Blsrshall constitute a quorum. In the absenceqoforum within
two hours of the time fixed for any such meetitg imeeting shall be adjourned for a period of ess lthan 10
days as determined by the chairman of the meetimghe absence of a quorum at any such adjourresting, such
adjourned meeting shall be further adjourned fpeaod of not less than 10 additional days as detexd by the
chairman of the meeting. Notice of the reconverihgny adjourned meeting shall be given as pral/aleove
except that such notice need be published only,dndemust be given not less than five days podhe date on
which the meeting is scheduled to be reconvenetbje$t to the foregoing, at the reconvening of amgeting
further adjourned for lack of a quorum, the persenstled to vote 35% in aggregate principal amafrihe Bonds
at the time outstanding shall constitute a quorantHe taking of any action set forth in the notiée¢he original
meeting. Notice of the reconvening of an adjourmegbting shall state expressly the percentageecddigregate
principal amount of the outstanding Bonds whichisgtenstitute a quorum. Any Bondholder who hasoexed an
instrument in writing appointing a person as prekgll be deemed to be present for the purposestefrdining a
guorum and be deemed to have voted; provided titdt Bondholder shall be considered as presenttorg/only
with respect to the matters covered by such ingtntrim writing (which may include authorizationuote on any
other matters as may come before the meeting).

The Fiscal Agent may make such reasonable androasyaregulations consistent with the Fiscal Agency
Agreement as it shall deem advisable for any mgedfrholders of Bonds with respect to the proofiaf holding of
the Bonds, the adjournment and chairmanship of suméting, the appointment and duties of inspeaibw®tes,
the submission and examination of proxies, cedffis and other evidence of the right to vote, aicth 8ther
matters concerning the conduct of the meeting sisall deem appropriate.

(a) At any meeting of holders of the Bonds dulyezhand held as specified above, upon the affineatote, in
person or by proxy thereunto duly authorized intiwg, of the holders of not less thart®% in aggregate principal
amount of the Bonds then Outstanding representsdcdt meeting (or of such other percentage as magbforth
in the Bonds with respect to the action being tdken(b) with the written consent of the owneraiot less than
66%3% in aggregate principal amount of the Bonds thatstanding (or of such other percentage as magti®ith
in the Bonds with respect to the action being takéie Republic and the Fiscal Agent (and, in tisecof the Banco
Central Undertaking, with the agreement of Bancat@d), upon agreement between themselves, mayfyodi
amend or supplement the terms of the Bonds orfanss respects the Bonds, the Fiscal Agency Ageegnm any
way, and the holders of the Bonds may make, takgverany request, demand, authorization, directimtice,
consent, waiver or other action provided herebythe Fiscal Agency Agreement to be made, givetaken by
the holders of the Bonds; provided, however, tlwasich action may, without the consent or affirn@tiote, in
person or by proxy thereunto duly authorized intiwg, of the holders of not less than 75% in aggtegrincipal
amount of the Bonds then Outstanding, (A) changeltie date for the payment of the principal ofgi@mium, if
any) or any installment of interest on any Bond), i@&luce the principal amount of any Bond, theiparof such
principal amount that is payable upon acceleraiothe maturity of such Bond, the interest ratadba or the
premium payable upon redemption thereof, (C) chahgeoin or currency in which or the required plac places
at which payment with respect to interest, premarrprincipal in respect of the Bonds is payable), ¢Borten the
period during which the Republic is not permittedédeem the Bonds, or permit the Republic to nedise Bonds
if, prior to such action, the Republic is not petted to do so, (E) reduce the proportion of thegigal amount of
the Bonds the vote or consent of the holders otk necessary to modify, amend or supplemenfiteal
Agency Agreement or the terms and conditions oBbeds or to make, take or give any request, demand
authorization, direction, notice, consent, waiveother action provided thereby or hereby to be enaaken or
given, (F) change the obligation of the Republip&y Additional Amounts, if any, pursuant here®) @mend the
definition of “Outstanding” with respect to the Bi®) (H) change the governing law provisions ofBloads, (1)
change the Republic’'s appointment of an agentifeiservice of process or the Republic’'s agreematntionclaim
and to waive irrevocably any immunity in respectal Related Proceeding, (J) except as contemplateduse
(C) of the immediately following sentence, change ianking of the Bonds as set forth in the Borrd&din
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connection with an offer to acquire all or any pmmtof the Bonds where the consideration consiststber cash,
new securities to be issued by the Republic, B&eutral or any Governmental Agency, or any comlamadf the
foregoing, amend any Event of Default.

The Republic and the Fiscal Agent (and, in the cdiske Banco Central Undertaking, with the agreetnaé Banco
Central) may, upon agreement among themselvesputithe vote or consent of any holder of the Bonatsdify,
amend or supplement the Fiscal Agency AgreemetiteoBonds for the purpose of (A) adding to the cawes of
the Republic for the benefit of the holders of Ben@) surrendering any right or power conferredmghe
Republic, (C) securing the Bonds pursuant to th@irements of the Bonds or otherwise, (D) curing ambiguity,
or curing, correcting or supplementing any defeefivovision contained in the Fiscal Agency Agreemte
Banco Central Undertaking or in the Bonds or (Epading the Fiscal Agency Agreement or the Bondmin
manner that the Republic, Banco Central and theaFsgent, as the case may be, may determine atdliall not
be inconsistent with the Bonds and that shall detesely affect the interest of any holder of Boimdany material
respect.

It shall not be necessary for the vote or conséthiieholders of the Bonds to approve the particidem of any
proposed modification, amendment, supplement, tgdemand, authorization, direction, notice, cotssaiver
or other action, but it shall be sufficient if suebte or consent shall approve the substance thereo

For purposes of determining whether the requiradgrgage of holders of Bonds is present at a mgefitnolders
for quorum purposes or has approved any amendmmaatification or change to, or waiver of, the Bomighe
Fiscal Agency Agreement, or whether the requiredgmtage of holders has delivered a notice of acatbn of
the Bonds, Bonds owned, directly or indirectly,\lenezuela or any public sector instrumentality ehézuela will
be disregarded and deemed not to be “Outstandaxgépt that in determining whether the Fiscal Agdvall be
protected in relying upon any amendment, modifaaatchange or waiver, or any notice from holderdy ®@onds
that the Fiscal Agent knows to be so owned shafidhdisregarded. As used in this paragraph, “pigsctor
instrumentality” means Banco Central, any departimamistry or agency of the federal governmenVehezuela
or any corporation, trust, financial institutionather entity owned or controlled by the federalggmment of
Venezuela or any of the foregoing, and “control”’ang the power, directly or indirectly, through thenership of
voting securities or other ownership interestgjitect the management of or elect or appoint a ritgjof the board
of directors or other persons performing similandtions in lieu of, or in addition to, the boarddifectors of a
corporation, trust, financial institution or othemtity.

Any instrument given by or on behalf of any holdéa Bond in connection with any consent to or oteany such
modification, amendment, supplement, request, ddneuthorization, direction, notice, consent, waiweother
action will be irrevocable once given and will kenclusive and binding on all subsequent holdesuoh Bond or
any Bond issued directly or indirectly in exchamgesubstitution therefor or in lieu thereof. Anych modification,
amendment, supplement, request, demand, authorizairection, notice, consent, waiver or otheiaactill be
conclusive and binding on all holders of Bonds, thiheor not they have given such consent or cagt gate or
were present at any meeting, and whether or natiootof such modification, amendment, supplemenf.est,
demand, authorization, direction, notice, consemiyer or other action is made upon the Bonds.iddaif any
modification or amendment of, supplement to, ouesy, demand, authorization, direction, notice seom, waiver
or other action with respect to the Bonds or tree&li Agency Agreement (other than for purposesudhg any
ambiguity or of curing, correcting or supplementangy defective provision hereof or thereof) shalldiven to each
holder of Bonds affected thereby, in all casesrasiged in the Bonds.

Notices

Notices will be mailed to holders of Bonds at theigistered addresses and shall be deemed to kawegbven on
the date of such mailing. Euroclear and Clearstrdaixembourg will communicate such notices torthei
participants in accordance with their standard ficas. In addition, all notices to holders of Bands will be
published, if and for so long as the Bonds aredigin the Official List of the Luxembourg Stock Bange and the
rules of such Exchange so require, in a daily neyvep of general circulation in Luxembourg or by liedtion on
the website of the Luxembourg Stock Exchange at/httww.bourse.lu. It is expected that such pudilan, if
required, will be made id’'Wort. If any publication in a leading newspaper ottloe website at
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http://www.bourse.lu is not practicable, noticelwsié given in another way consistent with the rdéthe
Luxembourg Stock Exchange.

Judgment Currency

U.S. dollars are the sole currency of account andrent for all sums payable by the Republic undén o
connection with the Bonds, including damages. Ampunt received or recovered in a currency othen th.S.
dollars (whether as a result of, or of the enforeatiof, a judgment, order of a court of any jurisidin or for any
other reason) by any Bondholder in respect of amy expressed to be due to it from the Republic uadg Bond
shall only constitute a discharge to the Repuldlithe extent of the U.S. dollar amount which thepient is able to
purchase in accordance with normal banking proeegwith the amount so received or recovered indtisr
currency on the date of that receipt or recoveryitat is not practicable to make that purchasetlat date, on the
first date on which it ipracticable to do so). If that U.S. dollar amoigriess than the U.S. dollar amount expressed
to be due to the recipient under any Bond, the Bipahall indemnify it against any loss sustaibgdt as a result.
If that U.S. dollar amount is more than the U.Slat@amount expressed to be due to the recipiedeuthe Bond,
each such recipient shall reimburse the Repubéiathount of the excess. In any event, the Repsbét
indemnify the recipient against the cost of malang such purchase. For the purposes of this poovig will be
sufficient for the Bondholder to demonstrate thatould have suffered a loss had an actual purchesa made.
These indemnities constitute a separate and indepéobligation from the Republic’s other obligaso shall give
rise to a separate and independent cause of astiafi,apply irrespective of any indulgence grariigany
Bondholder and shall continue in full force andeetfdespite any other judgment, order, claim oopfor a
liquidated amount in respect of any sum due undgrBond or any other judgment or order.

Governing Law, Jurisdiction and Waiver of Immunity

The Fiscal Agency Agreement and the Bonds are geeeby, and shall be construed in accordance thighlaws
of the State of New York.

The Republic agrees that any suit, action or prdiogeagainst it or its properties, assets or reeenith respect to
the Bonds (a “Related Proceeding”) shall be broegltusively in the courts of England that sit ianidon; in the
Supreme Court of the State of New York, County efANYork; in the United States District Court foetBouthern
District of New York; or in the courts of the Repiglthat sit in Caracas, as the person bringindrdrelated
Proceeding may elect in its sole discretion, predithat if none of the courts specified above ledan the country
in which such person has elected to bring suchtéelaroceeding is a court that has jurisdictiothefsubject
matter or is otherwise competent under applicadoletb hear and determine such proceeding, suchedgela
Proceeding may be brought in such other court &stat such country as shall have jurisdiction @f siabject
matter or be otherwise competent under applicabletd hear and determine such Related Proceedingfssuch
Related Proceeding seeks relief or a judgmentishextforceable only against any of its propertéessets or
revenues that are subject to the jurisdiction gf atfier court located in the countries listed aband is limited to
the value of such properties, assets or revenueb, Related Proceeding may be brought in any sogh ¢all such
courts described in this sentence being referrebttspecified Courts”). The Republic also agithes any
judgment obtained in any of the Specified Courisiag out of any Related Proceeding may be enfoored
executed in any Specified Court or any other cofidompetent jurisdiction whatsoever, and any judgtrobtained
in any such other court as a result of such enfoer# or execution may be enforced or executed yrsanh other
court of competent jurisdiction (all courts othkah Specified Courts being referred to as “Otheur@s), by
means of a suit on the judgment or in any othermarprovided by law. The Republic hereby irrevdgaubmits
to the exclusive jurisdiction of each of the SpiedfCourts for the purpose of any Related Procegdim, solely
for the purpose of enforcing or executing any juégireferred to in the preceding sentence (a “Rdlat
Judgment”), of each Specified Court and each OGflwent. The agreement made by the Republic inSkistion
with respect to jurisdiction is made solely witlspect to Related Proceedings and the enforcemenxteaution of
Related Judgments and under no circumstancesitshalinterpreted as a general agreement by thelitiepvith
respect to proceedings unrelated to the Bonds.

The Republic agrees that service of all writs, pgscand summonses in any Related Proceeding au#ngction

or proceeding to enforce or execute any Relatedrdadt brought against it in England may be made tipe
officer in charge of the department of consulaa@$f at the Embassy of the Republic, presentlytéztat One
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Cromwell Road, London SW7 2HW, England (the “Lond@mcess Agent”) and service of all writs, procasd
summonses in any Related Proceeding or any stibhaar proceeding to enforce or execute any Rdldtelgment
brought against it in the State of New York maynfeede upon the Consul General of the Republic drisror her
absence or incapacity, any official of the Consutaftthe Republic, presently located at 7 East Sirstet, New
York, New York 10022, U.S.A. (the “New York Proce&gent” and, together with the London Process Agera
“Process Agents”), and the Republic appoints eaohd3s Agent as its agent to receive such serviaayoand all
such writs, process and summonses, and agreahéailure of any of the Process Agents to give ramtice to it
of any such service of process shall not impagféect the validity of such service or of any judgmbased
thereon. The Republic agrees to maintain atraks an agent with offices in London to act as @edon Process
Agent, and an agent with offices in New York to astits New York Process Agent as aforesaid (each agent to
be appointed by a power of attorney granted beddvenezuelan notary public, and the Republic heegjrges that
each such power of attorney shall provide thataymot be revoked unless an alternative agenteivice of
process with an office in New York or London, as tase may be, shall have been appointed and ltherfighall
have been given notice thereof). Nothing in thadoshall in any way be deemed to limit the abtlitgerve any
such writs, process or summonses in any other mamammitted by applicable law.

The Republic irrevocably consents to and waivesabjgction which it may now or hereafter have te kying of
venue of any Related Proceeding brought in anjp@Specified Courts or to the laying of venue of auit, action
or proceeding brought solely for the purpose oberifg or executing any Related Judgment in anthefSpecified
Courts or Other Courts, and further irrevocablywesi, to the fullest extent it may effectively dg gt defense of
an inconvenient forum to the maintenance of anyteel Proceeding or any such suit, action or prdogdd any
such court.

To the extent that the Republic or any of its reies) assets or properties shall be entitled, espeact of any
Related Proceeding at any time brought againsRémublic or any of its revenues, assets or progeiti any
jurisdiction in which any Specified Court is locdter with respect to any suit, action or procegdihany time
brought solely for the purpose of enforcing or axew any Related Judgment in any jurisdiction ek any
Specified Court or Other Court is located, to amyniunity from suit, from the jurisdiction of any $ucourt, from
attachment prior to judgment, from attachment thafiexecution of judgment, from execution of agotent or
from any other legal or judicial process or remealyd to the extent that in any such jurisdictiogréhshall be
attributed such an immunity, the Republic irrevdgagrees not to claim and irrevocably waives sinecimunity to
the fullest extent permitted by the laws of sudfisfliction (including, without limitation, the Fdgn Sovereign
Immunities Act of 1976 of the United States) andsamts generally for the purposes of the State Initynéct of
1978 of the United Kingdom to the giving of anyieébr the issue of any process in connection witl Related
Proceeding or Related Judgment, provided that agolement and waiver, insofar as it relates tojangdiction
other than a jurisdiction in which a Specified Gdarocated, is given solely for the purpose dadldimg the holders
of the Bonds to enforce or execute a Related Judggyma addition, to the extent that the Republi@oy of its
revenues, assets or properties shall be entitheahy jurisdiction, to any immunity from set-offatker’s lien or any
similar right or remedy, and to the extent tharéhghall be attributed, in any jurisdiction, suchimmunity, the
Republic hereby irrevocably agrees not to claim iareocably waives such immunity to the fullestemnt
permitted by the laws of such jurisdiction withpest to any claim, suit, action, proceeding, rightemedy arising
out of or in connection with the Bonds; providedwever, that under the laws of Venezuela, the Rigpahd its
properties located in Venezuela have immunity fiagtioff, attachment prior to judgment, attachmargid of
execution and execution of a judgment in actiorsf@oceedings in Venezuela.
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Further Issues

The Republic may from time to time without the cemisof the holders of the Bonds, create and isddéianal
Bonds having terms and conditions the same asahe4$ or the same except for the amount of thedagment of
interest, which additional Bonds may be consolidated form a single series with the outstandingddoprovided
that such additional Bonds do not have, for purpadge).S. federal income taxation (regardless oétlvar any
holders of such Bonds are subject to the U.S. ddex laws), a greater amount of original isstsedunt than the
Bonds have as of the date of the issue of suchiadai Bonds.

Listing

The Republic has applied to list the Bonds on tifei@l List of the Exchange and to trade the Boodsthe Euro
MTF market of the Exchange.
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REGISTRATION AND BOOK-ENTRY SYSTEM

The Bonds are represented by one or more registgobal notes (the “Global Bonds”), which have béeposited
with the Fiscal Agent, as custodian for DTC, angigtered in the name of Cede & Co., as nomineeTaE DUntil
January 7, 2008, the Bonds may not be offered, @ottelivered within the United States or to, artlee account or
benefit of, U.S. persons.

So long as DTC, or its nominee, is the registengdes or holder of a Global Bond, DTC or such noreinas the
case may be, will be considered the sole owneplaten of the Bonds represented by such Global Bondll
purposes under the Fiscal Agency Agreement an8admels (except with respect to the determinatioAdditional
Amounts owing). Payments of the principal, intésesd Additional Amounts, if any, on the Global Bisrwill be
made to DTC or Cede & Co. as its nominee, as thistered owner thereof. None of the Republic,Rlseal Agent
or any paying agent will have any responsibilityliability for any aspect of the records relatimgdar payments
made on account of beneficial ownership interesthé Global Bonds or for maintaining, supervisimgeviewing
any records relating to such beneficial ownershiprests.

The Republic expects that DTC, or its nominee, ugaeipt of any payment of principal, interest atditional
Amounts, if any, in respect of a Global Bond repregg any of the Bonds held by it or its noming#,
immediately credit DTC Participants’ (as definediowd accounts with payments in amounts proportierfekcept
with respect to Additional Amounts) to their restpee beneficial interests in the principal amouhsoch Global
Bond as shown on the records of DTC or its nomiriBiee Republic expects that payments by Eurocledr a
Clearstream, Luxembourg to owners of beneficiarests in such Global Bond will be governed by ditag
instructions and customary practices, as is noveése with securities held for the accounts ofarasts registered
in the names of nominees for such customers. Bagiments will be the responsibility of Eurocleadan
Clearstream, Luxembourg.

Unless DTC notifies the Republic that it is unwitlior unable to continue as depositary for the @l@onds or
ceases to be a “clearing agency” registered utdeUnited States Securities Exchange Act of 1934 ‘fExchange
Act”), or an Event of Default has occurred andastinuing, owners of beneficial interests in a GlbBond will

not be entitled to have any portion of such Gldbaihd registered in their names, will not receivéerentitled to
receive physical delivery of the Bonds in certifax form and will not be considered to be the owrmrholders of
any Bonds under the Fiscal Agency Agreement. titexh, no beneficial owner of an interest in a kdbBond

will be able to transfer that interest except in@dance with DTC's applicable procedures (in addito those
under the Fiscal Agency Agreement referred to meseid, if applicable, those of Euroclear and Cheaasn,
Luxembourg).

If DTC is at any time unwilling or unable to conimas a depositary or ceases to be a “clearingcgyjan
described in the preceding paragraph and a suacéspositary is not appointed by the Republic witd0 days
thereafter, or an Event of Default has occurrediarmbntinuing, the Republic will issue certificatior the Bonds in
definitive registered form in exchange for the GlbBonds. The Bonds are not issuable in bearen.forhe holder
of a definitive registered Bonds may transfer sBonds as described above under “Description oBitveds—
Replacement, Exchange and Transfer”. The costegfgping, printing, packaging and delivering thenBs shall be
borne by the Republic.

Neither the Fiscal Agent nor any other transfemagball register the exchange of interests in@&ll Bond for
definitive Bonds of a Series for a period of 15 slpyeceding the due date for any payment of prad@por interest
on the Bonds of such Series.

A description of the certificated Bonds, and thegadures for transfer, exchange and replacemesdrtficated
Bonds are contained in the Fiscal Agency Agreengnbpy of which is available at 60 Wall Street" Efoor, MS
NYC 60-2710, New York, New York 10005.
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BANCO CENTRAL UNDERTAKING

The description of the Banco Central Undertakinghiis section is a summary and is not completecaBse it is
only a summary, the description may not contaiarimftion that is important to you as a potentiatéstor.
Therefore, you should read the Banco Central Uradéng in making your decision on whether to inveshe
Bonds.

Venezuela has irrevocably and unconditionally agjteat each payment to be made by Venezuela uhddédnds
shall be effected through Banco Central under aeeagent referred to as the Banco Central Undentalkia
amended. For that purpose, Venezuela has instfiziaco Central to:

. execute and deliver an undertaking in favor offfiezal Agent, each paying agent and the holders of
the Bonds; and

. in accordance with the terms of that undertakiegyit U.S. dollars in the amount of each payment of
principal and interest on the Bonds at the time glade designated for the Bonds.

In conjunction with the Banco Central Undertakikgnezuela has irrevocably and unconditionally agjtee

. deposit at Banco Central the Bolivares requirecefmh payment prior to the date such payment is
required to be made; and

. deliver in a timely fashion to Banco Central théhanizations necessary for it to effect the reqaire
conversions of Bolivares into U.S. dollars.

Venezuela has agreed that Venezuela's deposihdifwith Banco Central shall not be deemed to @orest
payment to any holder of such Bonds of any amoagéple to such holder. The law of the State of Nenk will
govern the Banco Central Undertaking.

Once Venezuela deposits with Banco Central thevBrads required for a payment due under the Bonds an
provides Banco Central with the authorizations seagy for it to convert the Bolivares into U.S.ldd, Banco
Central will have a separate and independent didigao remit U.S. dollars to the fiscal agent fayment to the
holders of the Bonds.

Banco Central has agreed that any legal proceedjagst it or its properties, assets or revenuesimection with
a Banco Central Undertaking may be brought excélgiin: the Supreme Court of the State of New Y@&kunty
of New York; the United States District Court fbeetSouthern District of New York; the High CourtXfstice,
England, the courts of Venezuela that sit in Casacal, only in special circumstances describetiérBanco
Central Undertaking, in another court that hassplidtion or is otherwise competent to hear andrdete the legal
proceeding. Banco Central has irrevocably waivegdabjection which it now has or may later acquireéhe laying
of venue in any of these courts and has also wdieetthe extent it is permitted to do so by apflledaw) any right
to claim that any of these courts is an inconverfiemm.

Banco Central has agreed to waive and not claimranmunity from suit, from jurisdiction of the cousihd from
any other legal or judicial process or remedy, toch Banco Central or its revenues, assets or ptiepeare
entitled, in any legal proceeding in one of thertoapecified above with respect to a Banco Cehtralertaking,
including immunity from post-judgment attachmentl axecution (but not from pre-judgment attachmeat a
except for certain processes and remedies moredabcribed in the Banco Central Undertaking).
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CLEARING AND SETTLEMENT

Transfers within DTC, Euroclear and Clearstreanxdrabourg will be in accordance with the usual raed
operating procedures of the relevant system. Gmeket transfers between investors who hold or whichold
Bonds through DTC and investors who hold or willchBonds through Euroclear and/or Clearstream, imb@urg
will be effected in DTC through the respective defaries of Euroclear and Clearstream, Luxembourg.

Upon the issuance of the Global Bonds, DTC orustadian will credit, on its internal system, tlespective
principal amount of the individual beneficial intsts represented by such Global Bonds to the atxofipersons
who have accounts with DTC. Such accounts injtiadll be designated by or on behalf of the Dedlemager.
Ownership of beneficial interests in a Global Bamdmited to persons who have accounts with DTETC
Participants”), including Euroclear and Clearstreaoxembourg, or indirect DTC participants. Owriepsof
beneficial interests in the Global Bonds are shownand the transfer of that ownership may be tftéonly
through, records maintained by DTC or its nomingigh( respect to interests of DTC Participants) #rmerecords
of DTC Participants (with respect to interestsrafifect DTC participants).

Euroclear and Clearstream, Luxembourg hold omnfasitions on behalf of their participants througistomers’
securities accounts for Euroclear and Clearstréamembourg on the books of their respective depasi$, which
in turn hold such positions in customers’ secwsiiecounts in such depositaries’ names on the bafdB3 C.

Since the purchaser determines the place of dgliieis important to establish at the time of thede where both
the purchaser’s and seller’s accounts are locatedisure that settlement can be made on the desihee date.
Although DTC, Euroclear and Clearstream, Luxembdwage agreed to the following procedures in order t
facilitate transfers of interests in the Global Beramong participants of DTC, Euroclear and Cleaast,
Luxembourg, they are under no obligation to perfomecontinue to perform such procedures, and suobeulures
may be discontinued at any time. Neither the Répulor the Fiscal Agent will have any responstyifior the
performance by DTC, Euroclear or Clearstream, Luxeung or their respective participants or indirpatticipants
of their respective obligations under the rules pratedures governing their operations.

Trading between DTC Participant&econdary market trading of Bonds represented éylobal Bonds between
DTC participants will trade in DTC’s Same-Day Furkttlement System and will therefore settle inealay
funds.

Trading between Clearstream, Luxembourg and/or Elear participants. Secondary market trading between
Clearstream, Luxembourg participants and/or Euargbarticipants will be settled using the proceduapplicable
to conventional eurobonds in same-day funds.

Trading between DTC seller and Clearstream, Luxamdpor Euroclear purchaserWhen interests are to be
transferred from the account of a DTC Participarttie account of a Clearstream, Luxembourg paditipr a
Euroclear participant, the purchaser will sendringions to Clearstream, Luxembourg or Eurocleasugh a
Clearstream, Luxembourg or Euroclear participasth& case may be, at least one business dayt@iettiement.
Clearstream, Luxembourg or Euroclear will instritstrespective depositary to receive such inteaigainst
payment. Payment will include interest accruedwoch beneficial interest in the Global Bond frond amcluding
the last interest payment date to and excluding¢tiéement date. Payment will then be made bydpositary to
the DTC Participant’s account against deliveryhaf interest in the Global Bond. After settlemesis been
completed, the interest will be credited to thepesesive clearing system, and by the clearing systeraccordance
with its usual procedures, to the Clearstream, mb@urg participant’s or Euroclear participant’s @aot. The
securities credit will appear the next day (Europtime) and the cash debit will be back-valuedata] the interest
on the Global Bond will accrue from, the value dawaich would be the preceding day when settleroentirred in
New York). If settlement is not completed on thieended value daté€., the trade fails), the Clearstream,
Luxembourg or Euroclear cash debit will be valuestéad as of the actual settlement date.

Clearstream, Luxembourg participants and Eurogdeaticipants will need to make available to thepeedive
clearing system the funds necessary to process-daynunds settlement. The most direct means mfgdso is to
preposition funds for settlement either from caskhand or existing lines of credit, as such pgrtaits would for
any settlement occurring within Clearstream, Luxemly or Euroclear. Under this approach, such gigeints may
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take on credit exposure to Clearstream, Luxembouiguroclear until the interests in the Global Bamd credited
to their accounts one day later.

As an alternative, if Clearstream, Luxembourg ordelear has extended a line of credit to a Cleaasir,
Luxembourg or Euroclear participant, as the casg Inea such participant may elect not to prepositiords and
allow that credit line to be drawn upon to finasettlement. Under this procedure, Clearstreamembourg
participants or Euroclear participants purchasigriests in a Global Bond would incur overdraftrges for one
day, assuming they cleared the overdraft whenritezésts in the Global Bond were credited to thegounts.
However, interest on the Global Bond would accroenfthe value date. Therefore, in many casestesiment
income on the interest in the Global Bond earnethduhat one-day period may substantially reduceffset the
amount of such overdraft charges, although thisltegll depend on each participant’s particulastof funds.

Since the settlement is taking place during Newkvausiness hours, DTC Participants can employ tial
procedures for transferring interests in the Gldbaihd to the respective depositaries of Clearstreéamembourg
or Euroclear for the benefit of Clearstream, Luxennty participants or Euroclear participants. Take proceeds
will be available to the DTC seller on the settlatngate. Thus, to the DTC Participants, a crosgcataale
transaction will settle no differently than a traaktween two DTC participants.

Trading between Clearstream, Luxembourg or Euracéetier and DTC purchaserDue to time zone differences
in their favor, Clearstream, Luxembourg and Euracilearticipants may employ their customary, procesldor
transactions in which interests in a Global Boreltarbe transferred by the respective clearingesysthrough its
respective depositary, to a DTC Participant, axdse may be, at least one business day priotttersent. In
these cases, Clearstream, Luxembourg or Eurocldldnstruct its respective depositary to delivhetinterest in
the Global Bond to the DTC Participant’s accourgiagt payment. Payment will include interest aedran such
beneficial interest in the Global Bond from andlinting the last interest payment date to and exctuthe
settlement date. The payment will then be reftkatethe account of the Clearstream, Luxembourgig@pant or
Euroclear participant the following day, and re¢eipthe cash proceeds in the Clearstream, Luxengbou
Euroclear participant’s account would be back-vdltethe value date (which would be the precedang @hen
settlement occurred in New York). Should the G3gaam, Luxembourg or Euroclear participant haliaeaof
credit in its respective clearing system and diedte in debit in anticipation of receipt of théesproceeds in its
account, the back-valuation may substantially redurcoffset any overdraft charges incurred ovet time-day
period. If settlement is not completed on thended value datd.€., the trade fails), receipt of the cash proceeds in
the Clearstream, Luxembourg or Euroclear partidigaaccount would instead be valued as of the dsetdement
date.

The information in this section concerning DTC, &alear and Clearstream, Luxembourg and their badkye
system has been obtained from sources the Rephdll&ves to be reliable, and the Republic makes no
representation or warranty with respect theretbeothan that such information has been accuratdéhacted
and/or summarized from such sources.

Although DTC, Euroclear and Clearstream, Luxembdwage agreed to the foregoing procedures to fatalit
transfers of interests in the Global Bonds amontjgigants in DTC, Euroclear and Clearstream, Lukenrg, they
are under no obligation to perform or to continag@érform such procedures and such procedures may b
discontinued at any time. Neither the RepublictherFiscal Agent will have any responsibilities floe
performance or by DTC, Euroclear or Clearstreanxdmbourg or their respective participants or inclire
participants of their respective obligations untter rules and procedures governing their operations
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VENEZUELAN TAXATION
The following is a general description of certaiarézuelan tax aspects of the Bonds and does npbpuo be a
comprehensive description of the tax aspects oBthrals. Prospective purchasers should consult thgiadvisors
as to the tax laws and the specific tax consequeotacquiring, holding and disposing of the Bonds.

Purchasers of Bonds may be required to pay staxgs tand other charges in accordance with the ladpeactices
of the country of purchase other than Venezuela.

Under existing laws and regulations in Venezueiterest payments made in respect of the BondsdRépublic
will not be subject to Venezuelan income tax oreotienezuelan taxes.

Capital gains resulting from the sale or other d#sgion of the Bonds will not be subject to Vendanencome or
other Venezuelan taxes.
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NOTICE TO VENEZUELAN INVESTORS
General

The Republic has made the regulatory adjustmerssritbed in this section prior to the issuance efBonds in
order to facilitate the purchase of the Bonds bpaielan investors.

The Republic, through the Ministry of Finance arahBo Central, enacted Foreign Exchange Agreemerd No
dated July 22, 200@onvenio Cambiario No. 4)o allow the purchase in Venezuela of the Bondsxchange for
Bolivares at the official exchange rate, curreatiBs. 2,150 = U.S.$ 1.00. Foreign Exchange AgesgrNo. 4
authorized the primary purchase of External Indédéss of the Republic by payment in Bolivaresadcordance
with the provisions of Article 3 of Foreign Exchanggreement No. 4, secondary market sales and asestof
Bonds in Bolivares may not take place without thharization of Banco Central, which it may grahits.
discretion.

Payment for the Bonds on Initial Issuance
Investors in Venezuela may purchase and pay fodBamBolivares at the official exchange rate of 8450 =
U.S.$ 1.00. Purchases must be made by or throtigharacial institution or broker/dealer that hasesatount at

Banco Central by instructing Banco Central to déimtinstitution’s account in Bolivares in an amoequal to the
purchase price of the Bonds at the official exclearage.
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DEALER MANAGER

The Republic entered into a Dealer Manager Agre¢iaied as of November 26, 2007 with Barclays BRh&
(the “Dealer Manager”) pursuant to which the Repufd) retained the Dealer Manager to act on bedfatie
Republic as dealer manager in connection with ffexing of the Bonds, (b) paid the Dealer Managéeequal to
0.10% of the aggregate principal amount of the Boadd (c) agreed to indemnify the Dealer Managairet
certain liabilities, including liabilities underehSecurities Act of 1933, as amended (the “Seesriict”).

The Bonds have not been, and will not be, regidtereler the Securities Act and may not be offemesbtd in the
United States or to, or for the account or beradfit).S. persons unless an exemption from the tradjiisn
requirements of the Securities Act is availablee Trealer Manager agrees to solicit offers for tio@ds only in
offshore transactions in reliance on Regulatiom&eu the Securities Act. The Dealer Manager agtegseither it
nor any of its affiliates nor any person actingitsrbehalf would make any directed selling effantshe United
States. Terms used in this paragraph have theinggagiven them in Regulation S under the Secugrifiet.

Until January 7, 2008, any offer or sale of the Bomithin the United States by any dealer (whethearot
participating in the offering of the Bonds) may lait@ the registration requirements of the Secuifiet.

The Dealer Manager and certain of its affiliategehangaged in transactions with and performed uarlmnking
and investment banking and other services for #aguRlic and may continue to do so from time to timthe
future.

No action has been or will be taken in any jurigdit by the Republic or the Dealer Manager that lgermit a

public offering of the Bonds, or possession orribistion of this Listing Memorandum or any othefesing
material, in any country or jurisdiction where actifor that purpose is required.
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VALIDITY OF THE BONDS

The validity of the Bonds will be passed upon fanézuela by Ramos, Ferreira 'y Vera, S.C., Veneausansel
to the Republic, and by Arnold & Porter LLP, NewrkKpNew York, United States counsel to Venezuetal, @r
the Dealer Manager by Clifford Chance US LLP, Newrk{ New York, United States counsel to the Dealer
Manager, and by d’Empaire Reyna Abogados, Venerusdansel to the Dealer Manager. As to all matérs
Venezuelan law, Arnold & Porter LLP may rely on thygnion of Ramos, Ferreira y Vera, S.C. and Ciidf€hance
US LLP may rely on the opinion of d’Empaire Reynbofjados. As to all matters of United States laamBs,
Ferreira y Vera, S.C. may rely on the opinion ohdld & Porter LLP and d’Empaire Reyna Abogados mey on
the opinion of Clifford Chance US LLP.

AUTHORIZED REPRESENTATIVE

The authorized representative of Venezuela in thiged States of America is the Ambassador of thiivBigan
Republic of Venezuela to the United States of Ansrivhose address is:

Embassy of the Bolivarian Republic of Venezuela
1099 30th Street, N.W.
Washington, D.C. 20007

GENERAL INFORMATION
Due Authorization

The creation and issuance of the Bonds was autdtbparsuant to the Organic Law of the Financial Adstration
of the Public Sector, the approval of the Permaférdnce Committee of the Venezuelan Nation AssgMBICPF
EXT-701, dated August 15, 2007 and by the approi/#iie President of the Republic in consultatiothvthe
Council of Ministers Consejo de MinistrgaN°® 543, dated October 17, 2007. Banco Centpaisicipation in the
transaction has been authorized by the Board afdiirs of Banco Central on November 22, 2007.

Listing and Listing Agent

Application has been made to list the Bonds orffieial List of the Exchange and to trade the Bsiwodh the Euro
MTF market of the Exchange. For so long as thedBanre listed on the Official List of the Excharagel the rules
of the Exchange so require, notices will be puldisin a leading newspaper having general circulatio
Luxembourg (which is expected to 8&\Vort) or by publication on the website of the Exchaage
http://www.bourse.lu.

The Luxembourg listing agent, from whom copieshaf Listing Memorandum, the Fiscal Agency Agreenzart
the Dealer Manager Agreement may be obtained irenbourg, is Deutsche Bank Luxembourg S.A., 2 Barigv
Konrad Adenauer, 1115 Luxembourg.

Litigation

Except as described herein, neither the Republi@ng governmental agency of the Republic is ingdlin any
litigation or arbitration or administrative procergs relative to claims or amounts that are maltérithe context of
the issuance of the Bonds and that would matergadty adversely affect the Republic’s ability to triee
obligations under the Bonds and the fiscal agegegeanent with respect to the Bonds. No such litgeor
arbitration or administrative proceedings are pegdir, so far as the Republic is aware, threatened.

Documents Relating to the Bonds
Copies of the fiscal agency agreement and the &frbond may be inspected during normal businessshmu any

day, except Saturdays, Sundays and public holideayhe offices of the Fiscal Agent and the Luxembgaying
agent and transfer agent specified on the insidk baver of this Listing Memorandum.
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Where You Can Find Additional Information

The SEC maintains an Internet site (www.sec.gaa) tontains reports and other information regardssgers that
file electronically with the SEC. Copies of remoand information filed with the SEC by the Repepbincluding its
annual report on Form 18-K, will be available fafecharge at the office of the Luxembourg Listingeht.

The annual report for 2006 on Form 18-K filed bynéguela with the SEC and included as Annex A héseto
considered part of this Listing Memorandum.

Clearing
The Bonds have been accepted into DTC’s book-amtitfement system. The Bonds have been accepted for
clearance through Euroclear and Clearstream, Lurengo(Temporary CUSIP: P97475 AK6, Temporary ISIN:

USP97475AK68, Temporary Common Code: 033336683 Pamchanent CUSIP: P97475AJ9, Permanent ISIN:
USP97475AJ95, Permanent Common Code: 033116080).
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ANNEX A

BOLIVARIAN REPUBLIC OF VENEZUELA

This description of the Bolivarian Republic of Venezuela is dated astob@c31, 2007 and appears
as Exhibit D to the Bolivarian Republic of Venezuela’s Annual Report on Form ©8he tJ.S. Securities
and Exchange Commission for the fiscal year ended December 31, 2006.
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PRINCIPAL ECONOMIC INDICATORS

As of or For the Year Ended December 31,

2002 2003 2004 2005 2006Y
(percentage change)

Real GDP Growth (Dechin®) .........cc.cccocovvvvieieeieeeeeen (8.9)% (7.8)% 18.3% 10.3% 10.3%
Petroleum Sector............... . (14.2) (1.9 13.7 2.6 (2.9)
NoON-petroleum SeCtr..........cocueieeiieieiieiieie e eeees (6.0) (7.4) 16.1 111 11.7

Consumer Prices
End of Period..........cccooiiiiiiiiieeeee 31.2 27.1 19.2 14.4 17.0
AVEIAGE.......eiiiiii e 22.5 31.1 21.7 16.0 13.7

Wholesale Prices
End of Period...........coooveiiiiniiiieeeee 53.5 48.9 224 14.2 15.9
AVEIAGE. ...ttt 379 53.1 30.0 16.9 12.9

Unemployment (iN 96)........cooeeiieiiiieneeiesee e 16.2% 16.8% 13.9% 11.4% 9.5%

(in millions of U.S. dollars, except where noted)

Balance of Payments

EXports (f.0.0.) cooeiiii e $26,781 $27,230 $39,668 $55,473 $65,210

IMPOIS (f.0.D.) 1ot (13,360) (10,483) (17,021) (23,693) (32,226)

Trade Balance...........ccccooceeeinenne 13,421 16,747 22,647 31,780 32,984

Current Account Surplus (Deficit) ... . 7,599 11,796 15,519 25,534 27,167

OVverall BalanCe ..........oocuvviiiiiiiieiiiemmemm e (4,427) 5,443 1,900 5,457 4,736

International Reserves

Gross Banco Central RESEIVES ............cueeeeveeereeeeieeeeeeeeeen $12,003 $20,666 $23,498 $29,636 $36,672

Liquid Banco Central Operating Reserves.... 8,038 15,546 17,867 23,453 28,933

Net International Reserves at Banco Central 11,974 20,626 23,203 29,374 36,470

Other International Monetary AssEs..............cocovoveeririeennn 506 532 598 313 430

Stabilization FUN...........coooiiiieieesiememe et 2,857 700 710 732 768

Average Petroleum Export Price (U.S.$/barrel). o..veeneene.. 21.9 25.8 32.9 46.0 56.5

Imports Coveradé 10.8 22.6 16.6 15.0 13.7

(in billions of 1997 Constant Bolivares)

Central Government

TOtal REVENUES ... semmemmre e Bs.8,892.1 Bs.8,911.5 Bs.11,912.1 Bs.16,841.2 B&2M0

Total Expenditures.......... 10,482.7 10,587.3 12,853.0 15,847.9 20,749.5

Overall Surplus (Deficit) .... . (1,590.7)  (1,675.8) (940.8) 993.3 12.5

(as percentage 0f GDP) ........ccooveirieueriereneinieesesieneeie e (4.0)% (4.4)% (1.9)% 1.6% 0.0%

(percentage change in real terms)

Monetary Aggregatéd

Money SUPPLY (M2) ..oviiiiiiiieieeee e (12.1)% 24.0% 26.1% 33.5% 44.8%

Monetary Base...........cccviviiiiiiiiiiiini (9.4)% 15.2% 23.0% 22.2% 65.9%

Q) Preliminary figures.

2) Based on constant Bolivares of 1997 purchgsaveer, referred to as 1997 Constant Bolivares.c@ation of Real GDP Growth
figures include certain import rights that are iteiized as components of petroleum or non-petrl®eal GDP Growth.

3) Other than amounts in the Stabilization Fund.

4) Number of months of Imports (Fob) covered bp$arBanco Central Reserves.

(5) Calculated by dividing Money Supply (M2) and iitary Base nominal levels by Consumer Price Iidé@97 Constant Bolivares.

Sources: Banco Central, Ministry of Finance anddye Institute of Statistics, referred to as INE.



CURRENCY OF PRESENTATION

Unless otherwise specified or the context requires, references to “doliirsJ:S.$”", “US$”, “US dollars”

and “U.S. dollars” are to United States dollars, references to “Bollvanes‘Bs.” are to Venezuelan
Bolivares, references to “Euro”, “EUR” anf™are to the currency introduced at the start of the third stage of
the European economic and monetary union pursuant to the Treaty establishing the Europeanit@smas
amended by the Treaty on European Union, and references to “bpd” are to barrels pes degd Berein, the
term “billion” means one thousand million, or 1,000,000,000, and the term “trillion” means one thousand
billion, or 1,000,000,000,000. The U.S. dollar exchange rate announced by the Ministry of Bim#Baaco
Central de Venezuelar Banco Central, on February 5, 2003 was Bs.1,596 = U.S.$1.00 for purchase
operations and Bs.1,600 = U.S.$1.00 for sale operations. This fixed exchange ratedemsl February 5,
2004, when the National Executive, represented by the Ministry of Finance and Baed, Ceanged the
U.S. dollar exchange rate to Bs.1,915.20 = U.S.$1.00 for purchase operations and Bs.1,920$0GO W6
sale operations. On March 2, 2005, the National Executive further adjusted the larSxdblange rate to
Bs.2,144.60 = U.S.$1.00 for purchase operations and Bs.2,150.00 = U.S.$1.00 for sale operatidie See
Venezuelan Economy—Foreign Exchange Rates and Exchange Controls”. Hisinduatatranslated into
Bolivares or U.S. dollars have been converted at historical rates of exchange atilgwise stated. Certain
amounts that appear herein may not sum because of rounding adjustments.

INTRODUCTION
Recent Political Developments

In April 2002, a group of high ranking military officers publicly refused to recognizsidmet Chavez's
authority and detained him in the Presidential Palace, effecting abupfd’'etat This event was preceded
by a period of intense political and social turmoil which had begun in December 2001lingwtwps that
opposed and those that supported the government of President Hugo Chévez Friasoefethe t
Government. Shortly thereafter, President Chavez was restored to power ttggpgort of massive
popular demonstrations and loyal military units that went to the streets todéngarelease of President
Chévez, surrounding the Presidential Palace and expelling the group that stageg tietat After this
event, opposition demonstrations and protests continued. In December 2002, a busindss fliedeaat
nation-wide work stoppage that lasted two months and crippled oil production. Although theoBe2ét?
work stoppage failed to achieve its primary objective of removing President Cindwegower, the
Government and opposition groups signed an agreement in May 2003 that established a cohstitutiona
to the political instability facing Venezuela in the form of a potential refereratuthe rule of President
Chévez. On August 15, 2004, a recall referendum was held in which approximately @4 aties cast
were against recalling President Chavez.

The Chéavez administration contends that a major political shift based on poputpatéoh is occurring,
which it has called a “Bolivarian Revolution”. In 1999, under the Chavez administratiem @onstitution
was approved by a significant majority of Venezuelans in a popular referenduni99h€onstitution
contains provisions designed to benefit the poorest sectors of the population, modifyctiueesdf the
branches of Government and introduce significant advances in human rights. The Goaasmetroduced
further social and economic reforms aimed at benefiting the poor.

The last elections for state and local officials were held on October 31, 200did&as supported by
President Chavez won 21 of the 23 gubernatorial elections; the two remaining gdipewese retained by
opposition parties. On December 4, 2005, elections were held for the 167 seatssantisea Nacionabr
the National Assembly. On December 1, 2005, the principal opposition parties annouhtieglrtbandidates
would not participate in the elections. The electoral authorities reported thaxiapgtely 25% of those
eligible to vote participated in the elections. President Chavez's pigtiicst Movimiento Quinta Republica
or MVR, won 121 seats and other parties aligned with the Chavez administration wem#ing seats.

On December 3, 2006, President Chavez was re-elected President fgearsierm, capturing 62.8% the
vote, starting a period in which Venezuela has experienced political stabditya@ disappearance of the
tumultuous events seen in the past. In December 2006, President Chavez proposedup tfepglitical



forces that support him, the creation of a unified socialist political fRatfido Socialista Unido de
Venezuelaor PSUV. The PSUV, which is in the process of organization, will be comprised tafgy@arties
that currently support the President. These parties are not obligated to join R&ddharemain autonomous
at their discretion. This means that affiliation with the party has been volamdrgpen to new members
after the official creation of the party which is anticipated to occur beforenth@f 2007.

On August 15, 2007, President Chavez submitted to the National Assembly, in accorittapcecedures
contained in the 1999 Constitution, a proposal to amend the 1999 Constitution. In order for the amendment
proposal to be ratified, it must be approved by the National Assembly at three esemmassions, and

thereafter it must be submitted to the public through a referendum. By September 24, 288#oiiz

Assembly had held two of these discussions and approved the proposal. Presidenh&héwvazened a

national period of review and discussion that will be subject to a national referendiam js\scheduled to

take place in December 2007.

Recent Domestic and Regional Initiatives

President Chavez’'s administration is developing a number of social, health, @uumadi other initiatives
aimed at transforming Venezuelan society within a model that is broadly ceferas “Socialism for the 21
Century”, where the concepts of political participation and social inclusion dre ebtnerstone. At the same
time, the administration is developing a variety of economic integration agneeoraler the “Bolivarian
Alternative for the Americas”. These initiatives are designed to stramgtt@omical, financial and technical
cooperation among Latin American and Caribbean countries.

Domestic Initiatives

Given the profound economic disparities found in the social structure of the country, theidamigtives
are focused on the need to redirect economic resources to the poorer segmentty af soder to create the
proper conditions for sustainable growth and the highest level of welfare for the amhsioit Venezuela. In
addition, the initiatives seek to give a greater voice to workers in businessisagergdre following
initiatives, among others, are being undertaken:

» the reallocation of unproductive business assets to productive activities inampidemote job
creation;

* the creation of new ministries with responsibility for housing, nutrition and finaridial a

« the mandatory allocation of portions of commercial banks’ credit portfolios to pectalomic areas
such as housing, agriculture, tourism and manufacturing;

« the strengthening of existing, and creation of new national development and social fundsi® provi
specific resources to major infrastructure projects and massive sociapsgr

» the introduction of diverse initiatives of co-management and auto-management among awdke
employers and supervisors, as options to reshape either state companies andidoeaban
manufacturing facilities, as a fast track measure to activate thetesesutid to promote stable job
generation;

» the creation of Government-owned entities to provide low-cost commeraialesewith a high level
of social impact, such as airlines, telecommunications and food chain distribation; a

» the purchase, at market prices, of all companies of the electric sectOoammhfiia Andnima
Nacional Teléfonos de Venezyeakferred to as CANTV, Venezuela's largest telephone carrier, to
secure stability in such service rates and minimize the impact on inflation.



Regional Initiatives

The Chavez administration is pursuing regional initiatives to build regionéibredhips and strengthen the
economic, financial and technical cooperation among Latin American and Carilthedries. Among the
initiatives are the following:

*  Mercosur- to become a full member of Mercosur and establish a trade policy with Argentiad, Bra
Paraguay and Uruguay;

«  Petroamerica-promoting the regional integration of state energy companies, divided into “Petrosur”,
comprising the southern cone and Bolivia, and “Petrocaribe” comprising the CaribbeastafEid
purpose of the regional arrangement is to strengthen Venezuela’'s presence imrthgong markets
by eliminating trade barriers, increasing its refining infrastructure athatneg costs;

* Regional Economic Assistanceassisting governments in the region by purchasing financial
instruments and supplying petroleum products under favorable trading conditions;

* Intensified Relations with Latin American and Caribbean counties - strengthening economic ties
with Argentina, Colombia, Cuba, Ecuador, Nicaragua and other nations and receivirgnatditi
support from those countries in connection with the development of the social agenda ot Cha
administration; and

» Bilateral and Multilateral Agreements- entering into bilateral trade and development agreements
with countries in the region, such as: (1) the agreements with Brazil covering,emaripg, military
cooperation and the development of an offshore natural-gas project; (2) the agreao@mt
Venezuela, Bolivia and Cuba signed on April 29, 2006 that covers initiatives inheadth and
energy, among other matters; and (3) the agreements to construct gas pipelines fromel¥¢oe
such other countries as Colombia, Brazil, Argentina, Uruguay, Paraguay and Bolivia.

*  Banco del Sur-promoting the creation of a development finance institution for regional integration
that serves to provide a source of funding for major integration projects in South Amevigntries.
To date, Brazil, Argentina, Ecuador, Bolivia, Paraguay, Uruguay and Venezueladraed to
participate, and other countries are evaluating the possibility to join. Those eswuniriently
participating anticipate agreement on and execution of organizational bylaws by the280d.of

Recent Economic Developments

The December 2002 Work Stoppage

Venezuela’s political instability had serious effects on the performance efdnomy, with a sharp drop in
investment and a general recession in 2002. The Government estimates thaethledd@602 work
stoppage resulted in lost revenues to the National Treasury of Bs.900 billion, dicevaseies due to lost
production to Venezuela's state-owned oil comp&wetréleos de Venezueld A, referred to as PDVSA, of
U.S.$5.2 billion (of which U.S.$2.8 billion represented lost oil exports) and at timesl lagltmuch as 80% of
the operations of the oil industry. For more information concerning the December 2002 oppage, refer
to “Bolivarian Republic of Venezuela—Form of Government and Political Pafliée Referendum”.

The work stoppage adversely affected PDVSA'’s ability to make royaltyearngiyments to the Government,
therefore the National Treasury received less than 20% of the amount budgeteectvaelfrom PDVSA
for the first quarter of 2003. The drop in income severely affected the Goverampehlic finances, forcing
the Government to reduce the 2003 budget and to announce the likelihood of additional adjustments.

The December 2002 work stoppage exerted significant pressure on the Bolivar/lauS>adiange rate and
resulted in substantial capital flight. From the last week of December 2002 thiheuigist week of 2003,
Venezuela lost more than U.S.$2.4 billion of international reserves, while the ezghatm@creased to



Bs.1,853 = U.S.$1.00 on January 21, 2003, from Bs.1,322.75 = U.S.$1.00 on December 2, 2002, reflecting a
40.1% depreciation of the Bolivar.

In an attempt to support the Bolivar and bolster the Government’s declining levelroaiiteal reserves, as

well as to mitigate the adverse impact of the oil industry work stoppage on thadlreastem, the

Government suspended foreign exchange trading on January 21, 2003. On February 5, 2003, thertovernme
adopted a series of exchange agreements, decrees and regulations establishaghamge control regime.

The exchange control regime centralized the purchase and sale of foreigniestireBanco Central. The
Ministry of Finance, together with Banco Central, was in charge of setting thareyerate with respect to
the U.S. dollar and other currencies. On February 5, 2003, the Ministry of Finance andJ®atral fixed

the U.S. dollar exchange rate at Bs.1,596 = U.S.$1.00 for purchase operations and B&J156$0.60 for

sale operationsThe exchange rate for the payment of the public foreign debt was set at Bs.1,600 = U.S.$1.00
on February 7, 2003. On February 5, 2004, the Government changed the U.S. dollar exchange rate to
Bs.1,915.20 = U.S.$1.00 for purchase operations and Bs.1,920.00 = U.S.$1.00 for sale operations. The
exchange rate for the payment of external public debt was also set at Bs.1,920.00 =QJ. 26 March 2,
2005, the Government modified the U.S. dollar exchange rate to Bs.2,144.60 = U.S.$1.0th&segurc
operations and Bs.2,150.00 = U.S.$1.00 for sale operations. The exchange rate for ¢m: plgrternal
public debt was also set at Bs.2,150.00 = U.S.$1.00.

The administration has declared that the exchange controls will remain in placeei@dvernment
determines that they are no longer necessary. For more information on the excdmarageegime, refer to
“The Venezuelan Economy—Exchange Control Regime”.

In addition to the implementation of the exchange control regime, the Government hasanipté price
controls on a broad array of basic goods and food staples in an effort to minimizenafiapressures on the
poorer segments of the Venezuelan population. Items covered by the price controls, evelgtué |
maximum permitted prices, have been adjusted from time to time by the Gevirnm

The Current Economic Situation

The work stoppage that began in December 2002 caused lost revenues of approximately Berd@Otbédl
National Treasury as compared to projections, disrupted national cash flosvdedetaused serious arrears of
public sector salaries, fund transfers to the states and municipalities asttucttae-bound investment.

Gross Domestic Product, or GDP, declined in real terms by 8.9% in 2002 as coro0@d and by 7.8% in
2003 as compared to 2002, but registered an 18.3% rate of growth in 2004 as compared to 2003, and grew by
10.3% in 2005 as compared to 2004.

Due in significant part to an economic policy focused on sustaining the growth of doseestnic activity,
in 2006, GDP totaled approximately Bs.51.3 trillion in 1997 Constant Bolivares, regjstel0.3% rate of
growth for the year as compared to 2005. The continued economic growth, which has increased in 13
consecutive quarters, is largely due to non-petroleum activities on the supply siddondstic aggregate
demand has responded to increased levels of public spending and bank financing, along with a drop in
unemployment, a reduction of the informal sector, an increase in real wages andoaedngendard of
living for the population.

For the year ended December 31, 2006, the rate of inflation, as measured by the consernnelegrior CPI,

stood at 17.0% and averaged 13.7% for the whole of 2006. The rate of inflation, as measured hyvide CP
14.4% for 2005, 19.2% for 2004, 27.1% for 2003 and 31.2% for 2002. The Government has adopted a policy
of containing inflationary pressures in the economy and it is taking a number of conticete tacreverse the
inflationary trends.

At December 31, 2006, the unemployment rate was 9.5%, compared to 11.4% in 2005, 13.9% in 2004, 16.8%
in 2003 and 16.2% in 2002.



Gross international reserves stood at approximately U.S.$36.7 billion at Decemp@d@ {excluding
amounts deposited in the Macroeconomic Stabilization Fund, referred to as thedfiabiFund),
representing an increase of approximately U.S.$7.0 billion since December 31, 2005. The 284%6é inc
gross international reserves was primarily due to current account surpluscétnber 31, 2006, the balance
in the Stabilization Fund was U.S.$768 million, an increase of U.S.$36 million frarend&005.

Standard & Poor’'s, Moody’s Investor Services and Fitch all lowered #it@igs and outlook with respect to
the Republic’s foreign currency-denominated debt in late 2002 or early 2003 (Standeod Ki? December
2002; Moody’s and Fitch in January 2003), citing increasing pressure on the Republic'sdinadc
international reserves due to continued economic disruptions, especially in theupesetgor. Specifically,
Standard & Poor’s, Moody’s and Fitch downgraded their ratings for the Republic’s foteignay-
denominated debt to CCC+, Caal and CCC+ (for long-term debt), respectively. imnaddiitody’s changed
its outlook for the Republic’s foreign debt to developing, while Standard & Poor's and Ritotamed a
negative outlook for such debt at that time.

In April 2003, Standard & Poor’s subsequently upgraded its outlook on the Republic’s lorfgriEgn
currency-denominated debt from negative to stable and, in July 2003, raised its rating fielstLicom
CCC+ to B-, citing improved external liquidity stemming from recovering oil prodonand an improved
amortization profile related to the tender offer announced in July 2003. For more indars@ncerning the
tender offer announced in 2003, refer to “Public Debt—1990 Financing Plan”. Moody’s amdlsac
subsequently upgraded their respective outlooks for the Republic’s foreign debt toMtadalg’s in May
2003 and Fitch in June 2003). In addition, Fitch raised its rating for the Republic’s foreigmegurr
denominated debt to B- in June 2003, citing the Government’s success in restoring oiigmdduets. In
August 2004, Standard & Poor’s upgraded the Republic’s long-term foreign currencyhoaieohdebt rating
from B- to B, and in September 2004, Moody’s upgraded its rating from Caal to B2 and Fitdedptya
rating from B- to B+, citing prospective diminished political instabilitydaling President Chavez's victory
in the August 15, 2004 referendum coupled with substantial improvements in Venezuelaialentlicators.

In January 2005, Standard & Poor’s lowered its long- and short-term foreign currenmjigoeeedit ratings
on Venezuela to “SD”, citing a delay in the completion of the calculations requiretetonihe the amount
due on certain oil-indexed warrants, referred to as the Oil Obligations. An &iD{ iis assigned when
Standard & Poor’s believes that the obligor has selectively defaulted on acseui or class of obligations,
but will continue to make timely payments on other issues or classes of obligatiorstoler004, the
Government announced that due to the disruptions caused by the work stoppage at PDVSA in 2002 and 2
there would be delays in determining whether any payments were owed on the GiliGidi on the
scheduled payment date of October 15, 2004. On March 3, 2005, the Republic made the applinahte pa
on the Oil Obligations, plus accrued interest from October 15, 2004. The total amounhehpass
U.S.$359,812. The Republic has made timely payments of all amounts that have sulydeegemtt due

and payable under the Oil Obligations.

Following Venezuela's payment on the Oil Obligations on March 3, 2005, Standard & Rdsets r
Venezuela’'s long- and short-term foreign currency sovereign credit ratings framEDIn August 2005,
Standard & Poor’s raised Venezuela’'s long- and short-term foreign currencgigoveredit ratings from B to
B+. In November 2005, Fitch raised its rating for the Republic’s foreign currency-deatethdebt from B+
to BB-, citing improvement in external debt and liquidity as a result of sound eitues. In February 2006,
Standard & Poor’s raised Venezuela’'s foreign currency debt rating again, franBB-, citing economic
growth and stronger international reserves. In October 2006, Standard & Poat’gdiftetlook on
Venezuela’'s sovereign debt from stable to positive citing the contribution of highcei$ pa the continued
improvement in Venezuela's debt indicators.

A commission comprised of representatives from Banco Central and the Senpbeimty of Banks was
created to discuss the accounting and valuation of Banco Central’s assets htiesliabfioreign currency and
the amount of earnings required to be transferred to the Government in accordanc&uafithrvadjustments.
As a result of the commission’s discussions, an agreement between the partiesclad to transfer
approximately Bs.3.4 trillion, or approximately U.S.$1.6 billion, to the Government corresgdodraluation



earnings for the second half of 2004 and approximately Bs.327.6 billion, or approximately U.S.4illis2,1 m
corresponding to valuation earnings in the first half of 2004 and prior years.

In July 2005, the National Assembly approved an amendment to the new Central Bank Laefoifine
maintains the “revolving account” of PDVSA to keep its oil and gas export progesfistiore accounts in
sufficient amounts to cover its foreign currency-denominated investments andesxpany proceeds not
required to cover either capital or operating expenses, as well as taxes amtidividest be contributed by
PDVSA to the National Development Fund referred to ag-tmelo de Desarollo Nacionabr FONDEN.

Under the amended law, Banco Central is required to determine the optimum lienetradtional reserves

and inform the National Assembly on an annual basis. The optimum level of irdratagiserves currently is
U.S.$29 hillion. At this level the Central Bank does not receive foreign currmmoyHDVSA,; instead it is
redirected to FONDEN. The reform also requires that Banco Central make anergp#cial contribution to
FONDEN of U.S.$6.0 billion from Venezuela's foreign currency reserves. degssit was completed on
November 7, 2005, and since that date through May 11, 2007, approximately U.S.$11.0 billion have been
added by Banco Central and approximately U.S.$10.3 billion have been contributed by PDVSA.

Amounts deposited in FONDEN are being used for major infrastructure projects dwrafgas, highways,
intra-city trolleys, subway lines, railroads, electricity generation] furgation systems, hospitals, educational
facilities, as well as for the purchase of Brady bonds as part of a liabhdinggement program put in place in
2006.

As of May 11, 2007, FONDEN had allocated approximately U.S.$20.2 billion, or 73.8% of the funds
available, to the various projects financed by FONDEN. As of May 11, 2007, apprdyilhz8e55.7 billion
has been allocated to 37 infrastructure projects, U.S.$5.5 billion has been allocateeint debt management
projects, U.S.$3.3 billion has been allocated to 30 energy and petroleum projects &adBWifon for 23
defense projects.



BOLIVARIAN REPUBLIC OF VENEZUELA
Geography and Population

Geography

Venezuela is situated on the northern coast of South America. It has a coasthpeoafmately 2,813
kilometers on the Caribbean Sea and the Atlantic Ocean. Colombia borders it @sthBrazil on the south
and Guyana on the east. Venezuela’s national territory of approximately 916,445 douagteks includes
72 islands in the Caribbean. The Venezuelan territory varies from trépicaduntainous to Amazonian
regions. Environmentally-protected areas comprise approximately 40% of the land.

Caracas, Venezuela’'s capital and largest city, is Venezuela's aplitiancial, commercial, communications
and cultural center. As of year-end 2006, the population of the metropolitan area efsQeaac
approximately 2.8 million. As of the same date, Maracaibo, the nation’s second-tésgeshich is located
near Venezuela’'s most important petroleum fields and richest agricultees, éxad an estimated population
of 1.8 million.

Part of the eastern border with Guyana is subject to a border dispute. Venezuklarteastbat certain
territory occupied by Guyana should be considered part of Venezuela’'s natiot@iyterfhe area of dispute

is currently under the control of Guyana. Under international accords, Venezuelayarh®Gave agreed to
seek a settlement of the territorial dispute. Since the signing of the accordsy&arend Guyana have
periodically undertaken negotiations regarding the status of the territory. thidess, the negotiations to date
have not resulted in a final accord. The accords do not contain any final date by wipahigsemust resolve
the dispute.

Drug traffickers, guerrilla incursions from Colombia and other incidents presentiawing problem in
Venezuela/Colombia relations. Venezuelan armed forces have been stationespamsitlg-populated
western border to control incursions and to provide protection to Venezuelan randdarg reghis area.
Among other measures taken by Venezuela, the army has deployed more troops along its boose
security.

Population

Venezuela had an estimated population of approximately 27.0 million as of year-end 2086, wher
approximately 64.0% of all Venezuelans were between the ages of 15 and 64 in 2006.nEtedesti
Venezuelan labor force was approximately Ifiion at December 31, 2006.

The Government has implemented a number of programs called Missions to imprseeighevelfare of poor
and extremely poor Venezuelans. According to INE, at December 31, 2006, the poor andyegtreme
represented approximately 35.9% of the Venezuelan population.

The following table sets forth, for the year 2004, comparative GDP figures and deliwtecomparative
social indicators for Venezuela and other selected Latin American countries:

Venezuela Argentina Brazil Chile Colombia Mexico Peru
(in U.S. dollars)
GDP (billions§? $110.1 $153.0 $604.0 $94.1 $97.7 $676.5 $68.6
GDP per capitd $6,043 $13,298 $8,195 $10,874  $7,256 $9,803 $5,678
Life expectancy at birth (years) 73.0 74.6 70.8 178. 72.6 75.3 70.2
Infant mortality rate 16 16 32 8 18 23 24
(per 1,000 births)
Adult literacy rate (%) 93.0 97.2 88.6 95.7 92.8 .01 87.7
Q) The United Nations calculates GDP and its campts as adjusted for purchasing power parity.

Source: United Nations Development Program Human DevelopfReport, 2006.



Form of Government and Political Parties
Venezuela is divided into 23 states, a capital district and various federal depesdenc

Venezuela has had a democratically-elected Government since 1958, follogvimetthrow of a military
dictatorship. The current Constitution, adopted in 1999, establishes the structure ai¢hedlan
government, including the division of powers among the executive, legislative, judi@akrd electoral
branches, as well as individual and collective rights and duties.

Political Parties

Prior to the mid 1990s, the two largest political parties in Venezuela had\beiém Democraticareferred to
as AD, andPartido Social Cristianpreferred to as COPEI. These parties attracted support from a wide
spectrum of political interests. Between 1958 and 1993, representatives ofdMbehptesidency five times,
and representatives of COPEI held the presidency twice. Commencing withdidemptial election in 1993,
AD and COPEI suffered from voter dissatisfaction, and several new cpaidities recorded electoral
victories. In 1993, Rafael Caldera was elected President @othergencigarty ticket. Mr. Caldera had
previously served as President between 1974 and 1979 as the COPEI candidate.

In December 1998, Mr. Hugo Chéavez Frias was elected President for a fiterggacapturing 56.5% of the
vote. His inauguration took place on February 2, 1999. A candidate from MVR, Presidest Glaav
supported during his candidacy by a coalition calledPthie Patrioticq which included members of MVR,
Movimiento al Socialismaeferred to as MAS, arfélatria para Todosamong others. President Chavez's
election was perceived as a reflection of the Venezuelan population’s disershiantth the traditional
political parties and concern over allegations of public mismanagement and corruighiartive previous
administrations. President Chavez was among the leaders of an atteoypetietatagainst then President
Carlos Andrés Pérez in 1992. Once the new Constitution became effectieedmBer 1999, new elections
were scheduled. On July 30, 2000, President Chavez was re-elected Presidartyfearaterm, capturing
59% of the vote.

The April 2002 Coup d’Etat

Early in February 2002, President Chavez appointed, in accordance with PDV8A byid as it had
regularly been done every two years, a new board of directors of PDVSA, that éhidndderm executives
of PDVSA. A number of PDVSA management politically connected to the oppositiostpbtbe
appointments and were joined by the opposition controlled labor union réoméelderacion d&rabajadores
de Venezuelar CTV. Political protests under an alliance of the business federation, PB¥Bagers, CTV,
and with the support of some media and television stations, concluded in a two-day stridek and that
disrupted general activities and culminated in a public rally of opposition demorstiamanding the
resignation of President Chavez on April 11, 2002. A rally that was held in thigyvafithe Presidential
Palace generated a series of violent events that are still undergatiestby the legal courts in Venezuela.
This event caused 17 deaths and approximately 100 injured.

A group of high-ranking military officers participating in an already launaiteg d’etatpublicly blamed
President Chavez for the civilian deaths, refused to recognize his authogtyeddtim in the Presidential
Palace and transferred him to Caracas’ military garrison. In those hours,wieely and inaccurately
reported that President Chavez had resigned. On April 12, 2002, opposition groupslgattierd>residential
Palace appointed Pedro Carmona, at the time the president of the leading bu@materieFedecamaras, as
transitional President. Mr. Carmona issued a decree dissolving all of the athelds of Government,
including the National Assembly, the Supreme Court, the National Electoral iC t@@ttorney General's
Office and the Office of the Comptroller General, as well as alledgoolitical positions, including state
governors and mayors. In response tocingp d’etatagainst President Chavez, the decree issued by Mr.
Carmona and the repression events against President Chavez's supporters,daeasmstrations in support
of Mr. Chavez occurred at that time. Mr. Carmona'’s actions were also pdodesteejected by some of the
military officers who participated in theoup d’'etat
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On the morning of April 13, 2002, after a night of demonstrations and the regrouping of mititeeys
supporting President Chavez, the group supporting Mr. Carmona fled the Presideatiel R&l. Carmona
was later detained by military officers loyal to President Chaveaded hours later, President Chavez
returned to office.

All the events that led to thewup d’etatare still under criminal investigation by the national authorities, the
Attorney General office and other legal courts. However, the main participahtscoup d’etatfled the
country and are living in exile or under political asylum in different countries.

The Referendum

Since 2001, there have been street demonstrations and rallies both in support ofretd eggdent Chavez.

Some civic groups, the media, the local business sector, CTV, a labor union thahtemlese to 15% of the
unionized labor force in Venezuela, and current and former military officeeslad opposition protests. The

most recent and damaging nation-wide work stoppage began on December 2, 2002 and ended on February 3,
2003. It was called by theoordinadora Democratigeor the Democratic Coordinating Committee, a civilian
political organization, CTV and Fedecamaras and it was joined by managers &d\kej employees,

certain officers of Venezuela’s oil tankers and merchant fleet, banks, the pradite and public universities

and other sectors of the country.

The participation of the oil sector in this general work stoppage severely driipfgoduction, which

dropped as low as 25,000 bpd at the height of the work stoppage. In January 2003, PDVSA was forced to
declare an event dérce majeurawith respect to its international petroleum sales contracts, which was
ultimately lifted on crude oil sales contracts in March 2003 and on gasolinesatescts in April 2003. In
response to this emergency, the Government activated the industry’s oil contingemaggdiding military
protection of some of PDVSA's facilities, requested aid from the Organizatithe ¢fetroleum Exporting
Countries, or OPEC, in the form of both fuel and personnel, and received assistaadeimtof oil and gas
deliveries from Brazil, Trinidad & Tobago and Qatar. The production and distriboft foodstuffs also was
affected, resulting in food shortages in certain regions.

In late January 2003, the Government announced a restructuring of the oil industry, inchedirgaaization
of PDVSA. Approximately 18,000 of PDVSA'’s almost 40,000 employees joined the voprkagte. After
PDVSA, in consultation with the Ministry of Labor, determined that they had violabedt laws and internal
company regulations, they were subsequently dismissed from PDVSA. Governfiogds séported that
during the work stoppage, a substantial part of PDVSA'’s billing and computer sysidrbeen damaged or
sabotaged, effectively hampering efforts to return to normal levels of operation.

The December 2002 work stoppage failed to achieve its primary objective ofingnRresident Chavez from
power. After that date, pro-Government and opposition groups took steps towards resolvinigichbquislis
through the electoral process. The Government and the opposition signed an agreemerQr2DEs;
mediated by the Organization of American States, referred to as the OA8,established the political
principles for a constitutional, democratic, peaceful and electoral solution to thegbatistability facing
Venezuela. The parties to the agreement acknowledged that such a solution couleMed agte potential
referendum on the rule of President Chavez, which could only occur after August 19, 2008at& mag&rked
the midpoint of President Chavez's six-year term, when the Venezuelan Qarstitlows for a legally-
binding referendum.

On June 8, 2004, the National Electoral Council stated that the opposition hacdalgatoximately 2.5
million signatures demanding the recall of President Chavez, which wasentffwinitiate the recall
referendum. On August 15, 2004, a recall referendum was held in which approximately 59%otéshmEast
were against recalling President Chéavez.

Recent Elections

State and local officials are elected for four-year terms. The lasibeledor state and local officials were
held on October 31, 2004. Candidates supported by President Chavez won 21 of the 23 gubernatoria
elections.
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On December 3, 2006, President Chavez was re-elected President fgearsierm, capturing 62.8% the
vote, which, in turn, significantly lowered political and social tensions.

In order to have a direct link to his closest followers, in December 2006, Presidesz @ndposed the
creation of a unified political party, PSUV, which is comprised of those politicaépahat support the
President. Parties that supported the President were not obligated to jMraR&ould remain autonomous.
As of September 2007, six political parties joined PSUV, including MVRPatda para Todos

The 1999 Constitution

After his election as President in December 1998, President Chavez propesied af important political
changes in early 1999. After a popular referendum was held on April 25, 192&aimblea Nacional
Constituyenteor the Constituent Assembly, was created for the purpose of drafting a newutionstiThe
members of the Constituent Assembly were elected on July 25, 1999 and assumeigideigistaions until
the adoption of the new Constitution.

On December 15, 1999, the Constituent Assembly presented a constitution for apptbeaVbnezuelan
electorate. The proposed constitution was approved by approximately 70% of those persaredvand/
was adopted effective December 30, 1999. Under the new Constitution, a unicamamal fegislature, the
National Assembly, was created to undertake legislative functions.
The 1999 Constitution, among other things:

» expanded the role of the Government with respect to social security, health care atidreduc

. created the civic and electoral branches of the Government;

» created the office of the Vice President;

. allowed active military officers to vote; and

+ forbade the privatization of PDVSA. This prohibition was not extended to PDVSA'&lgries or
strategic associations.

The 1999 Constitution guarantees Venezuelan citizens a broad array of socitd beriel significantly
exceed those provided under the previous Constitution. Among other social benefits, the 1888i@ons
provides that:

» the Government is required to ensure the well-being of its citizens through thercdainational
public healthcare system up to the standards prevailing in the private sectmraticenfy for which
must be ensured by the Government;

. education is an absolute right of all citizens, and the Government must ensurecitiatas are
afforded the opportunity to free education (through secondary school) in Venezuel&sdubation
system;

« the Government is required to provide assistance to its citizens in the evérdass, iincapacity,
unemployment, maternity, paternity, old age and other special circumstandes;

« all citizens are entitled to live in a home with adequate security, comforeriggionditions and
basic services; to that end, the Government must ensure that measures amneritepléo provide
families with access to financing for the construction and the acquisitionidéméal homes.

On August 15, 2007, President Chavez submitted to the National Assembly a proposalbttheni®99
Constitution. Among other changes, the amendment proposes that:
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property would be classified as: (i) public property, owned by state-owned efiitisscial

property, exercised by the State (referred to as indirect social propeggigned to a community or
city (referred to as direct social property); (iii) collective propdpelonging to social groups or
persons for their common exploitation, enjoyment and use which can be of either sociadter pri
origin; (iv) mixed property, formed among the public, social, collective and privaierséar the
exploitation of resources or the performance of activities; and (v) private propened by
individuals and legal entities;

the Government would promote an economic model based on humanistic values and the preeminence
of collective rights over individual rights;

Banco Central would cease to be autonomous and would be subject to the coordination tidriaé Na
Executive concerning monetary policy, with Banco Central managing internatiseales with the
President’s oversight;

the day-time labor period would be reduced from eight hours to six hours per day and from 44 hours
to 36 hours per week, and the night-time labor shift would be reduced from seven hours to six hours
per day and from 35 hours to 34 hours per week;

Presidential term limits would be eliminated and the presidential term wowkt®eded from six
years to seven years; and

the exploitation of gas would be reserved to the Republic.

In order for the amendment proposal to be ratified, it must be approved by the Natiomablssehree
separate discussions, and thereafter it must be submitted to the public throegbrelosfi. By September
24, 2007, the National Assembly had held two of these discussions and approved the progsidaht P
Chévez also announced that the public referendum would probably take place in December 2007.

Organization of the Venezuelan Government

Under the 1999 Constitution, the Government is comprised of five branches at the natielnakl well as
state and local governments. The following is a description of the role of the variousgsrahGovernment:

The Executive Branch. Executive power is vested in the President and the Vice President, agpisted
by the President. Under the 1999 Constitution, the President is elected forad $& years and may be re-
elected for a second consecutive term. The 1999 Constitution provides that thegwubhd tor a legally-
binding recall referendum at any time after the midpoint of the Presidenyeai term. Ministers are also
appointed by the President and head the various executive departments. Theses iigettegr constitute
the Council of Ministers. Under the 1999 Constitution, the President is the comnraotet of
Venezuela’'s armed forces. The different services within Venezueta&dgorces report to the Minister of
Defense.

The Legislative Branch. National legislative power is vested in the National Assembly. Nationah#sdy
members are elected by universal suffrage for terms of five years and @glbeted for two additional
consecutive terms. The number of members of the National Assembly is detergnthed\lational Electoral
Council on the basis of proportional representation by state.

The Judicial Branch. Judicial power is vested in the Supreme Court and various lower tribunals. The
Supreme Court is the final court of appeals. It has the power to declare null and wicktavations and
other acts of the executive or legislative branches that conflict with theilQtiost The 1999 Constitution
provides that the National Assembly will appoint the justices of the Supremef@ouvelve-year terms.
Initially, the Supreme Court Law provided for 20 justices of the Supreme Court. In May R@WNgtional
Assembly approved an amendment to the Supreme Court Law which increased the njuskieesto 32.
An absolute majority of the National Assembly can fill the new positionsextdnt the amendment and can
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also remove a justice from the Supreme Court. In December 2004, 17 new justeepmanted by an
absolute majority.

The Civic Branch. The civic branch, which was created under the 1999 Constitution, is responsible for
preventing, monitoring and sanctioning ethical and moral violations in connection with pubiigsticttion.
This branch is comprised of three entities: Erefensoria del Pueblavhich promotes and monitors the
protection of human rights; thiéiscalia General de la Republicevhich promotes the fair administration of
justice and judicial processes; and @entralor General de la Republicavhich monitors and controls the
administration of the Government’s assets, revenues and public debt. The hbads eftities are appointed
by the National Assembly. Candidates are evaluated and qualified by a teerohihe National Assembly
based on various criteria, such as education level and experience. Appointmenmtsevrerf-year terms.

The Electoral Branch. The electoral branch, which was created under the 1999 Constitution, is responsible
for promulgating rules and regulations concerning elections. The electoral branch alsyswedtoral
processes, campaign financing and campaign advertising. The electoral branas dperagh the National
Electoral Council. The head and board of directors of the National ElectonatiCare appointed by the
National Assembly.

The State Governments.State executive power is exercised by a governor who is elected by universal
suffrage within each state. State legislative power is vested in sataldies whose members are also
elected by universal suffrage within each state.

National Assembly

On December 4, 2005, elections were held for the 167 seats in the National Ass€hmblydays before that,
on December 1, 2005, the principal opposition parties announced that their candidates woultttipatgar
the elections. The electoral authorities reported that approximately 25% efeligible to vote participated
in the elections. President Chavez's political party, MVR, won 121 sedistlaer parties aligned with the
Chéavez administration won the remaining seats. The next election for the NAssralbly is scheduled for
2011.

While a three-fifths majority is required to enact enabling Ifveyes Habilitantes)a two-thirds majority is
required to pass organic laflseyes Organicas)Enabling laws are those that grant the President the power to
issue law-decrees having the same effect as statutes without furtherghpprthe legislature. Historically,

MVR has been able to enter into coalitions with MAS and several otherzmnidis in order to garner the
specific majority required for the passage of legislation. Currently, MVRrt@asgyh seats on the National
Assembly to pass legislation that requires a simple majority.

The following table sets forth the number and party affiliations of the Nationah#sg as of September
2007:

No. of
Political Party Seats
Movimiento Quinta Republica 121
Podemos 16
Others 30
Total 167

In order to have a direct link to his closest followers, in December 2006, Presiderz @hdposed the
creation of a unified political party, PSUV, which is comprised of those politicaépahat support the
President. Parties that supported the President are not obligated to joiraBR&0& remain autonomous. As
of September 2007, six political parties had joined PSUV.
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Enabling Laws

In April 1999, in accordance with Article 190 of the Constitution, President Chavez ted)ties Venezuelan
Congress to pass a special law, referred to as the 1999 Enabling Law. The 1999 Eaabtirgnted the
President the power to issue law-decrees that would have the same effacttes, svithout the need for any
further approval by the National Assembly. Under the 1999 Enabling Law, the Bteg&deauthorized to
issue law-decrees relating to national public administration, public finaxegiptaand social security. The
President issued a number of law-decrees in furtherance Bfdlggama Econdmico de Transicién 1999-
200Q referred to as the Economic Plan. The enacted law-decrees included thalagfdwoadly-based
15.5% value-added tax, referred to as the VAT, to replackenpeesto al Consumo Suntuario y Ventas al
Mayor, referred to as the LWT, and the approval of a temporary 0.5% tax on bank debits, refesB®1g a
which expired in May 2000 (and was effectively replaced by a new bank debit tax praduigktarch
2002).

On November 13, 2000, at President Chavez's request, the National Assemtay enaew enabling law,
granting the President the power to issue a number of new law-decrees, refaseldg 2000 Enabling Law.
The 2000 Enabling Law authorized the President to issue law-decrees in thef &eaasng, agriculture,
hydrocarbons, personal security, the conversidrooido de Inversiones de Venezuk&lzown as FIV, into
Banco de Desarrollo Econémico y Social de VenezoelBANDES, and the organization and functioning of
the executive branch, among others.

The 2000 Enabling Law expired on November 13, 2001. However, immediately prior to thé@xpirshe
2000 Enabling Law, President Chavez issued an additional 49 new law-decrees governingsarees, the
most important of which were:

» anew Hydrocarbons Law, they Organica de Hidrocarburggoverning royalty payments on
oil extraction and control over petroleum sector projects (for more informatian,teefPrincipal
Sectors of the Venezuelan Economy—Petroleum and Natural Gas—New Hppdrecaaw”);

» alands and Agricultural Development Law, referred to as the Lands Law, intigdand and
agricultural reform (for more information, refer to “Principal Sectors ofMbaezuelan
Economy—Agriculture and Livestock—Lands and Agricultural Development Lawda&crand

» anew General Law of Banks and Other Financial Institutions (for more informagifer to “The
Financial System—~Financial Institutions”).

On January 31, 2007, the National Assembly passed a new enabling law, or the 2007 Enablingntiagy, gra
President Chavez the legislative power to govern by decree with the forcefof lB8vmonths in several
areas, including nationalizations, hydrocarbons, electric utilities, teleaoroations, taxes, social security
and public finance, among others areas.

During the course of 2007, President Chavez issued law-decrees governing thedadmais, among others:
» the establishment of a monetary reconversion that effectively elimitratslzeroes from the

Bolivar's exchange rate, effective January 1, 2008;

» the requirement that the existing Orinoco Belt projects be converteBrimpoesas Mixtgsor
Mixed Companies, in which PDVSA or PDVSA'’s subsidiaries hold an equity interasteast
60%;

« the amendment of the law governing the regulation of the administration of public seztaef
and the annual budget;

« the reduction of the VAT from 14% to 11%, effective March 1, 2007, and then a further @educti
to 9%, effective July 1, 2007; and

» the establishment of mechanisms to prevent food hoarding and speculation.
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Domestic Initiatives

Redistribution of Idle Production Facilities

The Government has embarked on a program to identify, acquire, reorganize and make apgraductive
manufacturing properties in the private sector. Idle productive capacity wilEdebyshe state to create new
opportunities for employment and increase local production. The Government isddxyuiasv to pay fair
value for the assets taken.

Social Programs

Beginning in 2002, the Government designed social programs, called Missions, with thigeobfgaroviding
social services in the areas of health, education and employment, among others. Bis® b allocated
in the 2003 national budget to fund these social programs and, in 2004, Bs.5.4 trillion weredaftocéat
purpose. In 2005, Bs.7.0 trillion were allocated in the national budget to fund the Missionsn\&B& isuch
amount increased to Bs.14.9 trillion.

In spite of the fact that the Missions were created to improve literacydprprimary health care in the
country’s poorest neighborhoods and develop employment opportunities, many of these pragramsder
criticism from the political opposition for being considered as a short-terrhanesn for gaining support for
President Chavez in the revocatory referendum process in 2004 and for alleggtiolitecaf indoctrination
attributed to the participation of Cuban medical staff in the implementation opsagtams. As of
September 2007, three years later, the number of missions have increased to 19%deséiodwhey have
proven to be a successful mechanism to help and relieve the majors problems of thaseeeost

In August 2004, President Chavez adopted measures to create three new sotig@smins/ersee housing,
nutrition and small business. The Ministry of Housing is focused on providing affordable fmpomes t
Venezuelans, the Ministry of Nutrition will work to guarantee low-cost food to Vetemign need, while the
Ministry of Popular Economy will be in charge of developing cooperatives, small bagneerprises as well
as assisting residents in rural areas to develop their own businesses.

Additionally, President Chavez's administration has created state-owngelsaiotiprovide low-cost
commercial services and to stimulate domestic production. Among the initiatevasstate-owned telephone
company, CVG-Telecom, a state-owned international aidoeyviasaandVeneMovil which was created to
regulate the production and distribution of low-cost automobiles by offering tax inegtdicar
manufacturers as long as at least 27% of the parts used to assemble sucharehmudesifactured in
Venezuela.

Broadcasting Guidelines

In December 2004, the Government enacted a law setting forth broadcasting guidetiglesigon and radio
stations in Venezuela and establishing social responsibilities among telenisl radio service providers,
announcers, independent producers and users. Among other matters, the law estafdisige system based
on the type of programming and the levels of violence, sex, profanity and certain sowaiteptable
behavior it contains. Television and radio stations are required to broadcdsttgpea of programming
during defined hours of the day, based on the ratings assigned to the programming.

The law also requires that television and radio stations allow the Governmeoddadst messages deemed
relevant and valuable by the Government through their facilities free of chabjegtdo certain time limits
and restrictions as to content and requires television and radio stations to coatpbutentage of their gross
revenues to a fund to be established for the financing of projects to develop nationaigmahdttraining of
television producers. Television and radio stations that fail to comply with thesjomeviof such law may be
sanctioned. These sanctions could include the imposition of fines, the suspensiontioihspend the
revocation of operating concessions.

In addition, in March 2005, the National Assembly enacted reforms to the VeneCuetamal Code that
incorporate new crimes, revise the penalties for certain crimes and coresoéidain special penal laws into

16



the code. Included in such reforms are amendments that increase the seventinaf penalties for
statements that disparage public officials and expand the list of publi@isfiicdbtected by such provisions.
The opposition to President Chavez’'s administration has alleged that thatilegjigforms were in response
to the media’s perceived partiality against his administration and that thesestein the press from
criticizing the Government.

On May 27, 2007, Radio Caracas Television, referred to as RCTV, ceased tramsnaiisr the Government
decided not to extend its concessions. On May 28, 2007, the released television fragsesifycated to a
new public-service channel, TVES, whose main objective is the broadcasting aliemtent and educational
programs and to promote the national production of programs that suit the current needs of #tepopul
July 2007, RCTV began broadcasting on cable and satellite television.

TELESUR

In July 2005, TELESUR, the Latin American television network sponsored by the governmeatseati¥la,
Argentina, Cuba and Uruguay, began broadcasting on a limited schedule. By October 31, PEGRRE
based in Caracas and originally owned by the Venezuelan Government, began @& fotbdrasting that can
now be seen in at least 15 countries. TELESUR was designed to spur Latin Arireggeation by creating a
new communication paradigm that serves as an alternative to large media coatsm&he network was
funded with U.S.$10 million provided by the countries that jointly owned the network at theftfiomnding:
Venezuela (51% ownership), Argentina (20% ownership), Cuba (19% ownership) and UAdQay
ownership). Afterwards, in April 2006, Bolivia agreed to buy a 5% stake in TELESUfer Ditin

American countries may also join in the future.

Mandatory Allocations of Bank Credits

In August 2005, the National Assembly passed a resolution that requires privatercahbanks to allocate
a minimum of 2.5% of their loan portfolio to finance tourism projects, while the publiordzanks and non-
banking institutions have to allocate 5.0%. The Venezuelan banking industry curreraliotelof four
mandatory credit allocations, including 16.0% for the farming sector, 10.0% for mortgagetobB$% for
microloans. As a result, private and public sector banks must contribute between 34 384086 of their
total loan portfolio, respectively, to defined essential segments of the economy.

Social Production Companies

In September 2005, President Chavez issued a law-decree creatimyresas de Produccion Sociat
Social Production Companies, also referred to as EPS’s. The EPS’s aranityvbased, socially-minded
economic entities financially assisted by the Government, dedicated to genaratiproviding goods and
services necessary to satisfy the basic needs of the community. ERS&stablished to provide the
Venezuelan labor force with opportunities to participate in a variety of secttira e€onomy, including the
petroleum and mining sectors. As of March 31, 2007, CVG was operating 216 EPS’s and speimhaigby
Bs.19.1 billion to finance 173 of such entities. As of June 30, 2007, PDVSA was operating 1S73arieP
spent approximately Bs.14.5 billion to finance 23 of them.

Nationalization of Private Companies

In January 2007, President Chavez announced a plan to nationalize various areasarfdhy in order to
hold assets that were considered strategic for the development of Venezuefaviays2007, the
Government controlled approximately 93%@fA. La Electricidad de Caracaeeferred to as EDC, and
controlled approximately 86% of CANTV, Venezuela's largest telephone cafgea. result of these
nationalizations, the Government intends to facilitate the access fergfiad reliable energy and
communication services at an affordable price.

External Affairs and Membership in International Organizations
Venezuela is a member of the United Nations and a founding member of the Orgamzéimerican States.

It is also a member of OPEC, the International Monetary Fund, or IMF, theatibmal Bank for
Reconstruction and Development, referred to as the VBautdk, the Inter-American Development Bank,
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referred to as the IADB, the General Agreement on Tariffs and Trade, of GG World Trade
Organization, or the WTO, ar@orporacién Andina de Fomenta multilateral development bank
headquartered in Caracas referred to as the CAF, as welkeasigthificant international organizations.

Venezuela has traditionally consulted and discussed with various internaiigmaies such as the IADB, the
World Bank and the IMF its economic programs, objectives, projections and policiestidal@a Venezuela
complies with Article 1V of the IMF Articles of Agreement, which required thamber countries carry out
annual consultations with the IMF.

In 1973, Venezuela became a member of the Andean Community, an Andean regionalontaljeaice,
whose members include Bolivia, Ecuador, Colombia and Peru. In April 2006, Presideat @hagunced
that Venezuela would withdraw from the Andean Community. Despite this announceme#u®la has yet
to formally complete all of the necessary withdrawal procedures, a pitheg€sn take up to five years to
complete. In August 2006, Venezuela and the Andean Community signed an agreement to ke the tr
advantages fully and reciprocally effective, despite the April 2006 announcement.

In 2004, Venezuela became an associate member of Mercosur. In May 2006, Venezee o abesprotocol
for admission as a full member, including a timetable for bringing down mutual tragerfaand a final
deadline of January 1, 2014 for full liberalization among all members. Under the prdtecekuela has
agreed to adhere to all key Mercosur codes and adopt Mercosur’'s common extifisbi/tao later than
June 2010.

Venezuela is also a member of a number of other multilateral trading groups, includ@ayititgean
Community and Common Market, known as CARICOM. Venezuela was also a party@8BtFoup, which
includes Mexico and Colombia.

In April 2007, President Chavez indicated the possibility that Venezuela wouldtsejpself from the IMF

and the World Bank, stating that the country had paid back all of its obligations to both mailfdstgers and
did not concur in the policy objectives the institutions were pursuing with respéet podrest nations. It was
later announced that any decision on this matter would be subject to proper evaluationysisl dreadate,
Venezuela's Government has not taken any formal steps to withdraw its meiplrethe IMF and the World
Bank.
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THE VENEZUELAN ECONOMY
Overview

Venezuela has been a major petroleum exporter since the early twentietl.céctwording to thaBP

Statistical Review of World Energy 200/&nezuela is the ninth-largest oil producer in the world. From 2002
through 2006, petroleum products accounted for an average of approximately 84.1% of Veriezakla
exports. During the same period, petroleum revenues accounted for an average of apgyo&810% of
Venezuela's total Central Government revenues and the petroleum sectontad for an average of
approximately 16.7% of GDP. In 2006, petroleum activities accounted for approxitvaiédy of GDP,
compared to approximately 16.2% in 2005.

Venezuela’'s economy is diversified, with non-petroleum activities géngr@a average of approximately
74.3% of GDP between 2002 and 2006. Major non-petroleum components of GDP in 2006 included
manufacturing (16.6%), financial institutions (14.0%), construction (6.6%) and trade (11.680). T
Government anticipates that petroleum will continue to be the main source of exporggand fiscal
revenues for the foreseeable future.

Through PDVSA an&orporacién Venezolana de Guayameferred to as CVG, the Government controls
significant proportions of GDP in the petroleum, electricity, telecommunicatiaing)g and basic industries
sectors of the economy. The Government, through PDVSA, accounts for the bulk of Véadatatla
exports. The Government also supplies the majority of basic public services, suwatieraglectricity, health
and education. The private sector owns and operates businesses with respeabtteemesbnomic activities.

Economic Performance in 2006

The Venezuelan economy has experienced a continued rate of growth during the pastrhreke yea
significant part of such growth is due to an economic policy focused on sustaining the growth dicdomes
economic activity, through which the GDP in 2006 amounted to approximately Bs.51.3 trillion in 1997
Constant Bolivares, representing a 10.3% growth as compared to 2005. The continued econdmic grow
which has increased in 13 consecutive quarters, is primarily due to non-petroledtiesoin the supply side.

In 2006, the non-petroleum sector expanded by 11.7%, while the petroleum sector contracted by 1.9%. The
domestic aggregate demand has responded to increased levels of public spending and baugk filwarggci

with a drop in unemployment, a reduction of the informal sector and an increase in agatageges, private
consumption and investment.

For the year ended December 31, 2006, the rate of inflation, as measured by thecG&d, 1&00%, only
2.6% higher than 2005, despite the significant expansion in the aggregate demand. The abfindance
international reserves provided macroeconomic managers with the resouises these structural
imbalances through a mid-term strategy based on the expansion of domestic productitonahgidthe
inflationary pressures were partly tempered by increased levels oftedmmods and services at a stable
nominal exchange rate, a strong level of international reserves and liquidity oegolagrations undertaken
by Banco Central. In addition, price controls and the expansion of distribution networkbnuydew-cost
food assisted in curbing inflationary pressures affecting low-wage households.

During the fourth quarter of 2006, short-term interest rates of commercial banlaleaaged 15.8%,
compared to 15.9% for the fourth quarter of 2005. The deposit rate on 90-day certificaf@ssdfaleraged
10.1% for the fourth quarter of 2006, compared to 11.2% for the fourth quarter of 2005.

In 2006, the Central Government’s revenues totaled Bs.20.8 trillion in 1997 Constanid3odind the Central
Government's expenditures totaled Bs.20.7 trillion in 1997 Constant Bolivares. #udtatre Central
Government accounts recorded a surplus of Bs.12.5 billion in 1997 Constant Bolivares, or 0312 fufr
2006.
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Gross international reserves stood at U.S.$36.6 billion at December 31, 2006 (exclunlingsasheposited in
the Stabilization Fund), representing an increase of U.S.$7.0 billion since De@&mBen5. The increase
has arisen in the context of a positive global economic environment in which theeaiggaiwth of the world
economy has favored the demand for basic commaodities which have experiencedsricréssenominal
prices. At December 31, 2006, the balance in the Stabilization Fund was U.S.$488 mnillincrease of
U.S.$36 million from year-end 2005. The 23.7% increase in gross international sesas/primarily
attributable to the current account surplus. This result reflects the posiivgi@n of oil exports, which have
been benefited by recent price increases.

The Foreign Currency Administration Commission, referred to as CADIVI, hasaédld additional amounts
of foreign exchange to address the needs of a surging domestic economy. Accordingty,domioued
their upward trend. Imports of goods related to capital formation registered aergrabth, followed by
increases in imports of goods for final and intermediate consumption.

During 2006, the capital account recorded a deficit of U.S.$19.5 billion. The defioi aapital account in
2006 was primarily due to public sector foreign financial transactions as a respifodio management
policy that favors holding foreign assets. In this regard, the most important mosemegatrelated to
portfolio operations due to the increase of assets derived from the purchase tiésendithe decrease of
liabilities associated with the payment of sovereign debt, as well as theifigaf trade invoices of the public
oil-exporting sector for its clients.

Economic Plan

Introduction and Overview

In May 2007, the Government released an outline of a six-year Economic and SociapDevelPlan,
referred to as the Development Plan. The Development Plan called fosnben@ent to seek sustained
economic growth while concentrating on advancing social strength. The Developmerdrifsnptated
economic proposals to achieve price stability, including establishing a morerefigstem of tax collection
and consolidating public debt. The Development Plan called for the Government to nsesthged revenue
generated from the improved tax collection towards social development programsd@usvercoming
poverty and social exclusion.

The economic plan for 2008 builds on the economic recovery and improvements achieved in 2G9an The
includes the following goals:

e sustaining economic growth achieved in recent years in order to reduce povdsy leve
* optimizing public expenditures in key areas, including health, education and infrastructure

* reducing public debt in order to increase the capacity for public investment and itodrdgease
such investment;

»  establishing a more efficient system of tax collection;
»  continuing the investment in social development programs and strengthening the sociatyec

» contributing to the control of monetary liquidity by requiring PDVSA to pay petroleyuaities,
income tax and dividends in U.S. dollars; and

*  decreasing inflation.
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Economic Policy and Legislation

Fiscal Policies

The Government's fiscal policies have combined a macroeconomic stadilipadgram with structural
reforms that are intended to strengthen public finances for the future and reducigiolatie fiscal
accounts.

In 1999 the Government replaced the LWT with the more broadly-based New VAT, refeazthe VAT,
commenced the modernization of its customs duty collection procedures with finasigtdrece from the
IADB and approved a temporary tax on bank debits, referred to as the TBD, which expitay 2000 but
was effectively re-instituted in March 2002 through a new TBD which was fuathended in March 2003.

The VAT and the temporary TBD generated revenues in 2002 of Bs.4.8 trillion (3.92tR)f énd Bs.1.5
trillion (1.3% of GDP), respectively. In 2003, the VAT generated revenues obBslion (4.9% of GDP),
and the TBD generated revenues of Bs.2.0 trillion (1.5% of GDP). During 2004, thgan&Ttated revenues
of approximately Bs.13.4 trillion (6.5% of GDP), while the TBD generated Bs.li@nt{0.9% of GDP). In
2005, the VAT generated revenues of Bs.20.0 trillion (7.4% of GDP), and the TBD gerigs&e trillion
(0.9% of GDP). While the VAT generated revenues in 2006 of Bs.20.8 trillion, therGuet eliminated the
TBD in February 2006. The VAT was reduced from 14% to 11%, effective March 1, 2007, and hexs furt
reduced to 9% effective July 1, 2007.

The Public Finance Law

On September 5, 2000, the Government enacteday@©rganica de la Administracién Financiera del Sector
Publicq referred to as the LOAFSP, an organic law designed to regulate the adnonistfatublic sector
finances, which are defined as the set of systems, administrative bodies addne®oe/olved in the
collection of public revenues and their application to implement the Government'sivageclhe LOAFSP
addresses the creation and the administration of the budget, as well as theratiminig public credit and

the treasury, accounting systems, taxes and Government assets.

Through the LOAFSP, the Government expects to attain greater efficiencpa@amsy, integrity and
solvency in the administration of public funds. To achieve these goals, the LOABBEsless a basic
framework for new accounting standards designed to record and report the financiahaectoof the public
sector more accurately and reliably than in the past. Once the Office of Rudilics created under the
LOAFSP, it will have the responsibility of auditing the public accounts. The LOA&&Rrms the role of the
Ministry of Finance, together witbficina Central de Presupuestor the Central Budget Office, as the entities
responsible for coordinating the administration of the public finance system.

The Budget and the Pluriannual Framework

The LOAFSP establishes two budgetary documentsdviireo Plurianual or the Pluriannual Framework, and
thePresupuesto Anuabr the Annual Budget.

The Pluriannual Framework, which serves as the basis for the Annual Budget ehdswirepared every
three years, projects expected fiscal results and places maximunolintite amount of public expenditures
and debt that may be authorized over a three-year period. It also contains the econoyrtiargets for the
three fiscal years which it covers. Under the terms of the original LOA#® Government could not spend
funds or incur debt in excess of the amounts authorized by the Pluriannual Frameworkinekeeptent of a
national emergency and with the approval of the National Assembly. Also, thenRlal Framework could
not be amended by the President, pursuant to enabling laws or otherwise, without the approdtairibe
Assembly.

In March 2007, President Chavez amended the LOAFSP by law-decree withigisketilee power conferred

by the 2007 Enabling Law. The LOAFS$BnNtains transitory provisions which are applicable from 2005
through 2010 as the first Pluriannual Framework legally approved by the Nationallgsélhcorrespond

to the period 2011 through 2013. Beginning with the period 2011 through 2013, the Pluriannual Framework
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will be enacted by the National Assembly and will cover three-year periods imanner contemplated by the
LOAFSP. Until that time, in accordance with the law-decree, the Governmiestibmit the Pluriannual
Framework to the National Assembly for the periods of 2005 through 2007 and 2008 through 2010; however,
they will be for informative purposes only and will not be formally enacted. In 2007 gern@nent is

scheduled to submit the Pluriannual Framework for the period 2008 though 2010 under the informative
conditions set forth in the law-decree.

The Annual Budget projects revenues and expenditures for the forthcomingdiacaBefore the National
Assembly approves the Annual Budget, the Ministry of Finance must submit to theallaissembly a
projected budget and financial information related to estimated pension expenditliotsex contingent
liabilities. The LOAFSP requires the President to submit a report evgubé execution of the Annual
Budget during the previous year to the National Assembly by July 15 of each year. é#tibreaNAssembly
does not approve the Annual Budget for the forthcoming year by December 15, the therAcunuaht
Budget will continue to apply.

In November 2006, the National Assembly approved the budget for 2007. The 2007 budget, as approved,
projected total revenues of approximately U.S.$49.6 billion (30.3% of GDP), and total expgenalitur
approximately U.S.$52.3 billion (31.9% of GDP). The 2007 budget also contemplates argga i

borrowing by the Republic of U.S.$3.9 billion (2.4% of GDP). The budget for 2007 is basedaim cert
assumptions, including real GDP growth of 5.0%, an average price for the Venezuelaketiloba

U.S.$29.00 per barrel, an average exchange rate of Bs.2,150.00 = U.S.$1.00 and an aeti@yatiafrate

of 12.0%.

National Treasury and Public Accounting

The National Treasury manages the Government'’s finances, supervisesoads tlee payment of
expenditures authorized in the Annual Budget, retains custody of the funds and sdalatiging to the
Republic, records all Treasury revenues and evaluates opportunities for tineessti@reasury bonds.

The LOAFSP seeks to increase the integrity of the Treasury function in the mmamage public monies. To
that end, the LOAFSP prohibits those civil servants who are responsible fonidétgrand recording the
amount of revenues owed to the Government, such as taxes and royalties, fropafiagditi the collection
and custody of such revenues. In addition, it requires that civil servants held liaiisrfanagement of
public monies must indemnify the Government, in addition to any other criminal or atlatinésactions that
may be taken against such persons.

The LOAFSP provides that public monies must be maintained in a single account, kribenSagle
Account, in order to centralize the collection of revenues and the making of paymeetSingle Account is
administered by the Ministry of Finance through Banco Central and domestioraigghfcommercial banks.
The LOAFSP permits the establishment of subaccounts for the administratienSihgle Account.

The LOAFSP establishes the National Office of Public Accounts asftbe #sponsible for the
establishment of public sector accounting standards. The National Officblaf Rccounts is also
responsible for the preparation of the General Report of the Treasury, whiclnisgywbf Finance must
present to the National Assembly every year. In addition, it sets forth igessi@lith respect to the accounting
treatment given to expenditures and revenues. For instance, expenditures may not beddocauntilehey
are actually incurred, although they may have been approved in a prior year. Equatiyeeeare to be
recorded only after they have been collected. All accounts close on Decembea@i yéar.

The LOAFSP was amended on January 9, 2003. Under the terms of the amended LOARSEiddm Must
submit an annual borrowing law to the National Assembly for approval each year. Thisibgdaw must

set forth the maximum amount of public credit that the Republic may contract andxineumaamount of net
indebtedness that the Republic may incur for that fiscal year. As origdrafted, the LOAFSP had provided
that, after the annual borrowing law had been approved by the National Assembly, ithenPvesuld have
the ability to enter into public credit operations when he was able to obtain favtnapicial conditions for
the Republic. He would then periodically inform the National Assembly of such tt@msacAs amended,
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the LOAFSP now requires the President to obtain approval fro@dhésion Permanente de Finanzas de la
Asamblea Naciondthe Permanent Finance Committee of the National Assembly) prior to tkidgrach
public credit operation. Additionally, each such request for approval must be aciedipgan opinion from
Banco Central. Approval is granted if the National Assembly does not deny such withiastO days.

Macroeconomic Coordination

The LOAFSP requires that the Minister of Finance and the President of Bancal €eetute an Annual
Coordination Agreement. The Annual Coordination Agreement is designed to harmonigeaherfonetary
and financing policies of Banco Central and the Central Government in order toeagls@iersoeconomic
stability. The Annual Coordination Agreement must specify the economic obgeofiBanco Central and the
Ministry of Finance. The LOAFSP expressly prohibits the inclusion of provisiohstinabe interpreted to
infringe upon Banco Central's independence from the Government. Both the Ministeané&and the
President of Banco Central are accountable to the National Assemblesgptrct to performance under the
Annual Coordination Agreement.

The Annual Coordination Agreement for 2007 was executed by the Ministry of FinanBarcwl Central on
October 10, 2006. The agreement, entitled the Annual Economic Policy Agreement 268 Het

following objectives: (1) maintenance of the positive economic growth experiemoecknt years,
demonstrated by an annual increase in GDP; (2) the achievement of priceattabjldemonstrated by a
decrease in the rate of inflation; and (3) the maintenance of a positive bal#meeumrent account of balance
of payments.

Through this Agreement, the Ministry of Finance and Banco Central agreed to work tegeibherdinate and
execute fiscal, monetary and exchange policy consistent with the objectif@sisabove. To that end, the
parties agreed as follows: (1) with respect to fiscal policy, the MinistRjn@ince would implement measures
aimed at optimizing expenditures to achieve a fiscal surplus of the Central Gewgr(@y with respect to
monetary policy, Banco Central would utilize interest rates and other meckaoistimulate economic
growth and to maintain price stability; and (3) with respect to the exchange polimyg Bantral would
establish policies and procedures that promote efficiency in the exchange amarkeep the exchange rate
stable, while approving currencies consistent with the projected level of ecaativity and maintaining the
right to intervene in the market when circumstances warrant.

Intergenerational Savings Fund

The LOAFSP contemplates the creation of a fund, referred to as the Interigea¢Bavings Fund, designed
to promote public development policies, such as investment in education, healthcarenamdpéizoleum
sectors of the economy. Deposits into the Intergenerational Savings Fund may reat fog asy purpose for
a period of at least twenty years from the date of its establishment. Thenmsewhtor contributions to be
made into the Intergenerational Savings Fund are to be established in the impleragigiaon. As of
August 31, 2007, this implementing legislation remained pending.

Reforms to the Stabilization Fund

The Stabilization Fund was designed to ensure that fluctuations in oil income do not has@atis|
economic effect on the country. Under the original terms of the regulations govern@itgliization Fund,
PDVSA and the Government, acting on its own behalf as well as on behalf of the vateasdtlocal
governments, contributed royalties, dividends, tax revenues and transfers relagepdtrdleum sector in
excess of the average of such royalties, dividends, tax revenues and transferpfevious five years. The
amount contributed was calculated after subtracting prior allocations to statealhglvernments and, in
those years in which the scheduled debt service exceeded 20% of budgeted revenuesdar,dodhe Debt
Rescue Fund.

Contributions to the Stabilization Fund are to be deposited with Banco Central, vaiighins a separate
account for each of the Central Government, the various state and local govermddis/SA. The
Stabilization Fund contemplated that funds would be distributed among its contributors éarmgiywhich
each such contributor’s royalties, dividends, tax revenues or transfers relétiedoetroleum sector were less
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than the average of such royalties, dividends, tax revenues or transfers for the fineigesrs. In such
cases, contributors to the Stabilization Fund were only able to draw up to the amound ieqeoneer the
difference with respect to the average royalties, dividends, tax revenuasstersdor the previous five years.
The law also provided that the disbursements made by the Stabilization Fund disdad) yefir may not
exceed two thirds of the balance of the Stabilization Fund at the end of the prioydescaHowever, this
restriction was not applicable during the five years ended November 2003.

Distributions from the Stabilization Fund can also be made in years when contriliattbasStabilization
Fund exceeded 80% of the average of petroleum revenues for the previous five ydarse tases, monies
distributed to the Central Government were required to be used: (1) 40% Faritie Unico Sociala fund
designed to provide financing for the implementation of Government programs under the Edelaam(2)
35% for BANDES; and, (3) 25% for the Debt Rescue Fund. Monies distributed to statel gokernments
must be used for investment purposes, except that during fiscal year 2002 and until 3unge 89Q0% of
such distributions could be used by state or local governments to cover budget deficitss ddatibuted by
PDVSA may be redistributed to it and may be expended for any purpose authorized by thedCounci
Ministers, with the consent of the National Assembly.

The Stabilization Fund also contemplated that funds above a minimum requireshdsnet distributed in
cases of emergency or budgetary need, upon the approval of the President in consuthatienG@auncil of
Ministers, with the consent of the National Assembly. However, the minimeehthleat must be achieved in
order to authorize the use of the Stabilization Fund under these circumstascest waequirement during the
first five years after the creation of the Stabilization Fund.

All contributing entities to the Stabilization Fund must calculate within a motehtag end of each quarter
the amount of any contributions that must be deposited for the preceding quarter andkaist degposits
within 90 days after the end of such quarter.

Effective November 27, 2003, the National Assembly enacted a new Stabilizatidiaw. The most
significant reforms to the Stabilization Fund included the following: (1) thestfinof Finance became
responsible for the administration of the Stabilization Fund, although Banco I@eainéained control over
the day-to-day operations and investment policies; (2) the board of directors adlifies&8ion Fund was
composed of representatives appointed by each of the Minister of Finance, therMindanning and
Development, the states and local municipalities and PDVSA,; (3) the purpbseSiabilization Fund
became to achieve budgetary stability at both the national and state levelgddition to the sources of
funding set forth in the previous Stabilization Fund Law, the new law included as anradditurce of
funding amounts raised from the privatization of government-owned companies, concassiocadan joint
venture operations; and (5) the Republic was required to contribute to the fund, net obngandat
appropriations as determined by the Constitution, the surplus (if any) calciddtesldifference between the
aggregate oil revenues for each calendar year, calculated in U.S. dollars, aretdlje af aggregate oll
revenues for the three preceding calendar years. Oil revenues included taveseeeied on oil companies
operating in Venezuela, royalty revenues and dividends paid by PDVSA. AdditjidPaMSA was required
to contribute to the fund 50% of the surplus (if any) calculated as the differen@eheativexport revenue for
each calendar year, calculated in U.S. dollars, and the average of oil expauerésethe three preceding
calendar years, net of taxes. PDVSA remained the owner of amounts it contribute8tabitieation Fund.
The amounts were required to be allocated in separate accounts for each of the RRPMSIA and states
and local governments.

In October 2005, the Stabilization Fund was reformed. The most significant refatmesStabilization Fund
included the following: (1Banco del Tesor@s now responsible for the administration of the Stabilization
Fund; (2) the board of directors of the Stabilization Fund is composed of representativetedpoihe
President in consultation with the Council of Ministers; (3) PDVSA is no longeiresl to contribute funds to
the Stabilization Fund; and (4) withdrawals from the fund are less discretionaajure.

Withdrawals from the fund will be made through the National Treasury, whichpplidhe Bolivar amounts

resulting from U.S. dollar transfers from the Stabilization Fund to meet diwitféiscal revenue and special
financing needs arising from a state of “economic emergency” decreed in aceonddn?enezuelan law.
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Annual withdrawals from the fund may not exceed 50% of the balance of the accdmesaterces from the
preceding fiscal year.

The amended Stabilization Fund Law caps the amounts to be deposited for eaglatiagtientity as follows:
(1) amounts deposited for the Republic may not exceed 20% of the average value of @ilahtperthree
preceding calendar years; and (2) amounts deposited for states and local governgnantereeed 10% of
the average value of oil exports of the three preceding calendar years. Undegrtdec@Btabilization Fund
Law, PDVSA is no longer required to contribute to the Stabilization Fund.

The funds will be managed IBanco del TesoroThese funds will not constitute part of the Republic’s
international reserves nor partBénco del Tesore assets.Banco del Tesorwill be required to submit a
description of the status of the Fund and its investments to the Permanent Fiomneis<ion of the National
Assembly each month.

The balance in the Stabilization Fund aPetember 31, 2004 was approximately U.S.$710 million, an
increase of approximately U.S.$10 million from year-end 2003. The balance inbtiiz&tan Fund as of
December 31, 2005 was approximately U.S.$732 million, an increase of approximately U.Hi8Zrom
year-end 2004. The balance in the Stabilization Fund Bs@dmber 31, 2006 was approximately U.S.$768
million, an increase of approximately U.S.$36 million from year-end 2005.

According to the August 15, 2007 proposal to amend the 1999 Constitution, any referenceabilihati®n
Fund was effectively eliminated. Although the concept of the Stabilization Funzbwiinue to be
recognized, the amended Constitution will no longer establish a rigid framework fabatobhs and
disbursements. However, the executive and legislative branches will retalnilityeto enact future
stabilization policies.

Financing Policy

The Government's primary financing efforts are being directed at tapping éscalrces and financial bases in
order to use national savings generated by individuals and corporations, as evidencezhbgdrievels of
monetary liquidity. This enables the Government to minimize external exposuredaice the cost of debt in
comparison to international debt. In order to reduce the cost of debt, global bonds havsueedodslly

that are payable in Bolivares but denominated in U.S. dollars, obtaining lower coupons.

To optimize the debt balance, the Republic initiated the retirement of approxitdz®e$8.9 billion of its Par

and Discount Brady Bonds in February 2006 which was completed by May 2006. Additionally, atjdimiz

efforts were undertaken with respect to bilateral and multilateral debo, thksre have been efforts aimed at
reducing yearly debt service, including achieving net interest savings through pespayrd refinancing, and
extending the profile of certain maturities.

The Government's current financing policy contemplates access to the doamekinternational capital
markets in order to extend its debt payment profile. The Government’s financing pedicpatemplates the
strengthening of medium- and long-term benchmarks in the domestic and internationahtagités.

Monetary and Exchange Policies

In 2001, Banco Central undertook a more active role in monetary policy than had been pursesdus pr

years in order to provide stability in the foreign exchange market. In May 2001, Bancal Gkaied bonds

held in its portfolio in the open market through the use of repurchase agreements. 1N2A04ust an effort
to stem capital flight and to relieve pressure on the value of the Bolivar an@itsatidnal reserves, Banco
Central implemented the following measures:

* aban on the sale of foreign currency to companies not domiciled in Venezuela, excepetaae
limited circumstances;

* areduction of 3% in the maximum amount of foreign exchange that Venezuelan banks and savings
and loan institutions could hold, from 15% to 12% of their assets; and
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» the establishment of a special reserve that all Venezuelan finandtatimss must maintain at Banco
Central, consisting of 30% of all of their deposits from and loans to public sect@seatid
investment in public sector bonds.

During September 2001, Banco Central continued its restrictive monetary pati@asing its discount rate
from 32% to 37%. This increase in the discount rate was an attempt to restritéshdituidity, discourage
the exchange of Bolivares for foreign currency and promote more conservativeigpandobhgement by
financial institutions.

Banco Central’s actions in 2001, combined with the weak global economy, resulted in excteasgditday
for most of the fourth quarter of 2001. However, during the last two weeks of December 200fnahd e
foreign currency suddenly increased, and Banco Central was forced to reopen itsleslneperations and
increase the discount rate in order to provide stability to the foreign exchanrgs arad prevent rapid
devaluation of the Bolivar. At December 31, 2001, the Bolivar traded at Bs.758 = U.S.$1.00.

In January 2002, Banco Central widened the currency exchange band and allowed thecBidipeerdiate
against the U.S. dollar at a slightly greater rate. This change, however, fadeddn the pressure on the
Bolivar, and Banco Central continued to spend large amounts of its internationa¢sasesefend the value
of the Bolivar. On February 13, 2002, President Chavez announced that the Bolivar aatuiedly, with

no protective band and minimal intervention from Banco Central. Banco Cemitalued to participate
actively in the exchange markets in 2002 in an attempt to slow the depreciation ofithe BolApril 2002,
Banco Central modified the terms relating to the reserves that Venezueladidi institutions must maintain
at Banco Central. These changes, among others, gradually decreased the minimemegsesments of
each institution to 15% of their respective deposits and loans. Additionally, Bantal®egan to participate
in the bond market in April 2002, buying and selling Government bonds, in an effort to stabiliz¢ mateses
by maintaining a constant level of liquidity for bond investors. Despite the intemey Banco Central in
the exchange markets in 2002, the free-floating exchange system put a considerabl®fBpnessiire on the
Bolivar, which led to a significant devaluation of the Bolivar with respect to theddl&r in 2002. On
October 8, 2002, the Bolivar/U.S. dollar exchange rate reached its lowest poirtdatthaThe Bolivar/U.S.
dollar exchange rate on that date, as calculated by Banco Central, was Bs.1,49638. 00, reflecting a
depreciation of 97.4% compared to December 31, 2001. On December 31, 2002, the Bolivaitdy.S. dol
exchange rate, as calculated by Banco Central, was Bs.1,403 = U.S.$1.0(gedleeipreciation of 85.1%
since December 31, 2001.

Exchange Control Regime

In addition to the devaluation of the Bolivar during 2002 described under “—Economic Rudicy
Legislation—Monetary and Exchange Policies” above, the general work stoppage timaintdegeember
2002 resulted in a significant decrease in the availability of foreign curreneyaged from the sale of oil.
This decrease was coupled with an extraordinary increase in the demand for foregoycuesulting in a
significant decline in the level of the Republic’s international reserves anbstantial depreciation of the
Bolivar against the U.S. dollar during the first few weeks of 2003. The substantigioadfoil exports
resulting from the work stoppage also damaged the country’s trade balance. These pulisblgtes
Venezuela’'s economy and threatened to affect negatively the Republiitistalskervice its external debt. In
response to those developments, and in an attempt to achieve monetary statditypado ensure the
Republic’s future ability to continue to meet its external debt obligations, the Reputpended foreign
exchange trading on January 21, 2003. On February 5, 2003, the Government adopted a series of exchange
agreements, decrees and regulations establishing a new exchange control regime.

CADIVI, was created in February 2003 for the administration, control and estahtisbfriee new exchange
control regime. CADIVI is composed of five members who are appointed by thddhesCADIVI is only
responsible for approving private sector imports; public and oil imports are not handledibyICA

From its inception through December 31, 2006, a total of U.S.$60.2 billion in foreign exchangemad be

approved for imports under the exchange control regime. In the fourth quarter of 2006, CADIVEedpprov
approximately U.S.$5.5 billion for imports under the exchange control regime , and in the first qhia@07,
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CADIVI approved approximately U.S.$5.4 billion. For the five years leading up to the intimudo€ the
exchange control regime, Venezuela spent an average of approximately U.S.$1.2 billiomthbesmimports.

The exchange control regime centralized the purchase and sale of foreigniesitireBanco Central. The
Ministry of Finance, together with Banco Central, is in charge of setting thereyehate with respect to the

U.S. dollar and other currencies. On February 5, 2003, the Government fixed the U.Sxdbdage rate at
Bs.1,596 per U.S.$1.00 for purchases and Bs.1,600 per U.S.$1.00 fordadessxchange rate for the

payment of the public foreign debt was set at Bs.1,600 per U.S.$1.00 on February 7, 2003. On February 5,
2004, the Government changed the U.S. dollar exchange rate to Bs.1,915.20 = U.S.$1.00 for purchase
operations and Bs.1,920.00 = U.S.$1.00 for sale operations. The exchange rate for ¢m: pgxrternal

public debt was also set at Bs.1,920.00 = U.S.$1.00. On March 2, 2005, the National Exetciite/&) S.

dollar exchange rate to Bs.2,144.60 = U.S.$1.00 for purchase operations and Bs.2,150.00 = U.S.4le00 for s
operations. The exchange rate for the payment of external public debt was alfss21&0.00 = U.S.$1.00.

The exchange control regime provides that all foreign currency generated through pphiliatersector
operations must be sold to Banco Central at the exchange rate established theBammeCentral and any
other institution authorized to exchange foreign currency is granted a commission of 0.282hforS.

dollar purchased or sold. In instances where transactions are made in cash, trssiconwen be up to 2% of
the total amount.

Unless otherwise expressly authorized, the obligation of the public sector to &g fourrency to Banco
Central includes any foreign currency: (1) introduced into Venezuela through BEANDeFondo de
Garantia de Depésito®r FOGADE, and other public financial institutions; (2) obtained by the Republic
through public credit operations or otherwise; or (3) obtained by other public sectasdnjitiny other
means. In turn, the private sector must sell to Banco Central any foreignoyui® generated from the
export of goods and services; (2) introduced into Venezuela for investment pu(Bbgesierated by
companies incorporated to develop the activities regulated by the Hydrocarbons l(dwgenerated from
transportation services, travel and tourism operations, bank transfers, iengdaase agreements and other
commercial, industrial, professional or personal services or activities.tidwhlly, all foreign currency that
enters the country must be registered through banks and financial institutions adthpi@&DIVI.

With respect to the purchase of foreign currency, the exchange control regime pthaiBanco Central
must approve the Republic’s foreign currency budget. This budget may be adjusted in accdtidahee w
level of international reserves and the flow of foreign currency. Banco Ceiitrs¢Mforeign currency only
if it determines that there are sufficient international reserves.

Public sector entities must request foreign currency directly from Baentalfor the following: (1)

payments of external public debt; (2) transfers required for the Republic’s foegigresrepresentatives

abroad or delegations of the executive, legislative, judicial, civic or eiti@nches participating in special
missions abroad; (3) international commitments of the Republic; (4) paymends telanational security; (5)
urgent health and food provisions; (6) the provision of foreign currency to BANDEBaramb de Comercio
Exterior; and (7) payments resulting from imports occurring prior to February 5, 2003. The exchange control
regime contains provisions that are specific to PDVSA which effectilely # DVSA and its affiliates to

maintain offshore accounts up to a specified dollar amount approved by Banco Central.

The acquisition of foreign currency by private sector individuals or entitiess be approved by CADIVI. To
request approval for a certain operation, an individual or entity must first béeredisvith CADIVI. This
requires proof that social security contributions and tax payments are up to date jom aoldither
requirements that CADIVI may set forth in the future. Any authorization granted\By\@ will be valid for
120 days. The foreign currency that is purchased must be used in accordance with thenestpiest
CADIVI for such currency.

Private sector individuals or entities must request approval from CADRW() the purchase of foreign
currency for transfers of money abroad, payments of imported goods and servipagraedts of interest or
principal on external indebtedness; (2) the purchase of foreign currency for the paydieitkenids, capital
gains and interest that are the product of foreign investment in Venezuela, asfaepayments of service
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contracts, technology contracts or royalties; and (3) the acquisition of foreignayufoe payments under
ADS, ADR, GDS and GDR programs implemented prior to February 5, 2003.

On March 14, 2003, the Ministries of Production and Commerce, Agriculture and Land, atiddte Social
Development issued a joint resolution which attached a list of materials and goodswehiised for the
production of essential goods and services. Operations involving the mategdlgligiose attachments, as
well as those involving medical equipment and materials, will receiverprgi@ treatment from CADIVI.

Gross Domestic Product

In 2002, GDP contracted by 8.9% in real terms compared to 2001. During this period, the pewoteum s
contracted by 14.2% and the non-petroleum sector contracted by 6.0%. This contraction wiasadietpr
decreased oil exports resulting from the effects of the general strike thatibddacember 2002, as well as
the adherence by Venezuela to production quotas imposed by OPEC. Decreases o 4¥nistriction
sector, 13.1% in the manufacturing sector and 12.4% in the trade sector also contrithegesverity of this
contraction.

In 2003, GDP totaled Bs.35.7 trillion in 1997 Constant Bolivares, representing a contra@tid¥anh real
terms compared to 2002. The contraction was primarily due to the general work steppagemporarily
halted economic activity. During this period, the petroleum sector contracted by 1.9B& aunth{petroleum
sector contracted by 7.4%. The contraction in the non-petroleum sector in 2003 resubeitlygrom
decreases of 39.5% in the construction sector, 6.8% in the manufacturing sector and 9.8fade Hextor
compared to 2002.

In 2004, GDP totaled Bs.42.2 trillion in 1997 Constant Bolivares, registering an 18.3% ratetbf for the

year compared to 2003. The significant increase was primarily due to high oil pricels le¢hto an increase

in Government spending and accelerated dollar disbursements. During this periottpthamesector
expanded by 13.7% and the non-petroleum sector expanded by 16.1%. The growth in the non-petroleum
sector in 2004 resulted primarily from growth of 25.1% in the construction sector, 28.1%riadhasector

and 21.4% in the manufacturing sector, compared to 2003.

In 2005, GDP totaled approximately Bs.46.5 trillion in 1997 Constant Bolivares, regjsaelD.3% rate of

growth for the year compared to 2004. The increase was primarily due to high oil pdcas iacrease in

public expenditure, which expanded domestic aggregate demand and led to an increaséamdhsupply.

During this period, the petroleum sector expanded by 2.6% and the non-petroleum sector expanded by 11.1%.
The growth in the non-petroleum sector in 2005 resulted primarily from growth of 22.5% iadheséctor,

23.1% in the construction sector and 16.6% in the transportation sector, compared to 2004.

In 2006, GDP totaled approximately Bs.51.3 trillion in 1997 Constant Bolivares, riegjstet0.3% rate of

growth for the year compared to 2005. The increase was primarily due to the storetfat led to the

increase in 2005, including high oil prices and an increase in public expenditure, which egiamestic

aggregate demand and led to an increase in the national supply. During this period, therpséacier

contracted by 1.9% but the non-petroleum sector expanded by 11.7%. The growth in the non-petroleum sector
in 2006 resulted primarily from growth of 19.2% in the trade sector, 32.1% in the constrectionand

17.7% in the transportation sector, compared to 2005.
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The following tables set forth Venezuela’s GDP in 1997 Constant Bolivareadioioé the periods indicated:

Year Ended December 31,
2002 003 2004Y 2008V 2006Y

Value Share Value Share Value Share Value Share \V::] Share
(in billions of 1997 Constant Bolivares and as percentapare of GDP)

Aggregate Global Demand.....  Bs.38,650.1 100.0%  Bs.35,652.7 100.0% Bs.42,172.3 100.(84.46,530.0 100.0% Bs.51,337.9 100.0%
Aggregate Internal Demand.. 36,486.3 94.4 32,776.6 91.9 42,007.7 99.6 49,943.0 107.3 60,006.8 116.9
Gross Capital Formatian... 9,076.6 235 5,715.9 16.0 8,559.4 20.3 11,806.6 425 15.757.0 30.7
CONSUMPLIOM....c.veveeeeinees 27,825.0 72.0 27,190.0 76.3 31,318.7 74.3 36,322.1 78.1 42,318.9 82.4
Public.........cccevviiiinnns 5,529.5 14.3 5,844.8 16.4 6,676.2 15.8 7,305.9 15.7  7,849.6 15.3
PrVALE. .cvevvveecavenn, 22,295.6 57.7 21,345.1 59.9 24,642.5 58.4 29,016.2 62.4 34,469.4 67.1
Variation of Stock. . (415.3) (1.1) (129.3) (0.4) 2,129.6 5.0 1,814.3 3.9 309 3.8
Net External Demarfd .. 2,163.8 5.6 2,876.1 8.1 164.7 0.4 (3,413.0) (7.3) 66@0) (16.9)
Gross Domestic Product.. 38,650.1 100.0 35,652.7 100.0 42,172.3 100.0 4@)530 100.0 51,337.9 100.0
Petroleum Activities.......... 6,595.7 17.1 6,472.2 18.2 7,360.8 17.5 7,549.5 16.2  7,408.3 14.4
Non-petroleum Activities... 28,789.4 745 26,649.8 74.7 30,934.1 734 34,3759 739 38,408.4 74.8
Agriculture................. 2,144.0 55 2,115.9 5.9 2,208.6 5.2 2,284.2 4.9 423 4.6
Mining 295.2 0.8 282.1 0.8 322.2 0.8 316.7 0.7 329.0 0.6
Manufacturing... . 6,214.9 16.1 5,791.7 16.2 7,033.5 16.7 7,704.0 16.6  8,505.0 16.6
Water and Electricity.... 945.9 2.4 941.1 2.6 1,021.5 24 1,109.2 24 1,1784 23
Construction 2,733.2 7.1 1,654.1 4.6 2,069.0 4.9 2,547.0 55 65333 6.6
Tradé .......... . 3,535.4 9.1 3,190.7 8.9 4,085.7 9.7 5,007.0 10.8 96756 11.6
Transportatiof .......... 2,465.4 6.4 2,305.1 6.5 2,736.6 6.5 3,191.9 6.9 56387 7.3
General Government... 4,471.8 11.6 4,692.6 13.2 5,211.6 12.4 5,584.8 12.0 57946 11.3
Financial Institutiord .. 4,875.5 12.6 4,714.4 13.2 5,463.1 13.0 6,195.1 133 7,1824 14.0
Othef® ......coceeene 1,108.2 29 962.2 2.7 782.3 1.9 435.9 0.9 (20.5) 0.0
Import Rights.................. 3,265.0 8.4 2,530.6 7.1 3,877.5 9.2 4,604.6 9.9 2155 10.8
Q) Preliminary figures.
2) Exports minus imports.
3) Includes commerce, repair services, restaumdshotels.
4) Includes transport, storage and communications.
(5) Includes financial institutions, insurance,|restate and lending activities.
(6) Includes community, social and personal ses/ard private non-profit services and non-profitviees minus imputed banking

services measured.
Source:Banco Central.
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Year Ended December 31,

2002 2003 20047 2008Y 2008Y
(percentage change in real terms)
Aggregate Global Demand......... (8.9)% (7.8)% 18.3% 10.3% 10.3%
Aggregate Internal Demand..... (14.7) (10.2) 28.2 18.9 20.2
Gross Capital Formation....... (18.4) (37.0) 49.7 379 335
Consumption...........cceveeeees (6.2) (2.3) 15.2 16.0 16.5
PUBIC. .t (2.5) 5.7 14.2 9.4 7.4
PrVALE. .. evevrerssevereeeennns (7.1) (4.3) 15.4 17.7 18.8
Net External Demarfd ............ (657.7) 329 (94.3) (2,172.9) 154.0
Gross Domestic Product............ (8.9) (7.8) 18.3 10.3 10.3
Petroleum Activities............... (14.2) 1.9) 13.7 2.6 1.9)
Non-petroleum Activities......... (6.0) (7.4) 16.1 11.1 11.7
Agriculture. (0.8) (1.3) 4.4 34 2.8
Mining........... 4.3 (4.9) 14.2 @7 3.9
Manufacturing (13.1) (6.8) 214 9.5 10.4
Water and Electricity........ 21 (0.5) 8.5 8.6 6.2
Construction................... (8.4) (39.5) 25.1 231 321
Tradé® ................ (12.4) (9.8) 28.1 22.5 19.2
Transportatiof! 4.4 (6.5) 18.7 16.6 17.7
General Government...... 0.4) 4.9 111 7.2 3.8
Financial Institutiorfd ...... (3.1) (3.3) 15.9 13.4 15.9
Othef® ...ocoovivevien. 13.7 (13.2) (18.7) (44.3) -
AJUSTMENES ... (20.4) (22.5) 53.2 18.8 19.9
Q) Preliminary figures.
2) Exports minus imports.
3) Includes commerce, repair services, restaumdshotels.
4) Includes transport, storage and communications.
(5) Includes financial institutions, insurance | restate and lending activities.
(6) Includes community, social and personal ses/ared private non-profit services and financiatintediation services indirectly
measured.

Source: Banco Central

Inflation

The rapid devaluation of the Bolivar in 2002 was accompanied by an increase in infjgti@ssures on the
Venezuelan economy. The rate of inflation, as measured by the CPI, rose to 31.286-éody2002.

For the year ended December 31, 2003, the rate of inflation, as measured by the CPi23td8d and
averaged 31.1% for the whole of 2003. The decrease in inflation was primarily due to thentsoser
implementation of price controls on certain basic goods and food staples.

The rate of inflation, as measured by the CPI, decreased to 19.2% for year-end 2004 and 2Vef¥gtor
the whole of 2004. The decrease in inflation was primarily due to the controlled diewabfdhe exchange
rate and the increase in imports supported by the positive international sgzasiteon.

For the year ended December 31, 2005, the rate of inflation, as measured by the CPt 1¢tdéd and
averaged 16.0% for the whole of 2005. The decrease in inflation was primarily due toeidctearestic
production of goods combined with the fixed exchange rate and the price controls imposedrobasda
goods.

The rate of inflation, as measured by the CPI, increased to 17.0% for year-end 2006 agelal/@i7% for
the whole of 2006. The increase in inflation was primarily due to the insufficigrires in the internal
supply to the significant expansion experienced in the aggregate demand. The inflgtiessures were
partly tempered by increased levels of imported goods and services at astainlal exchange rate, a strong
level of international reserves and liquidity regulatory operations undertakartp Central. Furthermore,
the price controls and the expansion of distribution networks providing low-cost fooddssistebing
inflationary pressures affecting low-wage households.
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The Government has adopted a policy of containing inflationary pressures in the ecoddetaking a
number of concrete actions to reverse the inflationary trends. Among these aetiansiding the
monetization of PDVSA's income by direct contributions of income to FONDEN aenti@n of foreign
exchange for direct payment of foreign currency expenditures, increasing the amoueigof darrency given
to providers of domestic goods and services and increasing investment in areasahdneyanost prone to
inflationary pressures, including the agro-industrial sector.

During the first quarter of 2007, the National Executive announced additional potieieded to control
inflation. These measures were primarily aimed at stimulating the aggseggtg, both internally and
externally, to minimize inflationary expectations and to increase priceotefficiency by strengthening and
expanding the public food distribution networks. Furthermore, the VAT was removed frain gerdds and
services categorized as basic necessities in addition to the three pefaetibmen the VAT for all other
taxable goods and services, effective March 1, 2007 and the further two percent reddettwve Suly 1,
2007.
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The following table sets forth five price indices for the periods indicated:

Producer Price Indé
Manufacturing
Good¥:
Average
End of Period

Raw Materials for
Construction:

Average

End of Period

Wholesale Price
Index? ©:
Domestic Good8:
Average
End of Period

Imported Goods:
Average
End of Period

Consumer Price Ind€k
(Caracas Metro Area):
Average
End of Period

(6)

Source: Banco Central

2002

2003 2004 2005 2006

2002 Full 2003 Full 2004 Full 2005 Full 2006 Full

Quarters Year Quarters Year Quarters Year Quarters Year Quarters Year

1l n 1\ 1l m v | 1l 1 \Y, | Il 1 v I n \Y

63 110 140 72 290 124 79 50 37 174 85 9.9 34 27 278 36 5.8 2.7 12 165 26 9 2 33 30 113
134 71 150 28 439 175 51 47 35 338 12.%.4 1.7 32 260 52 4.7 1.9 09 134 3.0 3.3 31 .7 2127
74 110 174 55 334 156 108 3.0 27492 104 146 6.8 13 432 39 6.7 29 01 191 3 3. 438 51 22 138
149 83 174 01 46.0 245 36 30 24 35,5 17.00.9 3.8 17 370 7.8 3.1 2.3 03 141 4.8 4.8 3.820 164
6.0 114 139 9.2 31.0 145 119 65 79511 8.1 5.8 4.9 33 305 50 5.7 35 1.1 188 3.33.9 55 36 146
13.2 76 146 54 472 225 71 681 51.9 8.1 4.6 3.9 43 224 55 5.6 1.9 15 15.33.3 6.2 3.6 3.8 180
103 176 221 72 46.8 190 7.3 65 29423 123 8.0 1.7 (0.1) 285 31 5.9 1.6 03 115 1 2. 21 1.2 2.6 7.6
220 123 218 0.2 672 264 16 8BO 56.4 17.3 3.7 (0.1) 08 225 53 3.9 1.2 0.2 910 30 1.7 15 2.7 9.2
4.3 7.1 87 176 225 82 6.1 49 49 31.16.3 4.7 4.1 31 217 41 4.1 3.2 29 16.0 1.7 2.86.4 43 137
7.0 54 108 49 31.2 94 55 46 54 27.1 6.4 483 39 192 33 45 33 25 144 1.3 41 6.6 3.47.0
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The Wholesale Price Index and the ProduceeRnidex include the General Wholesale Tax.

The percentage changes refer to the Produges Pidex for manufactured goods (Caracas MetrtgoolArea and Central Region of Venezuela Base $3B00).
This index is calculated with quarterly infortiza collected at mid-term.

The percentage changes refer to the Wholesale Rdex for manufactured goods (Caracas Metitgporea and Central Region of Venezuela Base $98d0).
The Consumer Price Index (CPI) has been cakxlilan the basis of 1997 Constant Bolivares.

The Wholesale Price Index has been calculateti@basis of 1997 Constant Bolivares.



Foreign Trade and Balance of Payments

Foreign Trade

Foreign trade plays a vital role in the Venezuelan economy. Venezuelmt@tithas experienced a
favorable balance of trade. Average annual exports for the five years ended 2006 3v842.9 billion.
During the same period, average annual imports were U.S.$19.4 billion.

In 2006, Venezuela's total exports were U.S.$65.2 billion. Petroleum products represasostisegnificant
exports for Venezuela, totaling U.S.$58.4 billion during 2006. During the same period, fmghkim
consisting mainly of raw materials, machinery, equipment and manufactured gooalt). #632.2 billion.

Trade Policy

The basic goals of Venezuela’s trade policy are to generate sustainable grdwthaoeconomic stability by
diversifying production and promoting Venezuelan products in the international market. itlge pol
contemplates increasing the number of small and medium sized companies with expditiesparomoting
nontraditional exports, reinforcing current trade alliances and developing nevaliiadees with an emphasis
on South American and Caribbean countries. In addition, Venezuela has entered into a nbilaerabf
regional and multilateral free trade agreements. It is an active menther@ATT and the WTO.

The Government has entered into agreements with a number of countries, includingsduauth
America, North America and the Caribbean basin, as well as countries inrtiige&n Union, Africa, the
Middle East and Asia, regarding the promotion of bilateral trade and economic anddgaialevelopment,
as well as the facilitation of purchases of petroleum and refined petroleum grotiuttis connection,
Venezuela entered into several agreements with the Caribbean countriedheitframework of Petrocaribe
to supply oil and products under preferential financing conditions similar to thobéstsd by other
agreements between Venezuela and Central America and South Amexieanssich as Argentina, Bolivia,
Ecuador and Uruguay. In exchange, these countries supply goods and serviceslinreageag well as
technical assistance to Venezuela, including agricultural advising and medszainueir

In December 2004, President Chavez and China’s President Hu Jintao signedfaigtalenergy,
agricultural and technical cooperation agreements. During President Chési4ts China, the Ministry of
Energy and Petroleum, referred to as MEP, and the Chinese National Petrolgamattor, or CNPC, also
agreed to develop an oil field in eastern Venezuela. In 2006, Venezuela and China sidivehlaaitli
agreements, and by September 2006, Venezuela was shipping approximately 200,000 bardesaatic
products per day to China. In 2007, the two countries signed additional agreements which pooted f
construction of three refineries in China to process Venezuelan crude oil, aogeexplilding a refinery to
upgrade heavy crude oil to lighter quality using Chinese technology and to process crude tbié f@nnoco
Belt.

Between 2004 and 2006, Venezuela entered into agreements with numerous countriescwbéchdn the
delivery of oil, the fight against terrorism and drugs, poverty and other matters. oveen@ent is pursuing a
variety of regional initiatives known as the Bolivarian Alternative forAheericas, or ALBA, and the South
American Union of Nations, or UNASUR. These initiatives are designed tgy#ten cooperation among
Latin American and Caribbean countries. In this connection, the Transoceanic Pgelmeortant energy
integration project between Colombia and Venezuela, is scheduled to be completed iin 20,
Venezuela became an associate member of Mercosur. Venezuela has encbhesagaulintries to take part
in numerous energy integration projects such as the Great Southern PipelineRetdotha initiative, as well
as building and expanding refineries in Brazil, Uruguay and Paraguay. In April 200&uétneCuba and
Bolivia entered into the Peoples’ Trade Treaty, which is a political, Ismeibeconomic cooperation
agreement that covers initiatives in trade, health, social services agg,eamaong other matters.

Trading Partners

Foreign trade plays a vital role in the Venezuelan economy, the United Siatp¥erezuela’s most
important trading partner. As of December 31, 2006, Venezuela was ttieléwgest exporter of crude and
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petroleum products to the United States. In additidhédJnited States, Venezuela’s significant tradintnpas
include China, Colombia, Brazil and Japan.

The following tables set out the geographical distribution of Venezuela’s imports antsekmduding in the
petroleum sector, for the periods indicated:

Imports
Year Ended December 31,
2002 2003 2004 20058Y 2006Y
(as a percentage of total)
Brazil.......c.cocoe.... 6.2% 5.1% 7.0% 8.4% 9.6%
Colombia.............. 7.9 6.8 10.0 10.1 10.0
France..........c....... 0.7 1.9 11 11 13
Germany.... 4.6 3.1 3.1 2.6 2.4
Italy ............. 4.0 1.9 25 21 21
Japan.........c...... 34 1.7 2.9 3.0 3.2
United States....... 31.7 25.8 28.7 29.0 29.0
Others.........ccc...... 415 53.7 447 43.7 42.4
Total.....ccoveee. 100.0% 100.0% 100.0% 100.0% 100.0%
Exports
Year Ended December 31,
002 003 2004Y 2005V®@ 006" @
(as a percentage of total)
Brazil........c.cooe.... 2.1% 1.0% 0.4% 0.4% 0.8%
Colombia.............. 2.8 2.4 2.7 2.0 11
France........ 0.6 0.2 0.1 0.5 1.1
Germany.... 0.4 0.5 0.5 0.7 0.4
Italy ............. 0.6 0.5 0.4 0.6 0.7
Japan............... 0.2 0.5 0.5 0.4 0.3
United States...... 45.1 42.5 42.3 48.4 48.9
Others 48.2 524 531 47.0 46.7
Total 100.0% 100.0% 100.0% 100.0% 100.0%
Q) Preliminary figures.
2) Information for iron ore is unavailable.

SourcesBanco Central, INE, PDVSA and Ferrominera del Ocoo

Development of Non-Petroleum Exports

Venezuela’s principal non-petroleum exports include steel, iron ore, chemical praduetsium, fish and
shellfish, cement, paper products, ceramics and tropical fruits. Venezuel&drasteps to increase its non-
petroleum exports as part of its plan to diversify its sources of foreign exchanggsand fiscal revenues.
Nonetheless, in the short and medium term, petroleum exports (including natuekegas)ected to continue
to comprise the substantial majority of Venezuela’s exports in dollar value. In 2082etmoleum exports
totaled U.S.$5.2 billion, representing 19.6% of total exports. During 2003, non-petroleum expleds tota
U.S.$5.2billion, representing 19.1% of Venezuela’s total exports during that period. In 2004, nonypetrole
exports totaled U.S.$6Mllion, representing 17.1% of Venezuela’s total exports during that period. During
2005, non-petroleum exports totaled U.S.$7.4 billion, representing 13.3% of Venezuela’s total dugiog

that period. During 2006, non-petroleum exports totaled U.S.$6.8 billion, representing 10.4heniidla’s
total exports during that period.

Balance of Payments

CADIVI has allocated additional amounts of foreign exchange to address the needgofgadamestic
economy. Accordingly, imports continued their upward trend. Imports of goods related tofoapition
registered notable growth, followed by increases in imports of goods for final andediate consumption.
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Because Venezuela is a major oil producer and exporter, it has historicaliged trade and current account
surpluses. The current account surplus was U.S.$7.6 billion during 2002 as compared tsasurpl
U.S.$2.0 billion in 2001. This increase in the current account surplus was due mainlgigmifigant
decrease in imports during 2002. In 2003, the current account surplus was U.S.$11.8 billion, and in 2004, the
current account surplus was U.S.$15.5 billion. The increase in the current accow# isuP903 was
attributable to a favorable trade balance due to a decrease in the level ¢ iagp@result of the
implementation of the exchange controls and decreased economic activity. In 2004, tke indteacurrent
account surplus was primarily due to an increase in exports and the prices of centaiodities, including oil
and oil derivatives. In 2005, the current account surplus was U.S.$25.5 billion. The salbstaaase in the
current account surplus was due primarily to a favorable trade balance ozisfdby an increase in the
price received for petroleum exports.

For 2006, the overall balance of payments totaled approximately U.S.$4.7 billion and theanooeint
surplus was U.S.$27.2 billion. The increase in the current account surplus was cuiypdinthe high levels
of prices for petroleum products. The current account surplus reflected thegpegilution of oil exports,
which, benefiting from recent increases in prices, increased to U.S.$58.4 billion6u4r 8Rtotal exports.
Non-oil exports, estimated at U.S.$6.7 billion, showed a slight drop which could be relatecefmogiganing
of the domestic production of certain basic products towards satisfying the domeatat, in which the
demand showed an expansionary trend.

The capital account recorded a deficit of U.S.$9.2 billion for 2002. The deficit in thel @ggiount in 2002
was due primarily to significant outflows that occurred in connection with thecsenaf external debt, which
were not, as in prior years, balanced by strong foreign investment or new disbursemxtet®af @ebt. The
capital account recorded a deficit of U.S.$5.6 billion for 2003 and U.S.$11.1 billion for 2004¢afits
account deficit in 2003 was due to a reduction of capital outflows stemming from trengracontrol regime,
a reduction in net portfolio investment payments and an increase in direct inviesirhe increased capital
account deficit in 2004 was primarily due to an increase in foreign assets andsagfrexternal debt
obligations. During 2005, the capital account recorded a deficit of U.S.$16.8 billion. Theidfie capital
account in 2005 was due primarily to an increase in public sector external assets

During 2006, the capital account recorded a deficit of U.S.$19.5 billion. The defic#é capital account in
2006 was due primarily to the operations of the public sector with an emphasis on thié@cgfiigortfolio
assets, the reduction of sovereign debt and the financing granted by the petroleum imdtssttients and
affiliates.

In 2002, foreign direct investment decreased significantly to approximately U.S.3$lli88,ras compared to
U.S.$3.7 billion in 2001. In 2003, foreign direct investment increased to approximately U.S\#Hg89 In
2004, foreign direct investment totaled U.S.$864 million, and in 2005, foreign direct innésttaded
U.S.$1.5 hillion. In 2006, foreign direct investment totaled U.S.$854 million.
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The following table sets forth Venezuela’s balance of payments for the periodgéadic

Year Ended December 31,

2002 2003 2004 20087 2006"
(in millions of U.S. dollarsf
Current ACCOUNt.........cocooveeeereen $ 7,599 $11,796 $ 15,519 $ 25,534 $ 27,167
Trade Balance............ 13,421 16,747 22,647 31,780 32,984
Oil Exports (f.0.b.)..cccceienn. 21,532 22,029 32,871 48,069 58,438
Non-oil Exports (f.0.b.)............. 5,249 5,201 6,797 7,404 6,772
Imports (f.0.b.) oo (13,360) (10,483) (17,021) (23,693) (32,226)
SerViCeS.....coovvirrieenne. (2,909) (2,634) (3,383) (3,866) (4,259)
Transportation.... (1,241) (954) (1,384) (1,781) (2,235)
Travel ... (547) (528) (576) (626) (559)
Communications...............ccc.... (20) (10) (13) 8 41
Insurance................ (155) (113) (163) (218) (287)
Government.........c.cccoceeeereeeenes 15 (174) (142) (72) (205)
Other................ (971) (855) (1,105) (1,177) (1,114)
Investment Income.... (2,756) (2,337) (3,673) (2,281) (1,512)
1,474 1,729 2,050 4,159 7,532
496 300 337 485 787
659 34 35 97 269
319 1,395 1,678 3,577 6,476
(4,230) (4,066) (5,723) (6,440) (9,044)
(1,877) (1,801) (1,723) (2,014) (2,142)
(299) (269) (298) (349) (359)
(2,054) (1,996) (3,702) (4,077) (6,543)
(157) 20 (72) (99) (46)
Capital and Financial Account.... (9,243) (5,558) (11,116) (16,841) (19,468)
INFOWS.....ooic e 6,827 9,242 8,984 12,485 13,403
Direct Investment................. 782 899 864 1,499 854
Public Debt (long-term)........ 2,340 3,201 3,353 2,364 1,603
Bonds.......ccocooiiiniiiieenes 200 1,378 2,436 1,454 0
Loans and Trade credits 2,140 1,823 917 910 1,603
433 61 56 299 0
0 0 0 0 0
433 61 56 299 0
0 878 435 1,346 96
3,272 4,203 4,276 6,977 10,850
OUtflOWS.....oooiiiieee (16,070) (14,800) (20,100) (29,326) (32,871)
Direct Investment................. a77) 0 (99) (3,486)
Public Debt (long-termy)........ (3,119) (5,818) (5,704) (2,953) (6,115)
Bonds.......ccccooiiniiiiiieenes (1,572) (3,288) (3,774) (1,184) (4,186)
Loans and Trade credits (1,547) (2,530) (1,930) (1,769) (1,929)
Private Debt (long-term)...... (389) (851) (944) (1,056) (802)
BONds.......ccocovviieiriens (21) 0 (26) (42) (62)
Loans.......ccceu..e. (368) (851) (918) (1,014) (740)
Imports Financing.... (90) (295) (411) 0
Other.......cccocovvicine. (12,562) (7,864) (13,257) (24,807) (22,468)
Net Errors and Omissions.... (2,783) (795) (2,503) (3,236) (2,963)
Overall Balance............cccccovevueeunn. (4,427) 5,443 1,900 5,457 4,736
Change in Reserves (Increase)... 4,427 (5,443) (2,900) (5,457) (4,736)
ASSELS ... 4,430 (5,454) (2,155) (5,424) (4,676)
Banco Centr&.. 1,070 (7,604) (2,146) (5,402) (4,640)
BANDES..........cccoovriiiiriiines 0 0 0 0 0
Stabilization Fund................ 3,360 2,150 (C)] (22) (36)
Obligations............ccccccceeee. ?3) 11 255 (33) (60)
Banco Centr&? () 11 255 (33) (60)
1) Preliminary figures.
2) Figures without parentheses indicate a dimamutf the assets or increase of the correspondibdities. Figures within
parentheses indicate an increase of the assdisimution of the corresponding liabilities.
3) Excludes changes in valuation.

Source: Banco Central
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International Reserves

Banco Central intervened in the foreign currency markets in 2002 in an attempt tothelsi@ue of a rapidly
depreciating Bolivar. As a result, the level of gross international reserge=aded in 2002. At December 31,
2002, gross international reserves at Banco Central totaled U.S.$12.0 billion, mépgeaelecrease of
U.S.$293 million from December 31, 2001. At December 31, 2002, international monetarycaakaets
U.S.$15.4 billion, liquid operating reserves totaled U.S.$8.0 billion and net internatiseala® (excluding
funds in the Stabilization Fund) totaled U.S.$12.0 billion. At the same date, thechialdine Stabilization
Fund was U.S.$2.9 billion.

Gross international reserves stood at U.S.$20.7 billion at December 31, 2003 (excludirig fhads
Stabilization Fund), representing an increase of U.S.$8.7 billion since Dec@ini2902. At the same date,
the balance in the Stabilization Fund was U.S.$700 million. As a result of the impd¢iom of exchange
controls in 2003 and the establishment of CADIVI's procedures for allocation and appiréereign
exchange purchases, the year-end balance of gross international reserves aeBaatat@ecember 31,
2003 included amounts approved for conversion to U.S. Dollars, but not disbursed, substagttiatithiain in
subsequent periods.

Gross international reserves at Banco Central increased by U.S.$2.8 bili@ebé&ecember 31, 2003 and
December 31, 2004, rising to U.S.$2Billion at year-end 2004. At December 31, 2004, international
monetary assets stood at U.S.$24.8 billion, liquid operating reserves at Banco Gié@lU.S.$17.9 billion
and net international reserves (excluding funds in the Stabilization Fund) tot&l&28I2 billion. At the
same date, the balance in the Stabilization Fund was U.S.$710 million.

Banco Central’'s gross international reserves at the end of 2005 totaled U.S.$@#6rbpresenting an
increase of U.S.$6.1 billion since December 31, 2004. In addition, funds in the StabilizatiootBlet t
U.S.$732 million. At December 31, 2005, total international monetary assets total®80J7 illion, liquid
operating reserves at Banco Central totaled U.S.$23.5 billion and net internatsamaés (excluding funds in
the Stabilization Fund) at Banco Central totaled U.S.$29.4 billion.

Gross international reserves at Banco Central increased by U.S.$7.0 biti@ebéecember 31, 2005 and
December 31, 2006, rising to U.S.$36illion at year-end 2006. At December 31, 2006, international
monetary assets stood at U.S.$37.9 billion, liquid operating reserves at BancttCemdc U.S.$28.9 billion
and net international reserves (excluding funds in the Stabilization Fund) total&8&J5illion.

37



The following table sets out a breakdown of the international monetary assets nfidarfer the periods
indicated:

Year Ended December 31,

2002 2003 2004 2005 2006
(in millions of U.S. dollars)

International Reserves at Banco Central......... $12,003 $20,666  $23,498 $29,636 $36,672
GOIAY e 3,516 4,632 5,122 5,718 7,255
Special Drawing Rights.............coooiiiennnne. 11 10 9 5 0
IMF POSitior? ..........oooooooririoereeerieeenn, 438 478 500 460 484
Total Liquid Operating Reserves...... 8,038 15,546 17,867 23,453 28,933
Liabilities of Banco Centr& ...........cccoooocovervvveeee (29) (40) (295) (262) (202)
Net Liquid Operating Reserves...............cccu.ve.e. 8,009 15,506 17,572 23,191 28,731
Stabilization Funé® ...........cccoovvrrsrinnn 2,857 700 710 732 768
Other International Monetary Assgts.... 506 532 598 313 430
International Monetary ASSEts....................ooeooe 15,366 21,898 24,806 30,681 37,870

1) Figures are valued at the market price for gilthe relevant dates and reflect methodologicahgements in the accounting

treatment for gold-swap operations.

2) Includes net IMF Position.

3) Includes Banco Central’s reserve liabilities.

4) Includes the Stabilization Fund portfolio maeddy Banco Central.

(5) Other than amounts in the Stabilization Fund.

(6) Includes all monetary or similar assets denaeid in units of exchange other than Bolivares awrecontrolled by the Republic,

Banco Central and other public sector entities.

SourcesBanco Central, BANDES and PDVSA.

Banco Central Transfers

In 2001, Banco Central's board of directors approved the transfer of Bs.1.8 trilliorizeddacome from
Banco Central to the Government in accordance with the provisions of the Cemikal&v. In 2002, Banco
Central transferred an additional Bs.1.7 trillion in realized income to the Gogatnfithe amounts
transferred were used for certain investment projects and social program&aiviirament. The income that
was the subject of the transfer was derived from the accumulation of dealdés from foreign exchange
operations of Banco Central. The transfer did not affect unrealized gainemmnferchange holdings.

A new Central Bank Law was enacted on October 3, 2001. The amended Central Bapktiraves to
provide that 10% of Banco Central’'s annual net income is to be allocated to Bancd<Cgenexal reserve,
and a maximum of 5% of annual net income can be set aside in a voluntary reserve fundrdamee with
the new Central Bank Law, the remainder of Banco Central’'s income must berieah$d the Government
within the six-month period following Banco Central’s fiscal year end. On Ocfldheét002, an amendment
to the Central Bank Law was approved by the National Assembly requiring the ¢afcafahe amount of
Banco Central income to be transferred to the Government must now be calcudayeshemonths, rather
than annually, and must be transferred to the Government within the six-month pedathfiplbach such
calculation.

In July 2005, the National Assembly approved an amendment to the new Central Bank Laefoifine
allows PDVSA to maintain its oil and gas export proceeds in offshore accounts in susuffinient to cover
its foreign currency-denominated investments and expenses. The balance of swetdspreteof applicable
corporate income tax, dividends and royalties, must be contributed by PDVSA to FONDENINtS
deposited in FONDEN may only be used for social, educational, health careylmbiibgement and special
and strategic purposes. Under the amended law, Banco Central is required tonddtegraptimum level of
international reserves and to distribute the excess to FONDEN and inform thedlassembly on an annual
basis. The reform also requires Banco Central to make a one-time special dontttd&#ONDEN of
U.S.$6.0 billion from Venezuela’s foreign currency reserves. This deposit wasetedph November 7,
2005, and since that date through May 11, 2007, approximately U.S.$11.0 billion has been added by Banco
Central.
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Foreign Exchange Rates and Exchange Controls

Prior to February 1983, the Bolivar/U.S. dollar exchange rate was fixed at Bs.4.305%.00S In February
1983, a system of differential exchange rates was implemented to reduce importstiamdatesiomestic
production, including the production of non-traditional exports. Under this system, whileltharBvas
permitted to float for certain transactions, a series of controlled foreignregehates was established to
moderate the inflationary impact of the cost of living and to mitigate the falecwsts of the devaluation of
the Bolivar among those sectors of the economy with high levels of external debt.catiesked rates of
exchange were utilized for payments of registered external public and privaendegbt most commercial
transactions. During the same period, a much higher free market exchange tatefieas for obtaining
foreign exchange for tourism, imports of certain non-essential goods, personal trandfeestain other
items.

Although the system of differential exchange rates assisted in moderatitigmfigalso resulted in
imbalances in both the external and internal accounts by effecting quantitativgioas on imports. This
created an anti-export bias in the Venezuelan economy and increased spguéssivee on the Bolivar. In
March 1989, the Government ended the system of official, controlled exchange ratswhbliched a unified,
floating exchange rate with free convertibility.

A financial sector crisis in 1994 resulted from solvency and liquidity crisem@ienezuelan financial
institutions. The crisis, occurring in the context of a general climate of econndhmodtical instability,

caused a run on the foreign exchange markets in favor of U.S. dollars. At the end of Jurieel®8hange
rate had declined to Bs.171.80 = U.S.$1.00 from Bs.105.90 = U.S.$1.00 at the end of Decembend993. T
adverse effect of such pressure in the foreign exchange markets, the resultincationsof devaluation
expectations and the loss of international reserves led the Government torolosetsy the foreign

exchange markets on June 27, 1994. The Government thereafter adopted a new exchanggicomivol re
July 9, 1994. Between July 1994 and December 11, 1995, the official exchange rateatvas set

Bs.170 = U.S.$1.00. On December 11, 1995, the Government devalued the Bolivar and chanffieid|the
exchange rate from Bs.170 = U.S.$1.00 to Bs.290 = U.S.$1.00. In April 1996, the exchange control syste
was eliminated and the Bolivar was permitted to float. On April 22, 1996, Vendametiuced a unified,
free-floating exchange rate with free convertibility. The exchange ratswiect to a system established by
Banco Central which was designed to allow the Bolivar to fluctuate within aicgaldnd.

The deteriorating economic and political environment in Venezuela during early 2§§#réd large-scale
capital flight and increased pressure on the value of the Bolivar. In response,&santal was required to
utilize large amounts of its international reserves to support the value of ikarB@n February 13, 2002,
President Chavez announced that the Bolivar would float freely, without a preteatid and with minimal
intervention from Banco Central. On October 8, 2002, the Bolivar/U.S. dollaapge rate reached its lowest
point to date since its initial devaluation. The Bolivar/U.S. dollar exchangemahat date, as calculated by
Banco Central, was Bs.1,496.25 = U.S.$1.00, reflecting a depreciation of 97.4% comi2eedrnber 31,
2001. On December 31, 2002, the Bolivar/U.S. dollar exchange rate, as calculatedd &atral, was
Bs.1,403 = U.S.$1.00, reflecting a depreciation of 85.1% since December 31, 2001.

In accordance with the new fixed exchange control regime that became effectiveraary8, 2003, the
Bolivar/U.S. dollar exchange rate was set at Bs.1,596 = U.S.$1.00 (purchase) a®@0Bs1.S.$1.00 (sale).
On February 5, 2004, the Ministry of Finance and Banco Central changed the BoBvaidUar exchange

rate to Bs.1,915.20 = U.S.$1.00 (purchase) and Bs.1,920.00 = U.S.$1.00 (sale). On March 2, 2005, the
Ministry of Finance and Banco Central set the U.S. dollar exchange rate to Bs@A41%.$1.00 (purchase)
and Bs.2,150.00 = U.S.$1.00 (sale).

In February 2007, a monetary reform was announced by presidential decree under the B [Eava that
effectively eliminated three zeroes, or divided by 1,000, the Bolivar's exchaegeffactive January 1, 2008.

For more information on the exchange control regime adopted in February 2003, refentdtanfe Control
Regime”.
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The following table sets out the average Bolivar/U.S. dollar exchange rates jparits indicated:

Exchange

(Bolivar/

Year and Month U.S. dollar)
2002

FIFSt QUAIET ...ttt ettt ettt b e st s et ve s Bs.864.33

Second Quarter..... et 1,012.92

Third Quatrter...... . 1,386.70

FOUMN QUAIEL.........ooiiieececee ettt st bbb 1,379.86
2003

FIrSE QUAIET........covviiei ettt bbb b Bs.1,634.51

SECONA QUAIEL.........ovtieceieiieieietceeee ettt ettt bbb s s s ettt sesese s s e ees 1,600.00

TRIFA QUAIEL ..ottt ettt sttt b st 1,600.00

FOUMN QUAIET ...ttt bbbt ees 1,600.00
2004

First Quarter. Bs.1,781.36

Second Quarter . 1,920.00

Third Quarter . 1,920.00

FOUMN QUAIEL. ........cviiiiiieccet ettt bbbt s 1,920.00
2005

FIFSt QUAIET.........oeieiieteee ettt ettt bttt s st Bs.1,989.37

SECONd QUAMEL..........ocviveeieiieieiceeece ettt et 2,150.00

Third Quarter......... 2,150.00

FOUMN QUAIET ...ttt ettt ettt s et 2,150.00
2006

FIrSE QUAIET........covviii ettt sttt bbb s Bs.2,150.00

Second Quarter 2,150.00

Third Quarter......... . 2,150.00

FOUMN QUAIET ...ttt ettt ettt s et 2,150.00
2007

FIFSt QUAIET ... ..ottt ettt ettt sttt bttt Bs.2,150.00

Source:Banco Central.
Employment and Labor

Labor Policies

The composition of the labor force in Venezuela has undergone substantial changes dwastgithgdars.
The most significant change has been a shift in employment from the primamy peatipally consisting of
agricultural activities and petroleum and mining exploration and extraction, to tlaeytedctor, principally
consisting of services, finance, transportation, communications and Governmeoyrasigl

According to INE, during the last six months of 2006, approximately 41.1% of the Venezuelafotab was
engaged in the informal sector of the economy. The informal sector is comprised sfidevoekers, self-
employed owners, laborers and non-paid family laborers.

Under the Economic Plan, the Government contemplates the integration of thealrdfechor into the
economy. The Government intends to make technological and financial assistalatdeateainformal sector
participants on terms equivalent to those being offered to small- and medadresinpanies in the formal
sectors of the economy.

The Economic Plan contemplates the implementation of programs to improve lthevskibf the Venezuelan
labor force and to promote an efficient labor market that would allow optimal tydbiliVenezuelan
workers. The Government also seeks to promote the improvement of wage levels thrthepoductive
sectors of Venezuela’s economy consistent with its desire to minimizefidteonary effects or expectations
that could result from wage increases.
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As part of the Chavez administration’s domestic initiatives, privatepeaaias in Venezuela are being asked to
introduce “co-management” among workers and boards of directors as the preferrédfroogmrate
governance. Under this initiative, companies are invited to adopt the model andnhiav@@am of 20%

worker representation on their governing boards in order to receive new loans frobastae

Labor Force

As the labor force of Venezuela has grown in recent years, there have been nuifatsus absorb the
increasing numbers of workers in Venezuela, particularly persons migrating frahtorurban areas.

Given the significant GDP growth exhibited in the past four years, a shortage of managersonnel,
technicians and skilled workers and a relatively limited supply of manufiagtand agricultural workers
currently exists. The working-age population is expected to grow substantially in coraisg Beginning in
2003, social Missions have led to significant improvements in the training and educatianwdbcturing and
agricultural workers.

At the end of 2006, the labor force was estimated at 12.3 million. The rate of unemplogereased from
11.4% at year-end 2005 to 9.5% at year-end 2006, which was due primarily to increased pablic sec
opportunities including the expanding social Missions.

The following table sets forth employment activity by sector for the periodsaitedi:

Year Ended December 31,

2002 2003 2004 2005 2006
Labor Force:
Employed.........cccooiiiiiiiieen 9,786,176 83.8% 9,993,806 83.2% 10,417,612 86.1% 10,733,980 88.6% 11,104,624 90.5%
Unemployed.........ccoooeviiiiiieene. 1,887,739 16.2 2,014,913 16.8 1,687,682 13.9 1374299 114 1,165,008 9.5
Total o 11,673,915 100.0 12,008,719 100.0 12,105,294 100.0 12,108,279 100.0 12,269,632  100.0
By Sector:
Petroleum and Mining.................. 46,320 0.5 54,850 0.5 66,244 0.6 71272 0.7 75,798 0.7
Agriculture, Fishing and Hunting.. 973,207 9.9 1,072,213 10.7 1,078,353 10.4 1,039,131 9.7 1,006,390 9.1
Manufacturing............cccoeeeeerieenes 1,149,098 11.7 1,160,662 11.6 1,175,326 11.3 1,245,453 11.6 1,333,693 12.0
Water, Electricity and Gas............ 52,071 0.5 53,250 0.5 52,194 0.5 56,893 0.5 49,179 0.4
CONStIUCHON......ccvveveeveeie e 771,545 79 706,790 7.1 793,700 7.6 857,581 8.0 1,049,424 9.5
Commerce, Restaurant and Hotels 2,623,172 26.8 2,563,145 25.6 2,518,241 24.2 2,619,613 24.4 2,638,986 23.8
Transportation, Storage and 715,597 7.3 748,895 7.5 850,443 8.2 870,305 8.1 912,259 8.2
Communications.................
Financial Institutions, Insurance 474,670 4.9 472,903 4.7 495,691 4.8 516,857 4.8 553,041 5.0
and Real Estate..................
Community, Social and Personal 2,954,790 30.2 3,125,558 31.3 3,242,693 31.1 3,364,831 31.3 3,453,135 311
SEeIVICES......cccvvevvieeie e anen
Others.......cccoceeveeviecieceeee e, 25,706 0.3 35,540 0.4 144727 1.4 92,044 0.9 32,719 0.3
Total o 9,786,176 100.0% 9,993,806 100.0% 10,417,612 100.0% 10,733,980 100.0% 11,104,624  100.0
SourcelNE.

Labor Regulations and Labor Liabilities

TheLey Orgéanica del Trabajoor the Organic Labor Law, sets forth minimum standards for employee benefits
and working conditions, such as a minimum wage, a maximum number of working hours, mandatorg holiday
and vacations, minimum retirement, severance compensation and health ancgafatipns.

The Organic Labor Law applies to private sector workers and to most public septoyees. The rights of

other public employees, technicians and professionals are also regulated by tifeldministrative Careers.
Public sector wages are set by decree, in accordance with the labor laws aaa tfeClollective Contracting
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of the Public Sector. Subject to minimum wage limitations set by the Goeetnprivate sector wages are
competitive or set through collective bargaining contracts.

In June 1997, the Government reformed the Organic Labor Law. The new law implemeiptediiz t
agreement reached among the Government, employees represented by unions and dlyeirseriile most
significant reform was the elimination of the retroactive calculation of niandseverance compensation for
years of service. Previously, employers has been required to pay severapeasation for years of service
calculated retroactively, based on an employee’s salary at the tiemnifiation of the labor relationship,
regardless of any changes in the salary over the course of the employment. The rezuiled that
severance pay accumulated through December 1996, referred to as the Labaekjdi®lipaid out within
five years to both public and private employees. After December 1996, empl@rersequired to calculate
severance compensation monthly, based on wages earned at that time, and deposit the amaccwunt of
the employee. The amounts deposited earn interest tax-free, which interestwikdngtzvn by employees
on a yearly basis. The account must accumulate during the entire period of employmernterdaof the
employment relationship the entire amount can be withdrawn by the employee. Uirdet diecumstances,
portions of the principal in the account may be withdrawn by the employee before tHalemeémployment
relationship.

The Government has amended the 1997 labor law to provide for the payment of Labdrdsatviled to
public sector employees over a period of five years, together with interagiredcribed rate commencing in
1998. The Government has created a presidential commission to quantify and dvepseedssing of the
Labor Liabilities with respect to employees of the Central Government.

Since 1998, the Government has maintained a continuous effort to honor past Laboresialilitbecember
31, 2006, the estimated total amount of the Government’s Labor Liabilities waktsddo be approximately
Bs.21.6 trillion.

In April 2007, the Government extended a firing freeze for private and public sectorsvgdkerned by the
Organic Labor Law, effective through December 31, 2007. Under the decree, workerstroayfired,
demoted or transferred without just cause.

Minimum Wages

The Government sets the minimum salary for all public and private sectayyeap] which it adjusts as
necessary to take into account changes in inflation and costs of living. The minimum wggadoally
increased over the years. In setting and adjusting minimum wages, the Governméati@edto address
losses of purchasing power by the poorer segments of the Venezuelan labor force vwatimg an
inflationary cycle.

The latest adjustment made to the monthly minimum wage occurred on April 25,12€0¥ form of a
presidential decree which set the minimum wage for all public and private segttwyees at Bs.614,790, or
approximately U.S.$286, beginning May 1, 2007, representing a 20% increase over the previous minimum
wage.

Labor Benefits under the 1999 Constitution

The 1999 Constitution provides certain rights to all laborers in Venezuela. It inclgdes with respect to the
maximum number of hours a person may be required to work, benefits in the event of loss ofmemipémd
non-discrimination on the basis of, among other factors, race, sex, age or creed. The &uvsrinnthe
process of modifying the Organic Labor Law in accordance with the rights granted &rsatnoder the 1999
Constitution. As part of these developments, the Government is also currently in the procefesniing the
social security system.

Reforms to the Social Security Laws

The Organic Law of Social Security took effect on December 30, 2002. This lawrdetsulostantial reforms
to the national social security system. The services covered by the souidtlyssystem are divided among
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three types of services: Health Services, Social Services and HousiapSeiThe responsibility of
managing and administrating these services will be shared among the NatidtraByistm, the National
Housing Bank, the National Geriatric and Gerontology Institute, the Natienaidh Institute, the National
Employment Institute, the National Labor Health Institute and the Workeaisifig and Recreation Institute,
which will each be in charge of their respective social services.

Under the terms of the Organic Law of Social Security, both workers and emplye@ntribute to a
collective social security system managed by the Government. Under thlessgarity system, workers in
the informal sector of the economy will be able voluntarily to join the social $esystem and make the
contributions necessary to enable them to receive a future retirement pengiansulisidy by the
Government of a certain percentage of their contributions. Along with contributnsefnployees,
employers and the Government, the social security system will also be firanseveral other sources,
including income from investments made with social security funds.

The law provides that the current Venezuelan Institute of Social Security, altmthe/bther governmental
entities and offices that are currently in charge of certain servicesecobgrthe social security law, will be
replaced gradually by entities that will form the social security syst#& newly-created entity, the
Superintendencia del Sistema de Seguridad S¢®igderintendency of the Social Security System) will be the
office responsible for regulating and supervising the social security system.

The law also creates a Social Security System treasury with its oats,atistinct and independent from the
National Treasury. This treasury’s main responsibilities will includkctahg, investing and distributing
social security funds (which will be exempt from all taxes).

The terms of the law had required the President to develop an implementation fiensiocial security
system within six months of the law’s effective date. However, givenntplexity, the implementation plan
has not been developed to date. Once such a plan has been developed, the system musplberebied
within five years of the law’s adoption. In addition, the President must inform thenisllsAssembly semi-
annually of any new measures that have been adopted and any obstacles that hanebetenesl during the
implementation process. Additionally, the law provides tHabmision Técnica de Transicid¢fiechnical
Commission for the Transition) must be created within 180 days after the law iscadapiteh will be
responsible for planning and managing the transition from the existing social segstgiy $0 the new
system introduced by this law.

In accordance with the Organic Law of Social Security, in 2005, the National Alggessbed laws to
guarantee safe and healthy work environments, to regulate and protect soiwesdenthe elderly, to
guarantee the right to housing and to ensure unemployed workers receive loans Emtassiinding jobs.

Labor Unions

Venezuela has numerous labor unions. Despite the number of labor unions currenttgntexs
Venezuela, Venezuela has a relatively low level of unionization when cedhmathe size of its labor force.

Unions engage in collective bargaining primarily involving the negotiation of contra@s industry-wide
basis. Strikes and lockouts are permitted, but conciliation procedures must be obsentedpliing a strike
or lockout. In 2001, there were a number of strikes to protest lack of wage increases aeohplinment
measures, including at PDVSA a@dV.G. Siderurgica del Orinoco C,Aeferred to as SIDOR, which in the
short term had an impact on economic activity in the regions and industriesdaffecte

In April 2002, CTV, together with Fedecamaras, initiated a general strike pougd the protest undertaken
by a group of PDVSA managers connected with the political opposition with respect pptiatees of
President Chavez to the PDVSA board of directors.

A nation-wide work stoppage was called by the political group referred to as thecEicm Coordinating

Committee, CTV and Fedecamaras on December 2, 2002 with the principal goalngf Rnesident Chavez
to step down or to agree to early elections. The work stoppage was joined by key PDV&8yeempl
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including certain officers of Venezuela’'s merchant fleet, including the Refaubli¢ankers. Although the
work stoppage did not receive the support of PDVSA'’s oil union, it was partiallydjpywéanks, the media,
private and public universities and certain other sectors of Venezuela. The opplgd lasted
approximately nine weeks, ending on February 3, 2003. For more information, refer to “BaliR@public
of Venezuela—Form of Government and Political Parties—The Referendum”.

Poverty and Income Distribution; Education

Poverty and Income Distribution

The Government differentiates between extremely poor, poor and non-poor households lcessti® survey
examinations with respect to qualitative factors such as access t@ijeatd potable water and the number
of persons per dwelling unit. INE defines “extremely poor” as individuals who lackisuftfresources to
obtain a subsistence-level basket of foodstuffs and “poor” as individuals who haveessuificient to
obtain two times a subsistence-level basket of foodstuffs.

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

2002 2003 2004 2005 2006
Total % Total % Total % Total % Total %
Households:
NON-POOK........ccvvveeeannns 2,873,362 51.4% 2,501,332  44.9% 3,035,230 53.0% 3,689,799 62.1% 3,992,748 69.6%
Poor
Extremely Poor.......... 1,175,629 21.0 1,395,377 25.0 1,066,330 18.6 910,067 15.3 521,512 9.1
Non-Extremely Poar.. 1,539,750 27.6 1,678,924  30.1 1,623,676 284 1,341,236 22.6 1,218,390 21.3
Total....covveeeeeiieeeene 2,715,379  48.6 3,074,301 55.1 2,690,006 47.0 2,251,303 37.9 1,739,902 304
All Households............... 5,588,741 100.0% 5,575,633 100.0% 5,725,236 100.0% 5,941,102 100.0% 5,732,650 100.0%
Population:
NON-POOE........cccvveeeennn, 10,779,195 44.6% 9,140,395 37.9% 11,318,952 946.1 14,279,212 56.3% 15,541,373 64.1%
Poor
Extremely Poor.......... 6,042,988 25.1 7,173,353 29.8 5,539,900 225 5224457 17.8 2,679,413 111
Non-Extremely Poar.. 7,322,375 30.3 7,797,008 32.3 7,710,928 31.4 6,567,832 25.9 6,013,501 24.8
Total....ccooveeeeeiiieeenn, 13,365,363 55.4 14,970,361 62.1 13,250,828 53.9 11,090,289 43.7 8,692,914 35.9
Total Population............. 24,144,558 100.0% 24,110,756 100.0% 24,569,780 100.0% 25,369,501 100.0% 24,234,287 100.0%

SourcelINE.

The percentage of poor and extremely poor among the Venezuelan population decreased from 5521% in 200
to 35.9% in 2006. In addition to stimulating real growth in the economy and increasing job oppsrtilndtie
Government aims to emphasize the primary education system to improve edlieaiibie@hnological skills

among the future Venezuelan workforce, decentralize health and education suppo# aysteeform social
security and pension systems.
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The following table compares statistics for the distribution of income or consumptitenezuela and other
Latin American countries:

Venezueld  Brazil™  cChile® Colombia®  Mexicd®  Peru®

Survey Year _2000 2003 2000 2003 2002 2002
Gini INdeX? .......oooovceoeeeeer. 44.1 58.0 57.1 58.6 495 54.6
Lowest 10%0.........ccoveveeeieeeeeee 1.6 0.8 1.2 0.7 1.6 1.1
Lowest 20%....... 4.7 2.6 3.3 25 4.3 3.2
Second 20% 9.4 6.2 6.6 6.2 8.3 7.1
Third 20%.......c.cooveveeeeeeceeeeeeeeeeeens 14.5 10.7 10.5 10.6 12.6 11.8
Fourth 20%.........c.ccoeeieeiceeeeeenea 221 18.4 174 18.0 19.7 19.3
Highest 20% 49.3 62.1 62.2 62.7 55.1 58.7
Highest 10% 32.8 45.8 47.0 46.9 394 43.2

Q) Rankings are based on per capita income. é&es to income shares by percentile of the pdjana
2) Gini index measures the extent to which thé&ibistion of income among individuals within a cagndeviates from a perfectly equal

distribution. A value of 0 represents perfectady and a value of 100 represents perfect inégual

SourceWorld Bank 2006 World Development Indicators.

Education and Other Sustainable Development Factors

According to the Human Development Index, referred to as the HDI, a measure usedJbjtéd Nations
Development Program, or UNDP, Venezuelan social conditions rank 72nd among the 1i@&scouihte
world in the UNDP’s Human Development Report for 2006.

The HDI provides a composite measure of three dimensions of human developrmené livig and healthy
life (measured by life expectancy), being educated (measured by adult litedaegrallment at the primary,
secondary and tertiary level) and having a decent standard of living (measynectigsing power parity, or
PPP, and income). The HDI provides a broad prism for viewing human progress and the coatjashig
between income and well-being. For the year ended December 31, 2006, the HDI for Venaz@e&8w
Additionally, the poverty index related to people coming from poor households has deanédsedzuela for
six consecutive semesters, registering at 36.3% for the year ended December 3&fl2606gra 15%
reduction as compared to 2005.
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The following table summarizes the statistics for social factors defatihe HDI in Venezuela and the other
six largest economies in Latin America:

Income
Survival Education Share of Income o
. Population in Poverty
or Consumption
People not Population U.S.$1a | National
expected to survive without access| Adult illiteracy Children not Poorest | Richest | day (PPP | poverty
to age 40 to safe water rate reaching grade 5 20% 20% U.S.$V line

HDI Rank 2000-2005 2004 2004 2003 2000-03 | 2000-03| 1990-04 | 1990-03

36 Argentina 5.0% 4% 2.8% 16.096° 32% 56.8% 7.0% n.a.%
38 Chile 35 5 43 1 3.3 62.2 2.0 17.0
53 Mexico 6.0 3 9.0 7 43 55.1 4.4 20.3
69 Brazil 10.3 10 11.4 n.a. 2.6 62.1 75 22.0
70 Colombia 8.3 7 7.2 23 25 62.7 7.0 64.0

72 Venezuela 8.2 17 7.0 9 47 49.3 8.3 383
82 Peru 10.3 17 12.3 10 3.2 58.7 125 49.0

Data refers to the most recent year available.

(1)
)
©)

n.a.: Not available.

Personal Purchasing Power used to measureotrestp line.
Data refers to period other than specified.
Data refers to 2002 school year.

Source: UNDP, Human Development Report, 2@6ttistics for the largest seven economies ofnLAtnerica).

While the extremely poor in Venezuela are severely challenged by a lack of taxxbesic necessities, some
positive signs of sustainable development are present. The adult literasmpase®8.0% in 2004. Venezuela
is ranked in the category of “medium human development” in terms of overall @oéléiDI trends, South-

North gaps, child survival, health, food security, education imbalances, communicai@alsnsestment and

natural resource usage.
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PRINCIPAL SECTORS OF THE VENEZUELAN ECONOMY
Petroleum and Natural Gas

General

Venezuela, a member of OPEC, is the world’s ninth-largest oil producer and fiifé¢stiail exporter. The
petroleum sector has been the cornerstone of the Venezuelan economy for the parst 90 ngpresents the
principal source of revenues, foreign exchange earnings and stimulus for economidalrehtssocial

change. According to tH&P Statistical Review of World Energy 200&nezuela has the sixth-largest proven
oil reserves in the world, the ninth-largest proven natural gas reserves in theamathe largest proven
reserves of both oil and natural gas in Latin America. From 2002 through 2006, petroleum pombioited
for an average of approximately 84.1% of Venezuela’s total exports. During the sévde getroleum
revenues accounted for an average of approximately 49.0% of Venezuela’s tatal Gemernment revenues
and the petroleum sector accounted for an average of approximately 16.7% of GDP. Intgfleénpe
activities accounted for approximately 14.4% of GDP, compared to approximately 162P%5in

Recent Developments Concerning the Oil Industry

In February 2007, President Chavez issued a law-decree under the authoritgddnféhe 2007 Enabling
Law, pursuant to which existing Orinoco Belt projects, namely Petrozuata, Siecay,N&gro and Hamaca,
were required to be converted irfmpresas Mixtgor Mixed Companies, in whidBorporacion Venezolana
del Petréleg or CVP, a PDVSA wholly-owned subsidiary, or another PDVSA subsidiary, holds an equi
interest of at least 60% in accordance with the Hydrocarbons Law. Pursuant te-tiéciae, operators of
the Orinoco Belt project will become Mixed Companies, with PDVSA becoming th@itpagwner of the
operations. The Ministry of Energy and Oil is required to make a valuation of eachired/ Gbmpany in
order to determine the fair participation of the PDVSA subsidiary and to providecangmic or financial
adjustment as necessary. The law-decree also provided that existing profi-slgaeements for the
exploration of th&olfo de Paria Oesté&olfo de Paria Estand the blocks known as La Ceiba, as well as
Orifuels Sinovensa, S,Anust be converted into Mixed Companies.

In May 2007, CVP completed the acquisition process with respect to the four Orinostr&8etjic
associations, Petrozuata, Sincor, Cerro Negro and Hamaca. In June 2007, ChearonStatoil, Total, BP,
Eni SpA (ENI), Petroleum & Chemical Corp (Sinopec), and Ineparia agreed to cthereparticipations in
the four Orinoco Oil Belt projects into Mixed Companies controlled by PDVSAeasing PDVSA's average
participation in the projects to 78%. In the same month, Moody’s downgraded its credit ratiegCaTrb
Negro project from B1 to B3, and in June 2007, Moody’s downgraded its credit ratings omaigng three
Venezuelan heavy oil projects (Hamaca, Petrozuata and Sincor) from B1 to B2.

As of September 2007, ExxonMobil and ConocoPhillips, the majority partners in tteeN&gro and
Petrozuata projects, respectively, have failed to reach a financial &greeith PDVSA regarding the
required sale of their ownership interests. As a result, ExxonMobil filed a tdquasgbitration with the
International Centre for Settlement of Investment Disputes, or ICSID, leedawdate, it has been unable to
successfully negotiate the terms of, or agree on the value of, the assets indhéeGer project being
transferred to the Republic. Prior to the enactment of the law-decree, Exxotidolzil41.7% interest in the
Cerro Negro project; however, both parties are still open to negotiations.

Petréleos de Venezuela, S.A.

In order to manage the assets acquired by the nationalization of the domestic o¥,itickeisBovernment
decided to create PDVSA in 1975 by giving the Republic the sole ownership of the corRiM8A’s
charter documents provide that the President of Venezuela designates theswwdRB8/SA’s board of
directors by executive decree.

Since its inception in 1975, PDVSA has been operating as a state-owned canemtityi vested with

commercial and financial autonomy. PDVSA is regulated by MEP and it is rédpyidaw to sell all foreign
currency revenues to Banco Central, with the exception of an amount that it igguetonmaintain in a
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foreign currency in order to meet its foreign currency-denominated investments andesxp&he balance of
such proceeds, net of all applicable corporate income tax, dividends and royaltidse massferred to
FONDEN to be used for social, educational, health care, liability managentkspecial and strategic
purposes. For more information on FONDEN, refer to “Introduction—Recent Ecommuaglopments—The
Current Economic Situation”.

PDVSA, the most important contributor to Venezuela’'s GDP, exports and #seglues, is responsible for
coordinating most aspects of the petroleum industry, including administration, planning,omsexdimestic
and foreign marketing and capital investment. Since 1978, PDVSA has been respontilel@é&trochemical
sector, although this responsibility is currently being transferred to MEP. Bi8&e PDVSA has also been
responsible for the development of coal resources located in western Venetoualghain 2004, substantial
responsibilities in this regard were transferred to Carbozulia, a fund for lyitimaédevelopment and for the
development of Venezuela’s bitumen resources. Through its subsidiaries, PDp&®Rises, controls and
develops the petroleum, petrochemical, gas, coal and Orimulsidastries in Venezuela.

MEP oversees all activities with respect to hydrocarbons and deterovieied! policies concerning rates of
production, new investments and resource conservation. In addition, MEP is the chaiRDaf5éf's
General Shareholders’ Assembly, which sets PDVSA’s general policyer@lyrrthe minister of MEP is also
serving as president of PDVSA.

PDVSA obtains income from its subsidiaries in the form of a mandatory 10% paymbkeir ofet revenues
from exports of crude oil, in which net revenue is calculated after deductions efiregtlties and expenses
but before income taxes. PDVSA also receives the after-tax net profit cfasiiary. The laws governing
the petroleum industry require such revenues to be used for the industry’s capsimhenteprograms.

In February 2002, President Chavez replaced the president of PDVSA andthieeseffen members of
PDVSA's board of directors, asserting that policy differences had arisethevienplementation of the
Republic’s adherence to OPEC production limits, as well as other issuegeAytaup of PDVSA executives
and staff publicly protested these appointments. In March 2002, this group of emplotiegafe in a

work slowdown and stoppage and organized a one-day strike on March 21, 2002. The protestd cantinue
on April 4, 2002, those employees began an open-ended strike, which culminated in a full-fléidgatl na
strike on April 9, 2002, which was closely followed bgaup d’etat which briefly removed President Chavez
from power. For more information on the April 2002 strike aadp d’etat refer to “Bolivarian Republic of
Venezuela—Form of Government and Political Parties—The April 2002 Coup d’Etat”.

The most recent and damaging of the nation-wide work stoppages began on December 2, 2002 and ended on
February 3, 2003. It was called by the Democratic Coordinating Committee, CTV amdffedss and was

joined by managers of PDVSA, many key PDVSA employees, certain officermefVela’s oil tankers and
merchant fleet, banks, the media, private and public universities and other sedterRepublic.

For a 20-day period in January 2003, oil tankers anchored in front of oil terminals, blockingstsiponand

from the facilities. The participation of the oil sector in this general work stogeageely crippled oil

production, which dropped to as low as 25,000 barrels per day, or bpd, at the height of the work stoppage. In
January 2003, PDVSA was forced to declare an eveotaé majeuraunder its international petroleum sales
contracts, which was ultimately lifted on crude oil sales contracts in March adG0agasoline sales

contracts in April 2003. In response to this emergency, the Government activated thrg’'édilis

contingency plan, including military protection of some of PDVSA's facilitiequested aid from OPEC in

the form of both fuel and personnel, and received support from Brazil, Trinidad & Tobagotand Tyee

production and distribution of foodstuffs also was affected, resulting in food shortagetin egions.

PDVSA's oil production recovered significantly during February and March 2003. InZG@8, PDVSA
reported that oil production had recovered to approximately 3.2 million bpd. At the samEDMBA began
refining more than 1 million bpd and exporting approximately 2.5 million bpd of oil and oil products.

Because production activities at PDVSA'’s refineries were temppedfécted as a result of the work
stoppage, from December 2002 through March 2003, PDVSA had to import gasoline and dieseldeél to m
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its domestic distribution obligations. In December 2002, PDVSA had imported a topgirokiznately
521,600 barrels of gasoline and approximately 480,299 barrels of diesel fuel. During tpesfitsr of 2003,
PDVSA imported approximately 13.5 million barrels of gasoline and approximately 975,168 lpidiesel
fuel.

Problems resulting from the general work stoppage also interrupted PDVSAIg bilstems. PDVSA was
unable to hill its customers for previously-shipped products, which resulted in an invoickigghaAs a
result of production increases and the normalization of its billing systems, PBSAble to increase its
collections significantly by February 2003. By the end of July 2003, PDVSA had suliilstatiti@inated the
backlogged invoicing volume, and collections had been fully restored.

In response to concerns regarding the effects of the general strike that began in 20D2sasitherespect to
greater governmental involvement in the operation of PDVSA and the allocatismegaurces, Standard &
Poor’'s, Moody’s and Fitch lowered their ratings for PDVSA in December 2002 andry&003 to CCC+
from B-, to Caal from B3 and to BB- from BBB, respectively, each with negativeo&stl Standard &
Poor’s subsequently upgraded its rating outlook for PDVSA from negative to stableli@@)8iand
removed its ratings on certain debt of PDVSA Finance Ltd. from Credit Watitty ititproving conditions
for the oil company and its finance subsidiary. In June 2003, Fitch upgraded the senior drisezigre
currency rating of PDVSA from CCC+ to B- and upgraded its rating outlook from ne¢atitable. In July
2003, Standard & Poor’s upgraded PDVSA's credit rating from CCC+ to B- and upgiadaithy outlook
from negative to stable. In November 2003, Moody’s maintained PDVSA's Cedil rating, but upgraded
its rating outlook to stable. In August 2004, following the rating upgrade of Venezuela'stamépteign
currency-denominated debt from B- to B, Standard & Poor’s upgraded PDVSA&aterpredit rating from
B- to B. In September 2004, Fitch upgraded its long-term foreign and local currency raRiaMsBA from
B- to B+. In May 2005, Moody’s confirmed an upgrade of PDVSA's global currency rating tmé&in a
August 2005, Standard & Poor’s raised its corporate credit rating for PDVSA twi B, following its long-
term foreign and local currency upgrade from B to B+. In January 2006, Fitch upgraded ierhorigréign
and local currency rating for PDVSA from B+ to BB-. In July 2006, Moody’s withdre®tglobal currency
rating and foreign currency rating for PDVSA because of the oil company’'sefédprovide timely and
adequate financial and operating information since the general strike in 2002. In F@bA@griloody’'s
reassigned a B1 global currency rating for PDVSA with a stable outlook. In March 2a6d@ait & Poor’'s
raised PDVSA's corporate credit rating from B+ to BB-.

PDVSA principally uses PDVSA Finance Ltd. for its corporate financing neeniggifithe issuance of debt.
As of December 2003, the level of indebtedness of PDVSA, on a consolidated basigpreasnately
U.S.$7.6 billion. In August 2004, PDVSA Finance Ltd. completed a tender offer and consitattisolifor
its outstanding notes. Holders of an aggregate of 96.3% of the approximately U.S.$2.6 billiocipalpr
amount of the notes tendered and delivered their consent pursuant to the tender offensTiareat to
certain provisions of the Senior Indenture. Notes in aggregate outstanding amount$2bUbiSion were
repurchased, providing PDVSA with improved debt capacity in order to finance its$mipiaa. In March
2006, PDVSA Finance Ltd. made a public redemption offer for all of their outstanding delarroant of
U.S.$83 million, which was paid on April 11, 2006.

In March 2004, PDVSA modified its organization structure in order to (1) enhanagaintentrol of its
operations, (2) improve its corporate governance, (3) align its operating strudtuteeMong-term strategies
of its shareholder and (4) adhere to the Hydrocarbons Law with respect to the@epddifferent national
oil industry activities. In January 2005, the Government appointed a new board afrdifecPDVSA,
comprised of the President, two Vice-Presidents, five internal directors aedetkiernal directors.

PDVSA is structured in three vertically-integrated geographic divisionsatage its upstream operations,
including exploration, production and upgrading. These divisions are referred to astéra Bassion, the
Southern Division and the Western Division.

PDVSA's business strategy is to pursue the development of Venezuelaisdmnydm resources with the

support of both national and foreign private capital, to maximize the value of oil anddj&s ensure its
financial strength and stability. PDVSA'’s business plan focuses on:
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. the exploration of condensate, light and medium crude oil;

* the development and expansion of the Orinoco Belt reserves;

« the development of the gas sector;

» the development of major projects to increase overall refinery capacity;

« the marketing of all crude oil and refined petroleum products; and

the development of infrastructure assuring the development of crude oil and gasstese

This business plan calls for investments of approximately U.S.$77 billion in Veneghee@aribbean and
Latin America over the next five years to achieve sustainable crude dilgtimn of 5.8 million bpd and to
significantly expand PDVSA'’s gas production and refining capacity by 2012. PDV8Aesd&s to maintain
high safety and health standards in conducting its business and aims to achieve effielctimely integration
of business technologies in its operations, as well as the empowerment and developom@anhaesources.

PDVSA and the Venezuelan Economy

PDVSA is the largest corporation in Venezuela. As of December 31, 2006, PDw&# assets were

U.S.$80.5 billion, compared to U.S.$70.4 billion at December 31, 2005 and U.S.$61.8 billion at December 31,
2004. At December 31, 2006, PDVSA'’s long-term debt and capital lease obligatidodifexis current

portion) were U.S.$2.3 billion, compared to U.S.$2.7 billion at year-end 2005. PDVSA's lamgébt and

capital lease obligations (including its current portion) as of December 31, 2006 td18182.9 billion,

compared to U.S.$3.4 billion at year-end 2005.

PDVSA'’s consolidated results are affected primarily by the volumeuatecoil produced and variations in the
general price levels of hydrocarbons. The level of crude oil production and thé eqpétaditures needed to
achieve such level of production have been among the principal factors determining BEiN&#cial
condition and results of operations. The importance of these factors is expectethteeaturing the
foreseeable future.

In 2003, PDVSA accounted for approximately 18% of Venezuela's GDP, 67% of its expb&3% of its
Government revenues. In 2004, PDVSA accounted for approximately 27% of Vene@iiy'83% of its
exports and 48% of its Government revenues. Because PDVSA is the single tamgésitor to Venezuela’'s
GDP, exports and fiscal reserves, it has a significant influence on the Viamezcenomy. PDVSA is
responsible for, among other things, making substantial royalty and tax payments to tirer®ote

New Hydrocarbons Law

On November 13, 2001, under the enabling law authorized by the National AssembtgmRi€tidvez
enacted theew Hydrocarbons Law, which came into effect in January 2002 and replaced the Hyatiecar
Law of 1943 and the Nationalization Law of 1975. Among other matters, the new Hydrocarwmrs La
amended, provides that all oil production and distribution activities are the domainuvdrtbeuelan state.
Every activity relating to the exploration and exploitation of hydrocarbons and themtdess is reserved to
the Government, which may undertake such activities directly or through instrlitresht@ntrolled by
Venezuela through an equity participation of more than 50%.

Under the new Hydrocarbons Law, the Republic is responsible for performing indusdrizdmmercial
activities reserved for the Government, such as the separation, punifieatl transformation of natural
hydrocarbons and byproducts. In certain instances, the Republic may perform thedraséwties through
companies owned exclusively by the Republic or through related companies in which then@@onvewns a
high percentage of shares, referred t&Eagpresas Mixtas

50



In February 2007, President Chavez issued a law-decree pursuant to which existicg Belt projects,
namely Petrozuata, Sincor, Cerro Negro and Hamaca, were required to be conteBEenpresas Mixtas
which CVP or another PDVSA subsidiary holds an equity interest of at least 6@¥oidance with the
Hydrocarbons Law. Pursuant to this law-decree, operators of the Orinoco Bett pvitl become Mixed
Companies, with PDVSA becoming the majority owner of the operations.

The new Hydrocarbons Law decreases the income tax rate for oil exploration andipnoactivities from
67.7% to 50%, and to 34% for downstream activities. It increases the extractidy raafrom 16.7% to
30%, which royalties are deductible for purposes of calculating income tax. In spreciastances, the
Republic may decrease this rate to 20% for heavy crude oil and 16.7% for Orifiulsiothe Republic
retains the right subsequently to increase this rate to 30%.

The new Hydrocarbons Law also modified other taxes with respect to hydrocarbons.tHgraleface area

tax, every square kilometer or fraction thereof which has been granted for expldnattiwhich has not been
used for that purpose will be taxed 100 tributary units per year. In fiscal year 2003jkmaeahytunit was
equivalent to Bs.19,400. In 2004, each tributary unit was equivalent to Bs.24,700, and for thxenfiosites

of 2005, each tributary unit is equivalent to Bs.29,400. This tax will be increased by Bfgyearthrough
2007and then 5% annually thereafter. The new Hydrocarbons Law provides for a tax on develope
consumption of 10% of the retail price on each cubic meter of petroleum products produced andhesed by t
developer to fuel its own operations. The law also imposes a tax of 30% to 50% of Lipgicetan each liter

of petroleum product sold in the Venezuelan domestic market. This tax on retadgmgchlevied annually

by the National Assembly in the Budget Law and is to be paid monthly to the Natioaslifye

The long-term effects of the new Hydrocarbons Law and its changes in royaltyretraictl taxes on
PDVSA's activities and results of operations, as well as its impact ogiiareiestment in the petroleum
sector, cannot be predicted at this time.

Stabilization Fund

PDVSA was originally required to make deposits to the Stabilization Fund equit@Ebfbo of its revenues

from export sales in excess of U.S.$9.00 per barrel, net of taxes related to ssiclisalever, in October

2001, and again in 2002, the Government introduced reforms to laws governing the StabHizatl and,

among other changes, suspended contributions for the last quarter of 2001 and the years 2002 and 2003. In
November 2003, the Stabilization Fund Law was amended again, requiring PDVSA ifoutertr the fund

50% of the surplus (if any) calculated as the difference between oil export revereaeli calendar year,
calculated in U.S. dollars, and the average of oil export revenue for the thredipgecalendar years, net of

taxes. Upon the effectiveness of the October 2005 amendment to the StabifimatipPDVSA was no

longer required to make contributions to the Stabilization Fund.

Deposits made to the Stabilization Fund may be used in the event of a decreadsdaltimedme provided
by petroleum, a decrease in the income provided by the oil and by-products exports ascctmtharaverage
of such income collected during the last three calendar years, or in the event ofia stdie of emergency.

As of December 31, 2002, the balance in the Stabilization Fund pertaining to PDAsS#pproximately
U.S.$2.4 billion. This decrease was primarily the result of withdrawals during 30BRWSA in the amount

of approximately U.S.$2.2 billion to fund its capital expenditures. In 2003, PDVSA withdregdiomal
U.S.$1.7 billion from the Stabilization Fund (of which approximately U.S.$1.4 billion pm®eed in 2003

and U.S.$272 million corresponded to amounts approved in 2002). As of December 2003, the b&lance in t
Stabilization Fund pertaining to PDVSA was approximately U.S.$698 million. Sk the Stabilization

Fund law established that no new contributions would be made to the Stabilization Fusfdesember

2004, the balance in the Stabilization Fund was approximately U.S.$705 million, rejpiges@ additional

U.S.$7 million in accrued interest. In 2005, the Stabilization Fund generated U.S.$@2 imifliccrued

interest.
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Taxes

Domestic sales in Venezuela are subject to a value-added tax the rate ofust@ntlycis 9%. As exporters,

each of PDVSA’s Venezuelan operating subsidiaries is entitled to a refuadifgmificant portion of such

taxes paid. The Venezuelan government reimburses taxes through special tay rmrtifieates, or CERTS.
PDVSA did not recover any CERTSs during 2002, 2003, 2004 and 2005. In 2006, PDVSA recovered’U.S.$64
million in CERTS.

PDVSA and its Venezuelan subsidiaries are entitled to a tax credit for nestritents of up to 12% of the
amount invested. In the caseRIDVSA Petrdleo, S.Aeferred to as PDVSA Petréleo, however, such credits
may not exceed 2% of its annual net taxable income and, in all cases, the canmg-fe@mad cannot exceed
three years.

Prior to 2004, Venezuela levied a tax on corporate assets at a rate of 1% ofdhje aafie of a company’s
assets, as adjusted for inflation at the beginning and end of each year. This thaserveinimum income
tax, as it was only paid if the amount that would be due thereunder was greater thaontiectémxcotherwise
payable. The tax on corporate assets was revoked in August 2004 and is no longer required.to be pai

An amendment of the Income Tax Law of Venezuela was approved in October 1999. This @mendm
introduced transfer pricing rules that came into effect in January 2000. The |dortbetise methodology for
allocating income, costs and deductions in import-export and loan transactions anedgpatées. Any
resulting effects will be included as a taxable item in the determinationavhentax. PDVSA carries out
significant operations regulated by transfer pricing rules. Beginning in January 208fnehdment also
included a universal tax system for Venezuela and introduced taxes on dividendesutal papbmote
international fiscal transparency. For more information regarding taxatioaneadela, refer to “Public
Finance—Taxation”.

In October 2004, the Government adjusted oil royalties from 1.0% to 16.67% on four extraheke/gil
ventures in the Orinoco Belt.

In April 2005, the Government announced that the income tax rate applicable to 32 oil operdtiagis
would be raised from 34% to 50% and the operating agreements would be converted into joirg wéthture
PDVSA. The contracts date from 1992-1997, and the increase does not apply to extratltEavgriures.
The Hydrocarbons Law also increased royalties and requires PDVSA to Heasta 51% patrticipation in
new upstream oil projects.

In May 2006, the National Assembly increased the royalty tax rate on OrinocaBglanies from 16.67% to
33.3% with the goal of raising U.S.$1.3 billion per year in tax revenues. In August 2006, itr&Nat
Assembly passed an amendment to the Income Tax Law that increased the incoteeatglicable to the
heavy oil Orinoco Belt ventures from 34% to 50%.

Social Fund

Article 5 of the Hydrocarbons Law mandates that all revenues generated gribeuglan Government from
oil activities shall be used to promote health programs, macroeconomic stiailfzatds and investments. In
this respect, PDVSA has made significant contributions to social programs, prauadimparticipating in
Venezuela’'s social and economic development. In 2004 and 2005, PDVSA padiaipate contributed
significantly to the funding of low-income housing, educational programs, agricultuelbgesent,
healthcare, job creation, subsidized food distribution and other social programs. Forexadgrhuary 2004,
PDVSA approved the creation of a fiduciary fund referred t6alo para el Desarrollo Econémico y Social
del Pais or FONDESPA, which is designed to disburse amounts of money for programs related to work
projects, goods and services, development of infrastructure and roads, agriculiwitp] betilth and
education. Additionally, CVP, a branch of PDVSA that is in charge of businasismelbetween PDVSA and
private petroleum business, has amended its charter in order to focus on soaial aaifities. In 2004,
PDVSA spent approximately U.S.$1.2 billion in contributions towards social programai@zieda. PDVSA
spent approximately U.S.$6.9 billion in 2005 and U.S.$13.3 billion in 2006 in support of social projects
developed by the Government.
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Results of Operations for 2006

PDVSA's financial statements for its 2006 fiscal year were approvedharel®lders meeting held on
September 7, 2007. Pursuant to those financial statements, PDVSA'’s revenaiés $v$99.3 billion and
PDVSA'’s expenses were approximately U.S.$78.5 billion for the year ended De&mB606.

PDVSA's net cash provided by operating activities in 2006 totaled approximate4U. ®illion, primarily
reflecting U.S.$5.5 billion of net income, U.S.$3.7 billion of depreciation and depletion (@BBifillion of
asset impairment, U.S.$969 million in provisions for employee termination, pensiorhangh@st-retirement
benefits, less equity in earnings of non-consolidated investees of U.S.$1.1 billidt,3e5824 million of
deferred income taxes and changes in working capital of U.S.$4.1 billion.

For the year ended December 31, 2006, consolidated net cash used in financing dotalitie
approximately U.S.$1.8 billion and net cash used in PDVSA's investment actigttdsd U.S.$2.2 billion.

In 2006, the average crude oil and products export price was U.S.$55.21 per barrel.

PDVSA's capital expenditures in Venezuela for exploration and production totgdeakampately U.S.$4.2
billion in 2006, and its capital expenditures in Venezuela for refining and marketiregdtbtz$.$385 million.
Capital expenditures in Venezuela for natural gas projects totaled U.S.$012 inil#006, while capital
expenditures in Venezuela for petrochemicals and others totaled U.S.$89 million.

PDVSA's production of crude oil and liquid petroleum gas averaged 2.9 million bpd in 2006. Atlsce
31, 2006, Venezuela had estimated proven crude oil reserves totaling approximatelyi8i .Baboiels and
had proven reserves of natural gas amounting to 166,249 billion cubic feet, or bcf.

Results of Operations for 2005
Total Revenues

PDVSA's revenues were U.S.$85.7 billion and PDVSA'’s expenses were appmyitdad.$66.5 billion for
the year ended December 31, 2005.

PDVSA's net cash provided by operating activities in 2005 totaled approximate5L6 Billion, primarily
reflecting U.S.$6.5 billion of net income, U.S.$3.2 billion of depreciation and depletion, 0.1RifBn of
asset impairment, U.S.$976 million in provisions for employee termination, pemglatlger post-retirement
benefits, less equity in earnings of non-consolidated investees of U.S.$1.1 billidt.3e%&78 million of
deferred income taxes and changes in working capital of U.S.$4.1 billion.

For the year ended December 31, 2005, consolidated net cash used in financingsaotiaigd
approximately U.S.$1.6 billion and net cash used in PDVSA's investment actigttdésd U.S.$3.9 billion.

In 2005, the average crude oil and products export price was U.S.$45.32 per barrel.

PDVSA's’ capital expenditures in Venezuela for exploration and production tofgeakanately U.S.$2.1
billion in 2005, and its capital expenditures in Venezuela for refining and marketinedtbtz$.$282 million.
Capital expenditures in Venezuela for natural gas projects totaled U.S.$788 mil2005, while capital
expenditures in Venezuela for petrochemicals and others totaled U.S.$60 million.

PDVSA's production of crude oil averaged 2.9 million bpd in 2005. At December 31, 2005, Verieadel
estimated proven crude oil reserves totaling approximately 80.0 billion barrelséapdlan reserves of
natural gas amounting to 152,264 bcf.

Petroleum Production and Export Revenues of Crude Oil and Refined Products

PDVSA's production of crude oil and liquid petroleum gas averaged 3.1 million bpd in 2005, a 2%eincrea
from the 3.0 million bpd produced in 2004. PDVSA'’s production of crude oil and liquid petroleum gas
averaged 2.7 million in 2003 and 2.9 million bpd produced in 2002. The increase in production during 2004
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was due primarily to a recovery of production operations from the work stoppage thitchHEY/SA in
December 2002 and the first quarter 2003. In November 2002, PDVSA was producing applpSidate
million bpd, but by January 2003, production had fallen to an average of 800 thousand bpd. Of total
production in 2005, 25.9% was light crude oil and condensates, 32.5% was medium crude oil, 36.2% was
heavy and extra-heavy crude oil and the remaining 5.4% was liquid petroleum gas. PDV&algyaat
production (net of amounts re-injected) increased from an average of 3.8 million &ilperfelay, or

MMCEFD, in 2004, to an average of 4.1 MMCFD in 2005.

PDVSA's net output of refined petroleum products, including the output of products byiesfimewhich its
affiliates in the United States and Europe own equity interests, increagatysh 2005, from an average of
2.9 million bpd in 2004 to an average of 2.9 million bpd in 2005. Of the total production of PDVSA'’s
refineries during 2004, 45%, or 1.3 million bpd, was produced by its Venezuelan refinetigdirfoppthe Isla
Refinery in Curagao), 46%, or 1.3 million bpd, was produced by refineries in the UnitesliGtatach
PDVSA owns equity interests, and 9%, or 273 thousand bpd, was produced through PDViSASs var
European joint ventures.

Exports represented approximately 65% of PDVSA's sales volume in 2005. The voluméAB@xports
increased by 2% in 2005, from approximately 2.4 million bpd in 2004 to approximately 2.5 million bpd in
2005 due primarily to a 47 thousand bpd increase in exports of crude oil. The average explizeprice per
barrel for Venezuelan crude oil and refined petroleum products increased by appebxidd% in 2005, from
U.S.$32.88 per barrel in 2004 to U.S.$45.32 per barrel in 2005.

PDVSA's primary markets for exports of its crude oil, refined petroleum prodndtcuid petroleum gas are
the United States and Canada, Central America and the Caribbean, Soutte/emdriEurope. The United
States and Canada continue to be the largest markets for PDVSA'’s export idaletaisales volume of
approximately 1.2 million bpd in 2005, as compared to approximately 1.2 million bpd in 2004. LatinagAmeric
and the Caribbean continue to be important markets for PDVSA’s export salegrijgrofirefined petroleum
products), with total sales of 716 thousand bpd in 2005, as compared to 859 thousand bpd in 2004.

In December 2004, Venezuela and China signed a total of eight energy, agriculturahaiéteocoperation
agreements. During President Chavez's visit to China, MEP and CNPC alshtagitegelop an oil field in
eastern Venezuela. In 2006, Venezuela and China signed additional oil agreements egpienlye® 2006,
Venezuela was shipping approximately 200,000 barrels of crude oil and products per dimyato C

In June 2005, PDVSA approved the creatioPDV Caribe, S.Areferred to as PDV Caribe. Located in
Caracas, PDV Caribe attends to the operational guidelines set forth irribeaRlee Energy Cooperation
Agreement, signed between the Venezuela and several Caribbean countrie€ariti@\focuses on
operations in the Caribbean, including the exploration and production of crude oil, theamgpestport of
hydrocarbons and derivative products, the refining of hydrocarbons and the productionletipeproducts.

PDVSA exports all of its crude oil production that is not processed in its Venezaéleeries (including to
the Isla Refinery located in Curacao). PDVSA's total export volume of appatedyr?.6 million bpd in 2005
consisted of approximately 1.9 million bpd of crude oil (including exports to the IslagRefocated in
Curacgao) and 650 thousand bpd of refined petroleum products. For the purposes of calculating export
revenues, PDVSA does not treat the sale of refined petroleum products fratatRefinery as an export of
refined petroleum products from Venezuela, but does treat crude oil processedlmReditery as an export
of crude oil from Venezuela.

According to a comparative study published by Petroleum Intelligence Weeldgeaptblication, on
December 18, 2006, PDVSA is the world’s fourth largest vertically intedy@tend gas company and ranked
fourth in the world in production, fifth in proven reserves of crude olil, fourth in refiningctgipand seventh

in product sales. At the end of 2005, PDVSA exported approximately 2.4 million bpd (exdluei®ginoco
Belt production and extra heavy crude), of which 1.2 million bpd or 50% went to the United States or
Canadian markets.
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Petrochemical and Other Sales

PDVSA's net sales for 2005 included approximately U.S. $2.0 billion generated franogaktrochemicals,
bitumen and coal, a 34% increase compared to approximately U.S. $1.5 billion generatetesahtbase
products in 2004. This increase in net sales was primarily due to an increasesn pric

Total Costs and Expenses

PDVSA's total costs and expenses were approximately U.S.$66.5 billion for thengks December 31,
2005 compared to approximately U.S.$52.7 billion for the year ended December 31, 2004. PDVSA's ne
income was approximately U.S.$6.5 billion for the year ended December 31, 2005enbtopapproximately
U.S.$5.4 billion for the year ended December 31, 2004.

Cash Flow Related to Financing Activities

For the year ended December 31, 2005, consolidated net cash used in financing dotalitie
approximately U.S.$1.6 billion, resulting primarily from payments of dividends inrtteiat of U.S.$1.3
billion, debt repayments of U.S.$1.2 billion and U.S.$879 million for the issuance of delof. December
31, 2005, PDVSA had an aggregate of approximately U.S.$3.5 billion of indebtedness outskeatding t
matures through 2033.

In August 2004, PDVSA Finance Ltd. completed a cash tender offer for its outstandini ruotes to

reduce its overall debt service costs. The outstanding principal of the notespdriththe tender offer was
approximately U.S. $2.6 billion. In October 2005, CITGO, a PDVSA subsidiary, announcedradashaffers
for all of its outstanding 7.875% senior notes due 2006 and 6% senior notes due 2011. The outstanding
principal of the notes purchased in the tender offers was approximately U.S.$386 million.

In April 2007, PDVSA issued U.S.$7.5 billion in aggregate principal amount of various bonds! taulpeis

that included U.S.$3.0 billion of PDVSA'’s 5.25% bonds due 2017, U.S.$3.0 billion of PDVSA’s 5.375%
bonds due 2027 and U.S.$1.5 billion of PDVSA's 5.5% bonds due 2037. PDVSA plans to use the proceeds
from the bonds for general corporate purposes including financing its capital expenditures.

Capital Expenditures

Capital expenditures for exploration and production totaled U.S.$2.8 billion in 2005, as abtopdr8.$2.3
billion in 2004. During 2005, PDVSA's capital expenditures in refining facilitiedédtU.S.$1.1 billion
(U.S.$282 million in Venezuela and U.S.$784 million abroad), as compared to U.S.$963 millovi
(U.S.$369 million in Venezuela and U.S.$594 million abroad). PDVSA's capital expergdih the
petrochemical and other sectors in 2005 totaled U.S.$60 million, as compared to U.Si8A9ImMED04.

PDVSA's planned capital expenditures in refining activities were expextee ised primarily to upgrade its
Venezuelan refineries. PDVSA expected to invest a significant amount intpribjatwere aimed at
complying with the increasingly stringent environmental regulations in its intenahtnarkets, including
increasing the production of reformulated gasoline and distillates and improving tte ajudivalue of its
current slate of refined petroleum products in its Venezuelan refineries (imglirdi Curacgao refinery).

The majority of PDVSA'’s subsidiaries, both in Venezuela and abroad, are subjadbtes\environmental
laws and regulations under which they may be required to make significant expenditonedify their
facilities and to prevent or remedy the environmental effects of wagtesdisand spills of pollutants.

Net cash used in PDVSA's investment activities totaled U.S.$3.9 bhillia@0f@B, consisting of U.S.$3.9
billion in capital expenditures and U.S.$1.2 billion in net movements on restricted cas
Hydrocarbon Reserves and Exploration

At December 31, 2005, proven developed reserves of crude oil and natural gas reprppenkéadately 21%
and 70%, respectively, of Venezuela’s total estimated proven crude oil and gaturaserves on an oil
equivalent basis. PDVSA maintains an active exploration and development progignedéo increase its
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proven crude oil reserves and production capacity. PDVSA currently conducts dsaérpland
development activities in the Western Zulia Basin, the Central SouthenaB8a-Apure Basin and the Eastern
Basin in the Monagas and Anzoategui states.

As of December 31, 2005, Venezuela had estimated proven crude oil reserveg épptoximately

80.0 billion barrels (including an estimated 38 billion barrels of heavy and extra-healeyasl in the Orinoco
Belt). Based on 2005 production levels, Venezuela’s estimated proven resemmedeadil have a remaining
life of approximately 67 years. The estimated proven reserves include heawtrarduavy crude oil
reserves that will require significant future development costs to producefarel r

PDVSA continuously conducts exploratory activity throughout Venezuela. In 2005, PDV SA0satiqpl
expenses totaled U.S.$118 million, as compared to U.S.$60 million in 2004. The increaseratiexpl
expenses was primarily due to an increase in exploratory activitiegubentyy with respect to the acquisition
of two dimensional and three dimensional seismic lines.

In 2005, PDVSA'’s exploration expenditures were used principally to fund the drilling ofpldratory wells
and the acquisition of 2,373 square kilometers of three dimensional seismic lindslitibmain 2006,
PDVSA drilled 19 exploratory wells and acquired 617 square kilometers of threesiimal seismic lines.
PDVSA's exploration and production strategy focuses on searching for new light craded ailedium crude
oil reserves and the systematic replacement of such reserves in trhditgasa PDVSA plans to reach a
production capacity of 5.8 million bpd by 2012.

Cumulative production of crude oil in Venezuela from 1914 through December 31, 2005 totals agphpxima
58 billion barrels, with the Western and Eastern producing approximately 41.6 billiots lzende
approximately 16.4 billion barrels, respectively, to date. Despite the quantibépaiduced, proven

reserves have increased through continuous discoveries. From December 31, 12@5nioeD81, 2004,
Venezuela's estimated proven reserves of crude oil increased by 14.3 billids, lzardeits estimated proven
reserves of natural gas increased by 1.3 billion barrels of oil equivalent, or BOE.

At December 31, 2005, Venezuela had proven reserves of natural gas amounting to 152,26dublty. alf

of Venezuela’s natural gas reserves are composed of associated gas demeldeetally to the development
of crude oil reserves. During 2004, approximately 42% of the natural gas produced mjasteetifor
purposes of maintaining pressure in reservoirs. During 2005 and 2004, natural gas utikziegeirtion
operations amounted to 1,006 bcf and 1,003 bcf, respectively.

PDVSA uses geological and engineering data to estimate its proven crude oil aadgaatueserves,
including proven developed and undeveloped reserves. Such data is capable of dergomgiraeasonable
certainty whether such reserves are recoverable in future years from kesewoirs under existing economic
and operating conditions. PDVSA expects to recover proven developed crude oil andgaatteakbrves
principally from new wells and acreage that has not been drilled using itattyiereailable equipment and
operating methods. PDVSA'’s estimates of reserves are not precise antltsut@@sion. PDVSA reviews

its crude oil and natural gas reserves annually to take into account, among other thinggppriadhets, field
reviews, the addition of new reserves from discoveries, year-end pricesaruireéc and other factors.
Proven reserve estimates may be materially different from the tjeam crude oil and natural gas that are
ultimately recovered.
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The following table shows proven crude oil and natural gas reserves and proven dkerldpeoil and
natural gas reserves, all located in Venezuela. Proven reserve quartligte natural gas liquids.

As of December 31, 2005
(million barrels, except where noted)

Proven Reserve?d

Condensate, light and medium crude oil (AP graweft21° or more) 24,036
Heavy and extra heavy crude oil (API gravity oflésan 214 55,976
Total crude oil 80,012
Natural gas (bcff 152,264
Remaining reserve life of crude oil (ye&bs) 67
Proven Developed Reserves
Condensate, light and medium crude oil (AP graweft21° or more) 7,706
Heavy and extra heavy crude oil (API gravity oflésan 214 9,232
Total crude oil 16,938
Percentage of proven crude oil reseflles 21%
Natural gas (bcf) 106,726

(1) Proven reserves include both proven developserves and proven undeveloped reserves.
(2) Includes reserves in the Orinoco Belt.

(3) Includes 13,819 bcf associated with extra-heaugde oil reserves.

(4) Based on crude oil production and total proeeme oil reserves.

(5) Proven developed crude oil reserves dividetbbgl proven crude oil reserves.

Source:PDVSA.

Refining

PDVSA is involved in refining activities in Venezuela and the Caribbean, iitedJStates and Europe.
PDVSA owns five refineries in Venezuela, with a total rated crude oil neficapacity of 1.3 million bpd. It
also leases and operates a refinery in Curacao, with a refining capacity of 33hdhopdat December 31,
2005. PDVSA has equity or ownership interests in eight refineries in the United, $itz¢ of which are
wholly owned, and has an equity interest in a coker/vacuum crude distillation unie réfiesries in the
United States provide PDVSA with an aggregate net interest in crude oihge@iapacity of 1.3 million bpd at
December 31, 2005. PDVSA has equity interests in eight refineries in WEstepe with a total rated crude
oil refining capacity at December 31, 2005 of 1.1 million bpd, of which its net interesida oil refining
capacity was 259 thousand bpd. PDVSA's net interest in refining capacity hasfgsgow2.4 million bpd in
1991 to 3.2 million bpd at December 31, 2005.

In order to maintain its competitiveness within international markets,320has focused on expanding and
upgrading its refining operations in Venezuela, the Caribbean, the United $ithtesrape, allowing it to
increase its production of refined petroleum products and upgrade its product mix towareragiiar
refined petroleum products. PDVSA expects to invest approximately U.S.$16.5 billio34 3billion in
Venezuela and U.S.$2.2 billion overseas for activities primarily in CubaidanBrazil and Uruguay) from
2005 through 2012 to improve its refining systems and adapt its systems to meet emtabregalations
and domestic and international product quality requirements. PDVSA has alssétctee sophistication of
its refining capacity in Venezuela. It has also made extensive investmeotséotdts worldwide refining
assets from simple conversion to deep conversion capabilities. Deep comearsbilities in its Venezuelan
refineries have allowed PDVSA to improve yields by allowing a greateeptxge of higher value products to
be produced. PDVSA is also expanding its delayed coking plants located at the refinirgxkaompl
Paraguana, Venezuela and is performing studies to increase Venezuiglaig oefpacity. In addition,
PDVSA intends to continue to participate in projects to increase its production bhgadeor example, the
two fluid catalytic cracker units located at PDVSA’'s Amuay and Carddén rifgare being modified to
produce more gasoline. A low sulfur gasoline production unit (currently in the engineers®) jghexpected
to be operational in the Amuay refinery by 2009, using oil products and technology, developeddyy ltev
wholly-owned subsidiary of PDVSA.
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Petrochemicals and Extra Heavy Crude QOil
Petrochemicals

PDVSA was engaged in the Venezuelan petrochemical industry through its wholly-aviasatizgy,
Pequiven. In June 2005, however, the Government decided to transfer the actbgtitssand shares held by
PDVSA in Pequiven to MEP. The completion of the transfer occurred in January 2806@#nactment of
the Petrochemical Act. Pequiven was established in 1977 to increase ity Gamhflexibility of existing
plants, both for local and international markets, and to identify new products or coairappmrtunities,
mainly in methanol, plastics and fertilizers. The net effect of the JanuarnspiB6ff of Pequiven was
approximately U.S.$2.8 billion, based on the net assets of that subsidiary at Decembes.31, 200

Extra Heavy Crude Oil

On September 9, 2003, PDVSA announced a general restructuring of its wholly-ownedasyiitdir.
Under the plan, Bitor will be eliminated as an independent legal entity and wilsbebad by PDVSA
Oriente (the Eastern Division of PDVSA). PDVSA has stated that thentuastructuring process will not
affect Bitor’'s existing contracts.

Previously, Bitor was responsible for developing reserves containing approyid2®einillion metric tons of
extra-heavy crude oil (or approximately 2.7 billion barrels). Bitor was developingréseswes principally
through a process of emulsifying natural extra heavy crude oil in water to createraatiake liquid fuel to
generate electricity, named OrimulsfonHowever, in the first quarter of 2006, Bitor decided to apply most of
its extra-heavy crude oil reserves towards the production of commercial crusiespinding the production

of Orimulsior?.

PDVSA’s Orimulsiorf production capacity is approximately 6.5 million metric tons per year. Venezuela has
significant reserves of extra-heavy crude oil, which are being developed in camunith the production of
Orimulsior?® by Bitor, through operating agreements which apply new technologies for refining and
improvement of the crude oil aimed at the economic viability of production. PDV&RA2smillion and 21
million barrels of extra-heavy crude oil for the production of Orimuf8idaring 2005 and 2004, respectively.
PDVSA is currently developing Venezuela’s significant extra-heavy crudesaihres with several foreign
companies through joint ventures.

In the fourth quarter of 2006, MEP announced that it would halt Orim{lgiauiuction, indicating that
Orimulsior® was not the best use for Venezuela’s extra-heavy crude. In 2007, Bitor initiated discusthi
its existing clients to renegotiate its obligations for the supply Orim(fisiés part of these negotiations,
some of Bitor's existing clients have agreed to receive fuel oil instead mt@ior, while other clients have
agreed to terminate their supply agreements.

Regional Developments

Venezuela has sought to promote a regional integration of state energy companies uraieethe
“Petroamerica”. Petroamerica is divided into “Petrosur”, comprisingdh#ihern cone and Bolivia, and
“Petrocaribe” comprising the Caribbean nations. The stated purpose of the regemgeiauent is to gain
strength in the international markets by eliminating trade barriers, inegedis refining infrastructure and
reducing costs.

Under Petrosur, Argentina, Brazil and Venezuela agreed to develop a fieldeauéda’s Orinoco oil belt, a
refinery in Brazil's northeast, and an oil and gas venture in Argentina. UndertthedPibe agreement,
member countries would pay market price for Venezuelan oil, but they would only be deiquicy a portion
of the cost up front and could finance the rest over 25 years at 1% interest. Goveronidratso pay for
part of the cost with goods or services. In 2005, PDVSA cré&DatSA-Cuban order to promote refining
and marketing businesses in the region. During 2006, PDVSA supplied crude oil and refthexdsprunder
special terms, to the Caribbean and Central America by means of theaRle&r&mergy Corporation
Agreement and Caracas Energy Cooperation Agreement.
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The regional oil and gas energy ventBetroandina Comercio y Suministrar Petroandina, was created by
Venezuela and Bolivia on May 26, 2006. The cooperation agreement signed by PDVSA arid-thverstd

oil company of Bolivia,Yacimientos Petroliferos Fiscales Bolivianos YPFB, contemplates that the parties
will develop projects concerning exploration, production, refining, distribution, processingeand t
industrialization of hydrocarbons. Petroandina also was established to impréngarting of Bolivian
professionals and technicians, and to construct two gas processing plants in Btiviparties anticipate that
Petroandina will receive an investment of approximately U.S.$1.5 billion frowSROor various projects in
Bolivia and will be controlled 51% by YPFB and 49% by PDVSA.

OPEC

Venezuela is a founding member of OPEC. OPEC’s members collectively prgguogimately 45% of

total world production of crude oil and 18% of the world production of natural gas. In addition, OPEC
members account for approximately 54% of the worldwide oil exports. Member codotniesi OPEC in
1960 to improve oil prices, attain greater state participation by member ceuntiiiee petroleum industry and
influence production levels.

OPEC has established general production quotas for each member. Howeveha3RECer brought formal
actions based on such quotas, and the quotas do not distinguish clearly between crudeaibroefucts and
derivatives, or between exports and domestic utilization. Venezuela’'s plandas@getroleum production
and exports assumes that the growth in international demand for petroleum products camenlgyba
small number of countries, which include Venezuela, that have adequate reserves.

Commencing in 2000, the stated goal of OPEC was to maintain barrel prices within a rdig&22.00 to
U.S.$28.00 per barrel. In 2002, the OPEC crude basket price was U.S.$24.36 but incld&8&2810 per
barrel in 2003. During 2004, the price of oil continued to rise, increasing by U.S.$7.95 perdo@88%, to
U.S.$36.05 per barrel. In January 2005, OPEC declared that it was temporarily abandaaingtipeice
range because prices had remained outside the range for an extended period of tinieg readezalistic.
During 2005, the OPEC crude basket price increased by U.S.$14.59 per barrel, or 40.5%S{®86.05 per
barrel in 2004 to U.S.$50.64 per barrel in 2005. The price of oil in 2006 continued to rise, increasing by
U.S.$10.44 per barrel, or 20.6%, from U.S.$50.64 per barrel in 2005 to U.S.$61.08 per barrel in 2006.

In January 2003, OPEC instituted a production ceiling of 24.5 million bpd. However, OPEC siember
continued to exceed this production quota during 2003, and total crude production rose to approximately 27.4
million bpd in April 2003. This prompted OPEC to increase its official output ceiling to 28idmtipd on

April 24, 2003. Although this action served to increase the official production of crudBBg embers, it
effectively served to cut the actual production of crude by 2 million bpd becausd&arf Odetermination to
enforce actively the official output ceiling. In September 2003, OPEC cut its ostling dack to 24.5

million bpd, which became effective November 1, 2003. In February 2004, OPEC decidbattothes

ceiling by another 1 million bpd to 23.5 million bpd, which became effective April 1, 2004. Gikpric
continued to rise in 2004, prompting OPEC to raise the production ceiling to 25.5 million bpaefiatt 1,

2004 and 26.0 million bpd effective August 1, 2004. On September 15, 2004, OPEC raised the production
ceiling by another 1.0 million bpd to 27.0 million bpd effective November 1, 2004. On March 16, 2005,
OPEC again raised the production ceiling, this time by an additional 500,000 bpd to d@rbbptll, effective
immediately. On June 15, 2005, OPEC raised the production ceiling by another 500,000 bpd thi@&8.0 mi
bpd, effective July 1, 2005. On September 20, 2005, OPEC suspended its output quotas for the fimurth qua
of 2005, citing recent Hurricanes Katrina and Rita as the cause of decreasedutipn capacity in the Gulf

of Mexico region. OPEC maintained its 28.0 million bpd production ceiling until October 2006,twhen i
reduced it to 26.3 million bpd, effective November 1, 2006. In December 2006, OPEC reduced th@®produc
ceiling by another 0.5 million bpd, effective February 1, 2007, but in September 2007,r@iB&the ceiling

by 0.5 million bpd, returning it to 26.3 million bpd, effective November 1, 2007.
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Manufacturing and Mining

Manufacturing Sector

After the petroleum and natural gas sector, the second most important sector efi¢zedlan economy is
manufacturing. The manufacturing sector can be divided into two sub-sectors, productierdiamestic
market in connection with the Government’s plan to encourage domestic industry and ubptitditson, and
production for export.

In 2002, the manufacturing sector contracted by 13.1% in real terms and comprised 16.1% of GDP. In 2003,
the manufacturing sector contracted by 6.8% in real terms and comprised 16.2% of @®®Raslthe result

of the work stoppage and the implementation of the exchange controls, which limited thigilayaif raw
materials. In 2004, the manufacturing sector grew by 21.4% in real terms and comprised 1600 & G

2005, the manufacturing sector grew by 9.5% in real terms and comprised 16.6% of GDP. The ghawth in t
manufacturing sector was primarily due to an expansion in the domestic aggregate deaneeslilh of higher
levels of public expenditure. In 2006, the manufacturing sector grew by 10.4% in realridromsrgrised

16.6% of GDP. The growth in the manufacturing sector was primarily due to the expartsierddomestic
aggregate demand for the third consecutive year.

The Government's general policy with respect to the manufacturing sector epgshasi
» increasing efficiency and productivity;
e attracting foreign and domestic private investment;
»  providing technological and financial assistance to small and medium-sized otararfg and

» reforming the income tax laws applicable to the manufacturing sector to provide takalesiand/or
credits for expenditures made by manufacturers for employee training prograessiriant in
technological improvements and the creation of jobs.

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

Mining Sector

In 2002, the mining sector grew by 4.3% in real terms and comprised 0.8% of GDP. In 2003, the mining
sector contracted by 4.4% in real terms and comprised 0.8% of GDP. In 2004, the mining sector grew by
14.2% in real terms and comprised 0.8% of GDP. In 2005, the mining sector contracted by 1.7%rmsea

and comprised 0.7% of GDP. The contraction in the mining sector was primarily due teasdacrthe

production of iron and aluminum. In 2006, the mining sector grew by 3.9% in real terms and comprised 0.6%
of GDP. The growth in the mining sector was primarily due to the increase in thetodfcoal.

On May 26, 2006, Venezuela and Bolivia credttdera del Suror Minersur, a Latin American integration
project designed to complement the countries’ mining capabilities and techniques. TofeMjoatsur is to
strengthen national sovereignty of mining resources and to promote sustainable imilustahlization and
joint international investments.

In June 2006, the National Assembly approved a reform of Venezuela’s Mining Law lincoplemote the
sovereignty and national interest of the country in its mining resources by ¢iimginancessions for inactive
mines and by creating a new legal framework to benefit Venezuela’'s snallsioing interests. Under the
reform, private companies with idle, unproductive mines are required to form joiniree with Venezuela in
which Venezuela is granted a majority interest.
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Corporacién Venezolana de Guayana

After PDVSA, the second-largest industrial complex in the country is made up ohésaaued subsidiary
companies of CVG. The Government created CVG in 1960 to institutionalize theialdiestelopment
strategies of one of the richest areas in Venezuela. CVG enabled the Ganteimnevelop an extensive
industrial complex in sectors in which Venezuela had a comparative advantages $oa-cost inputs,
including energy, electricity and high-quality minerals.

The Government has undertaken a number of internal reorganizations to improve thiegoperdrmance of
CVG, to stimulate the internal market and reduce the costs imposed on the combsplidiitesector accounts
by CVG’s losses. For example, the Government created the Ministry of Basitryrathus Mining, referred
to as MIBAM, with the objective of strengthening the recovery of CVG and basistiyd MIBAM has
developed a new model for production that focuses on optimizing the development of nsburaes
through the incorporation of increased national aggregate value.

CVG has various investment projects currently under way or set to begin. Thestsmo@mmpass CVG's
activities in hydroelectric power generation and transmission, telecoroatiomis, ferroalloy, aluminum and

forest products manufacturing.

The following tables set out the production and exports of CVG’s aluminum, iron and gold compatties f
periods indicated:

Year Ended December 31,

Production 2002 2003 2004  2008°  2008"
(in thousands of metric tons, except as noted)
IFON...iiiii s 18,489 19,195 20,021 22,054 22,100
Bauxite.........ccccovevrennne. 5,252 5,445 5,814 5,183 5,927
AIUMING. ..o 1,778 1,882 1,910 1,927 1,896
Aluminum 604 605 631 623 619
Gold (in kilograms)...........ccccceevrvriinnes 2,850 2,452 3,229 3,756 3,947

(1) Preliminary figures.

Source: CVG Companies.

Year Ended December 31,
Exports 2002 2003 2004 2008" 2006"

(in millions of U.S. dollars)
Iron Ore............... $282.8 $286.8 $395.8 $281.6 $283.1
Bauxite............... 0.0 0.0 0.0 1.6 5.3
Alumina............... 88.4 114.7 138.0 162.3 227.3
Aluminum............ 523.6 661.3 804.5 778.9 1,034.7
Total.......ocevevnnnen $894.8 $1,062.8 $1,338.3 $1,224.4 $1,500.4

(1) Preliminary figures.
SourceCVG Companies.
Agriculture and Livestock

Venezuela’s principal agricultural and livestock products are coffee, cogaa, @ne, rice, corn, plantains,
pork, eggs and milk.

In 2002, the agricultural sector contracted by 0.8% as compared to 2001 and comprised 5.5% of GDP. In
2003, the agricultural sector contracted by 1.3% as compared to 2002 and comprised 5.9% oti@igP. D
2004, the agricultural sector grew by 4.4% as compared to 2003 and comprised 5.2% of GDP. In 2005, the
agricultural sector grew by 3.4% as compared to 2004 and comprised 4.9% of GDP. The gfuwsvth in t
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agricultural sector in 2005 was primarily due to an increased focus on manual laborgridhkuaal policy.

In 2006, the agricultural sector grew by 2.8% as compared to 2005 and comprised 4.6% of GDP. The growth
in the agricultural sector in 2006 was primarily due to the Government providing liée/direancing to

stimulate and incentivize agricultural activities.

In order to stimulate growth in the agricultural sector, the Government providasifiggo small producers
through tha~ondo de Desarrollo Agropecuario, Pesquero, Forestal y Afamesto medium-sized producers
through thé=ondo de Crédito Industrialln January 2006, the Government established that commercial banks
must provide between 11% and 16% of their net credit portfolio to finance agriculturatgroje

The Government believes that increased trade within Latin American aifdb&an countries will help to
develop Venezuela’s agricultural sector. The introduction of the exchange confoG3icaused a shortage
of many imported goods; however, by 2005, these shortages were overcome.

The following tables set out the exports and imports of the agricultural sector foertbds indicated:

Year Ended December 31,

Exports 2002 2003 2004 2005 2006
(in thousands of metric tons)

Coffee 11,393 12,980 6,619 178 5

Cocoa 3,054 4,080 7,752 6,075 157

Sugar cane 4 4 468 5,270 2,673

Rice 26,809 1,012 9,961 12,221 18,648

Corn 1,930 6,689 105 637 12

(1) Preliminary figures.

Source:Banco Central and INE.

Year Ended December 31,

Imports 2002 2003 2004 2005 2006

(in thousands of metric tons)
Coffee 132 177 54 194 272
Cocoa 695 313 945 1,766 1,402
Sugar cane 256,945 188,878 252,131 136,677 110,261
Rice 334 85,033 274 303 682
Corn 367,414 596,781 515,790 142,901 41,646

(1) Preliminary figures.
Source:Banco Central and INE.

Lands and Agricultural Development Law-Decree

On November 13, 2001, a new law-decree was issued targeting land reform. This neanidaAdscultural
Development Law-Decree replaced the Law of Agrarian Reform promulgated in Ta&Jlaw-decree is
intended to reallocate arable lands in Venezuela according to a plan deteryihed3mvernment. Under

this law, a Government agency, the National Lands Institute, classifiesanulad¢cording to its best use, such
as agriculture, cattle-raising or forestry. In addition, certain unused, untedtiveidle rural lands will also

be subject to tax or expropriation and redistribution. In most cases, this redistributiod wilald not be an
outright grant to the recipient, but rather the right to work the land in a productive mammeadditional
agencies, the Rural Development Institute and the Venezuelan Agrarian Qorpavék oversee the
implementation and operation of the land reform system.

In July 2002, President Chavez passed a law-decree that relates to landnéfermezuela in order to justify
the Government’s plan to reallocate arable lands according to their most produetiiender the law-
decree, the Government may expropriate idle or uncultivated lands that do not catm@lymwnimum
requirement of productivity upon the payment of due compensation to owners.
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By year-end 2006, the National Land Institute, or INTI, following current legal guwes, had recovered on a
national level over approximately 4.8 million hectares of land that was eitheddwrthe state, declared
unproductive or illegally occupied, that has been distributed to poor farmers throughtagii@doperatives
and other socio-productive entities in order to enhance the participation in aleifoatns of agricultural
production and to expand the production of important agricultural items.

Electric Sector

The Government views the electric power sector as a key stimulant ohgrothie productive sectors of the
economy. State-owned companies have historically dominated the electric poigeirsVVenezuela.
Modernization of the electric power sector has been difficult because otieedy in the installed base of
plant and equipment and the lack of investment funds. The Government believes ticepeleetr sector will
require an estimated U.S.$13.4 billion in investment over the period of 2005-2015.

The Participants

The electric power sector in Venezuela is made up of state-owned companiegsinsare than 25 million
customers. At December 31, 2006, six companies held practically all of the assetenfiela’s electric
power sector. These six companies Welextrificacion del Caroni, C.Areferred to as EDELCACompafiia
de Administracién y Fomento Eléctriaeferred to as CADAFEENnergia Eléctrica de Venezuglaferred to
as ENELVEN;C.A. Energia Eléctrica de Barquisimeteferred to as ENELBARENnergia Eléctrica de la
Costa Oriental referred to as ENELCO; and EDC.

At December 31, 2006, EDC and three other smaller electric companies were thavantéty-held electric
companies in Venezuela. EDELCA is owned by CVG. In June 2000, The AES Corporati@n, a U
independent power company, acquired a majority interest in EDC. CADAFE, ENELBMHEN,BAR and
ENELCO are owned by MEP. EDELCA, CADAFE, ENELVEN and ENELBAR gemerapproximately
87.6% of the total electricity used in Venezuela during the year ended Decemb@d&1, 2

In 2006, EDELCA generated approximately 71.1% of the total electricity production iziweae EDELCA
generates electricity at its three hydroelectric plants in the Carenibdasin in the Guayana Region.
EDELCA's Guri plant has an installed capacity of 10,000 megawatts, or MW, the Mdcégarad Il plants
have an installed capacity of 3,140 MW, and the Caruachi plant has an installéty cd2t60 MW.

CADAFE is the largest electricity distribution company in Venezuela,reuyapproximately 80% of the
country. Approximately U.S.$834 million has been invested in CADAFE from 2004 through Septemher 2007
predominantly from FONDEN and FONDESPA. CADAFE plans to invest its funds intordeodernize its
electricity generation, transmission and distribution. ENELVEN, ENELBAR aELEO are smaller
vertically-integrated electric companies. ENELVEN serves ZulideSn the western coast of Lake
Maracaibo, ENELCO serves the eastern coast of Lake Maracaibo and EIREddByes the Barquisimeto area
of Lara State. EDC is the largest privately-held electric companyngeover 1,000,000 customers. The
majority of EDC’s customers reside in Caracas and its suburbs.

The installed capacity of Venezuela’s electric power sector on Decemb&0&lwas 22.22 MW. More than
95% of Venezuela’s population has access to electric power. Demand for glesticin Venezuela
increased by 8.2% in 2005.

Electrical power in Venezuela is generated both by hydroelectric plants anwhltipéants, with two-thirds
being generated by hydroelectric plants. This dependence on hydroelectric power foethdaeof a
significant percentage of Venezuela’'s energy makes the Republic vulnerablieds pésevere drought. The
electric sector has been designed such that thermal plants would begin prodeatiiaiteiwhen the
hydroelectric plants were not producing enough electricity to meet demand. 8et#us recent growing
demand for electricity, Venezuela has been required to utilize thermal povgeinfiary generation.

However, prior reliance on hydroelectric sources for electricity genarhas had the consequence of
diverting investment from thermal generation, resulting in an installed balserofal capacity that is not
adequate to cover demand during periods of drought.
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The Government is attempting to address this structural problem through mediumsestment.
Specifically, plans have been put into place to ration electric power, improvepthatgand efficiency of
existing electric power plants, invest in new hydroelectric and thermal gienepénts, purchase additional
electrical power, curtail the illegal use of electric power and reducentweenand.

Economic growth in Venezuela will require the expansion of the electric power.sétorder to meet
anticipated demand growth, the Government contemplates emphasizing further devetdpyerdelectric
power and the use of natural gas as a raw material for electric power ganerati

In January 2007, President Chavez announced a plan to nationalize various areasarfdhy including the
electricity industry, and in February 2007, PDVSA agreed to purchase the AES &ionpuer82% interest in
EDC pursuant to a tender offer. In May 2007, the AES Corporation tendered its 82% totB@¥SA and
received approximately U.S.$739 million. As a result, the Government controls axiagiely 93% interest
in EDC.

In July 2007, by presidential decree within the legislative power conferred by the 880IhE Law, the
Government created a new state-owned electrical holding company@aligoracion Eléctrica Nacional

S.A, or CEN, to centralize electric power in Venezuela. The law mandated #lattaic companies,

including CADAFE, ENELVEN, ENELBAR and ENELCO, must be brought together under CEN by 2010.

The Regulatory Framework

Until recently, Venezuela did not have a unified body of law that regulated thecgbesver sector.
Historically, three Presidential decrees set forth the methodology for deitegrtariff rates and established
the principal regulatory bodies. Other sources of electric power sector reguiatie included certain
municipal laws, resolutions passed by MEP and MPC, and the law reformibgyti@ganica Sobre
Concesiones de Obras Publicas y Servicios Publicos Naciowaltse National Concessions Law, as well as
laws of general application.

On December 31, 2001, they Organica del Servicio Eléctricor the Electricity Law, was enacted. The
Electricity Law mandates the separation of the electric sector inZdelzinto generation, transmission,
national dispatch, distribution and commercialization.

Under the Electricity Law, upon the effectiveness of the implementing temsdano single entity is permitted
to engage in more than one of the activities set forth above, with the exception thatayenedistribution
companies may also engage in commercialization activities. Subject toggioral by MEP, any person or
entity may undertake the generation and commercialization of electricityevér, the Electricity Law
reserves the development of hydroelectric generation facilities on tbaiCRaragua and Caura rivers for
state-owned companies, such as EDELCA.

The Electricity Law exempts self-generation activities from retgaria It also contemplates the opening of
generation activities to competition, principally by allowing consumers of rhare MW per year to
purchase electricity freely in the market. In addition, the Electri@iy requires that companies engaged in
transmission and distribution activities obtain formal concessions from MEP.

The Electricity Law contemplates the creation of a centralizee-stbed company, tHéentro Nacional de
Gestion de Servicio Eléctricto administer the dispatch of electricity nationwide by coordinating, controlling
and supervising the generation and transmission activities of Venezuela’s pdbfidwate electric utility
companies and developing and administering the wholesale market for electriddgazuela.

The Government believes the development of a wholesale market for électridenezuela will facilitate
block sales of electricity among generation and distribution companies, comirersiand large clients.

The Electricity Law also contemplates the creation ofQbmision Nacional de Energia Eléctriasingle

regulatory authority for Venezuela’s electricity sect®he entity, which will be an autonomous agency within
MEP, will promote the development of competition in the areas of generation and cietization of
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electricity and establish norms for electricity sales to the public arifirtdes that electric utility companies
may charge the public.

Tariff Rates

On January 28, 1999, MEP and MPC publishedtiego tarifario, or the Tariff Regime, which established a
new tariff rate regime for the electric sector in Venezuela. Thef Reijime contains basic tariff rates
applicable to energy sold by the various electric utility companies in Vemeduehg each year from 1999
through 2002. The Tariff Regime is designed to gradually eliminate the cross shisidgd existed between
residential tariff rates and industrial and general tariff rates in X(texl@. The Executive Branch has extended
the 2002 Tariff Regime that was used in 2002, pending a new tariff regime.

The Telecommunications Sector

The National Telecommunications Commission, or CONATEL, is the governmentalyaieat regulates and
surveys competition in the telecommunications market. One of CONATHEAis goals is to broaden the
general public’s access to telecommunications services. To achieve thiSQbEBATEL created a universal
service fund dedicated to the provision of service to areas without accessomt@unications services. The
universal service fund reached approximately U.S.$83 million at the end of first @@0%r The first
universal service project was launched in 2005 and featured several telecotorsparmpeting for a new
infrastructure project worth approximately U.S.$8 million. By the end of first qu2it&7, approximately
U.S.$164 million of the universal service fund was assigned to new infrastructuretgenjd to support
social policies.

CONATEL is working to modify the regulatory framework in the telecommunicaticarkeh by establishing
policies that promote competition in different services, including broadbandeseand new proposals for
emerging technologies.

The telecommunications sector grew by 23.2% in 2006, as compared to 2005. The mobile tehécatoms
market has experienced substantial growth since its origin in 1989, and both the Internésaridesi
television markets have experienced accelerated growth in recent periods.

The Government'’s long-term plan includes, among other objectives, the development of new
telecommunications infrastructure, services and content, the promotion of campeittihin the industry and
the consolidation of Internet access.

In January 2007, the Ministry of Popular Power for Telecommunications and ComgatezeSgas created.
The Ministry is responsible for regulating and planning public policies for the promatibdesvelopment of
the telecommunications sector.

In January 2007, President Chavez announced a plan to nationalize CANTV, and by Malge2007, t
Government controlled 86.2% of the company, in part by purchasing Verizon Communicatienars®o
stake for approximately U.S.$572 million. With the successful nationalization of CAME\WGovernment
plans to offer affordable cellular phone and fixed-line rates to people in poor comsanti@lans to expand
service to underserved areas.
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THE FINANCIAL SYSTEM
Banco Central

Banco Central, which is wholly owned by the Republic, is Venezuela's central barik andency-issuing
bank. The 1999 Constitution granted Banco Central, for the first time in its histostjtational authority as
an independent legal entity with autonomy to exercise its delineated powers. ifhpirpase of Banco
Central is to control inflation and maintain the stability of the Bolivar. Undet®38 Constitution, Banco
Central is prohibited from underwriting, cosigning or guaranteeing any debt of the Republic. tibmaddi
Banco Central is required to provide the National Assembly an account ofdtssagpals and results
achieved as well as certain periodic reports to the National Assembly whtbddhe current status of the
macroeconomic variables of the economy. The National Assembly must apprme@entral’'s budget.

On August 15, 2007, President Chavez submitted to the National Assembly a proposalbttheni®99
Constitution. Among other changes, the amendment proposes that Banco Central woulkecb&osstbpng
coordination with the National Executive concerning monetary policy, with BancoaCeranaging
international reserves and with oversight by the President.

On October 3, 2001, a new Central Bank Law became effective. This law suddtsegesvious Central
Bank Law dated as of December 4, 1992. A purpose of the new Central Bank Law is to ecotndinat
regulations and activities of Banco Central with the provisions of the Constitutibthas to promote
economic development in a more cohesive manner. Significant amendmentlibévald and new Central
Bank Laws include the following: (1) Banco Central will implement policiedbésteed through coordination
with the Ministry of Finance; (2) Banco Central will no longer necessarily bigrkged as the exclusive
financial agent of the Republic; and (3) Banco Central’s operating budget must &veedpdpy the National
Assembly. Furthermore, pursuant to the Constitution, the new Central Bank Law prbwidie
Government and Banco Central will execute an agreement establishing annuatoramroe policies, which
agreement must be consistent with the Government’s economic policies. Fonfowraiion concerning the
macroeconomic policies, refer to “The Venezuelan Economy—Economic Policy gisthlien—
Macroeconomic Coordination.” The policies set forth in this agreement mustdieséid to the public once
the annual budget has been approved by the National Assembly. Additionally, the newBzewhtizw also
provides for the expansion of control of the Superintendency of Banks over certaireacif Banco Central.

Under the Central Bank Law, Banco Central's statutory functions include:
« formulating and executing monetary policy;
*  participating in the design of exchange rate policy;
e executing exchange rate policy;
* regulating credit and interest rates in the financial system;
»  centralizing and administering the Republic’s international monetary raserve

» overseeing the performance of the Republic’'s payments system and estabbsbipsyating
regulations;

e participating, regulating and executing operations in the gold market; and
*  issuing, on an exclusive basis, Venezuelan currency.
An amendment to the Central Bank Law came into effect on October 18, 2002 which providleel &maount

of Banco Central income to be transferred to the Government must be calcutatesie months, rather than
annually, and must be transferred to the Government within the six-month period followdagelef each
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such calculation. For more information regarding transfers made from the Natienalifly to Banco Central,
refer to “The Venezuelan Economy—Foreign Trade and Balance of Paymenise-Bantral Transfers”.

FONDEN

In July 2005, the National Assembly approved an amendment to the new Central Bank Laefoifine
requires PDVSA to make contributions to FONDEN with its excess dobdr fbaw after all its external and
internal obligations have been satisfied, including capital, operational and t@driisbursements. Amounts
deposited in FONDEN may only be used for social, educational, health careylmbiibgement and special
and strategic purposes. Under the amended law, Banco Central is required tonddtezraptimum level of
international reserves and to distribute the excess to FONDEN and inform tbedlAassembly on an annual
basis. The reform also requires Banco Central to make a one-time special dontttd&#ONDEN of

U.S.$6.0 billion from Venezuela’s foreign currency reserves. This deposit wagetedon November 7,
2005. In 2005, PDVSA contributed an additional approximately U.S.$1.5 billion. In 2006, approximately
U.S.$4.3 billion was added by Banco Central and approximately U.S.$6.9 billion was codtbip BV SA.
As of May 11, 2007, approximately U.S.$6.8 billion has been added by Banco Central and apgdyoximate
U.S.$1.9 billion has been contributed by PDVSA.

As of May 11, 2007, FONDEN had allocated approximately U.S.$20.2 billion, or 73.8% of the funds
available, to the various projects financed by FONDEN. As of May 11, 2007, approxitde®e$5.7 billion
has been allocated to 37 infrastructure projects, U.S.$5.5 billion has been allocateeint debt management
projects, U.S.$3.3 billion has been allocated to 30 energy and petroleum projects &adBWifon for 23
defense projects. FONDEN keeps its resources in financial trusts (localraigph fcurrency investments) at
Banco del Tesorovhere funds are being disbursed in accordance with projected execution levels.

Monetary Policy

Historically, Banco Central has conducted an active monetary policy thatipported the Government’'s
economic adjustment plans. Banco Central utilized open-market operations with tesizeown

instruments issued initially through the Caracas Stock Exchange and lateahg of an auction mechanism.
The placement of zero coupon bonds @itdlos de Establizacion Monetariar TEMs, progressively replaced
Banco Central’'s money desk as a primary mechanism of monetary regulation ame laecefficient means

of moderating the increase of monetary aggregates. However, the Governmeadisddarse of Bolivar-
denominated debt instruments somewhat served to reduce Banco Central’'s ope¢mpesstiens during

2000. Banco Central’s use of rediscount and loan mechanisms decreased as avesvdtr, lconomic
circumstances during the second half of 2001, 2002 and the beginning of 2003 prompted an increase in the
level of Banco Central's open-market transactions.

The table below sets forth the changes in monetary aggregates for the periodsdndicat

M2 Monetary Base

In billions In billions

In billions of 1997 In billions of of 1997

of nominal Constant nominal Constant

Year Bolivares Bolivares Bolivares Bolivares

2002 19,573.4 6,449.9 7,701.1 2,537.7

2003....ceeeeeeee e 30,835.9 7,995.6 11,274.4 2,923.4
2004.....ieeeeeeeeeeeeee e 46,363.6 10,085.6 16,524.4 3,594.6
2005......cccieeeeeeeee e 70,795.9 13,467.0 23,086.5 4,391.6
2006........ccooiieieeeeeeeeeeeee e 119,892.1 19,501.0 44,795.4 7,286.2

Source: Banco Central.
Banco Central intervened in the foreign currency markets in 2002 in an attempt tothelsi@ue of a rapidly

depreciating Bolivar. As a result, the level of gross international reserge=aded in 2002. International
reserves at Banco Central decreased by U.S.$293 million between year-end 2@€dramdl 2002, totaling
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U.S.$12.0 billion (excluding amounts deposited into the Stabilization Fund) at December 31AR0GE2.
same date, the balance in the Stabilization Fund was U.S.$2.9 billion, a decre&&a#hillion from
December 31, 2001.

The national work stoppage that began in December 2002 exacerbated the devaluai®volfdr against
the U.S. dollar. This general work stoppage decreased Venezuelan oil exports aneniaes,eand the
political instability surrounding the situation created a strong demand for U.Ssddllais resulted in a
further devaluation of the Bolivar as compared to the U.S. dollar, which declindovtcoa

Bs.1,853 = U.S.$1.00 on January 22, 2003.

This significant devaluation of the Bolivar prompted President Chavez to suspegd fxehange
transactions in order to protect the level of Venezuelan international resemiethe Government could
present an alternative exchange control mechanism. Foreign exchange transardaspended for
approximately two weeks. A new exchange control regime became effectiveromarfyed, 2003, which
included a single foreign exchange rate (Bs.1,596 = U.S.$1.00 (purchase) and Bs.1,600 = Us&al8)).00 (
On February 5, 2004, the Ministry of Finance and Banco Central changed the U.S xdblerge rate to
Bs.1,915.20 = U.S.$1.00 for purchase operations and Bs.1,920.00 = U.S.$1.00 for sale operations. The
exchange rate for the payment of external public debt was also set at Bs.1,920.00 =QJ. @6 March 2,
2005, the Ministry of Finance and Banco Central set the U.S. dollar exchange rat2,1d&860 = U.S.$1.00
for purchase operations and Bs.2,150.00 = U.S.$1.00 for sale operations. The exchdagthepayment
of external public debt was also set at Bs.2,150.00 = U.S.$1.00. For more informaticto, ‘Effer
Venezuelan Economy—Exchange Control Regime”.
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The following table sets out Venezuela’s interest rates, by quarter, for thdgiedicated:

Interest Rates

Banco
Short-Term Long-Term 90-Day Central Basic
(Commercial (Mortgage CDs Discount Inflation
Year and Quarter Banks) Banks) Deposit Rate Rate Rate®
(in% per annumy’
2002
First Quarter.................. 48.87 n.a. 29.60 46.00 31.31
Second Quarter.. 40.71 n.a. 35.16 37.00 23.28
Third Quarter...... 31.78 n.a. 25.96 38.50 50.98
Fourth Quarter............... 33.25 n.a. 26.44 40.00 21.29
2003
First Quarter..........cc.ce..... 34.45 n.a. 23.64 39.00 43.19
Second Quarter. 26.16 21.96 17.92 32.00 23.66
Third Quarter..... 23.78 n.a. 15.85 28.50 19.57
Fourth Quarter ................ 21.15 n.a. 14.10 28.50 23.20
2004
First Quarter...........c........ 18.84 n.a. 12.39 28.50 27.93
Second Quarter ............... 18.21 n.a. 12.68 28.50 18.85
Third Quarter..... 17.81 30.00 12.29 28.50 13.73
Fourth Quarter ... 17.25 17.98 13.24 28.50 16.69
2005
First Quarter..........cc.co..... 17.22 19.39 12.50 28.50 13.99
Second Quarter ............... 16.48 8.31 11.86 28.50 19.18
Third Quarter ..... 16.64 7.99 11.02 28.50 14.07
Fourth Quarter 15.93 7.41 11.20 28.50 10.36
2006
First Quarter........c.ccoce..... 15.57 7.13 10.61 28.50 5.43
Second Quatrter ............... 14.90 6.93 10.22 28.50 17.66
Third Quarter .................. 15.30 n.a. 10.15 28.50 29.29
Fourth Quarter ................ 15.77 n.a. 10.10 28.50 16.71
2007
First Quarter...........c........ 15.91 n.a. 10.10 28.50 10.96
Q) Based on the CPI (base 1997) calculated byadizing forward cumulative quarterly inflation rate
2) Interest rates are calculated using averagesglthe relevant period. The interest rate aveliagalculated based on the data of the
six largest commercial banks of the Venezuelamfira system.
3) Preliminary figures.
n.a.: Not available. (The mortgage banks did apbrt operations of mortgage credits during théodendicated.)

Source: Banco Central
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The following table sets out total outstanding loans and long-term investments tey Quagrublic and private
financial institutions for the periods indicated:

Total Credit
of the
Commercial Mortgage Financial Percentage
Year and Quarter Bank Credit Bank Credit Other® Systen? Changé?
(in millions of Bolivares)
2002
First Quarter.........c.ccoveveene 9,182,937 34,925 365,465 9,583,327 0.82
Second Quarter................. 9,192,175 19,870 336,313 9,548,358 (1.01)
Third Quarter. 9,744,608 21,591 331,949 10,098,148 241
Fourth Quarter.................. 10,406,551 21,089 324,901 10,752,541 (0.52)
2003
First Quarter..........c.ccceveeens 9,460,274 13,764 313,152 9,787,190 213
Second Quarter. 8,911,220 14,274 268,078 9,193,572 (3.72)
Third Quarter...... 9,495,851 13,068 268,205 9,777,124 (3.18)
Fourth Quarter................... 11,494,468 756 263,888 11,759,112 9.36
2004
First Quarter..........c.ccovvveuene 12,744,756 1,206 267,638 13,013,600 32.97
Second Quarter................. 15,455,597 1,136 333,463 15,790,196 71.75
Third Quarter...........cc.ce... 17,699,783 1,747 388,471 18,090,001 85.02
Fourth Quarter................... 22,849,904 4,908 486,747 23,341,559 98.50
2005
First Quarter..........c.cccoeveeene 23,190,763 4,886 537,628 23,733,277 82.37
Second Quarter. 27,899,352 5,252 670,798 28,575,402 80.97
Third Quarter...... 31,045,394 5,318 816,960 31,867,672 76.16
Fourth Quarter................... 38,716,721 5,090 1,193,013 39,914,824 71.00
2006
First Quarter..........c.ccovveens 39,262,164 6,217 1,200,647 40,469,028 70.52
Second Quarter.. 46,723,577 7,146 1,345,705 48,076,428 68.24
Third Quarter...........cc.ceu... 55,078,927 7,700 1,485,918 56,572,545 77.52
Fourth Quarter................... 64,867,297 42,713 1,851,079 66,761,089 67.26
2007
First Quarter..........c.cccoeveeens 72,676,203 52,357 1,947,480 74,676,040 84.53
Q) Includes finance companies and savings andiftaaitutions.
2) Excludes Banco Central.
3) From the corresponding quarter of the previgesr.

Source: Banco Central
Treasury Bank

In August 2005, the National Assembly passed a law creating a treasury bankd tefas@anco del Tesoro
In accordance with the laBanco del Tesoracts as the Government’s chief financing arm, handling the
Central Government’s banking needs and managing debt payments and debt issues of tinee@ioBamco
del Tesoralso acts as depositary for Government funds currently held by private bandts,cwirently
account for approximately 26% of deposits held by private banks. For initial cdmtadlational Assembly
approved a transfer of Bs.30.6 billion, or approximately U.S.$14 millioBattwo del Tesorand later
approved an additional transfer of Bs.30.0 billion. As of August 2Baii¢co del Tesoravas managing third
party funds valued at approximately Bs.26 trillion.

Banco del Sur

Banco del Suis a financial institution that is being promoted by Venezuela for regional integthat serves
to provide a source of funding for Latin American and Caribbean counB&sco del Sur'rincipal

objective is to finance development projects and serve as an alternatitionaa multilateral lenders,
including the World Bank, IADB and the IMF. As of September 2007, Argentina, Boliviail,Bfamador,
Paraguay and Venezuela were all participan&ainco del Syrwith Uruguay expressing an interest to join as
well. The format and the amount of money that each country will put into the bank has not Ineshtdec
date, but it will be based on each countries’ level of international reserves.
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Financial Institutions

The Superintendency of Banks is responsible for banks and credit unions. Its functionsimsgeadion,
supervision and control.

The Superintendency of Banks also regulates individuals, companies and institutionedhat or purport to
conduct operations that are subject to authorization under the General Law of Bankiseartéim@ncial
Institutions. FOGADE, which was established in 1985, insures deposits up to Bad pellidepositor.
FOGADE also assists in the recovery and stabilization of financiatistis through lending assistance.

Some of Venezuela’'s largest banks announced their intention to merge followingdtmeesnaf the_ey de
Fusionesreferred to as the Merger Law, on February 28, 2001. The purpose of the Mergerd ew wa
strengthen banks’ capital bases and increase their competitiveness bgtstgmakrger activity among
smaller banks. The Merger Law provides for the Superintendency of Banks to apprges proposals and
to grant priority to mergers of specialized financial institutions, savings andksmciations and commercial
banks resulting in universal banks.

In April 2007, the Venezuelan financial system consisted of 58 financial institutibitd) included:

* 22 universal banks;

. 15 commercial banks;

* 4 investment banks;

* 1 mortgage bank;

. 6 development banks;

* 1 leasing company;

. 3 savings and loan associations;

* 2 money market funds; and

» 4 special law-regulated banks.
Effective March 2002, Universal banks were required by law to have a minimurnpagdital of Bs.40.0
billion. Universal banks with main offices outside of the metropolitan area and démg®nal banks” by
the Superintendency of Banks were required by law to have a minimum paid-in c&Bia20.0 billion.
Additionally, effective March 2002, commercial banks with main offices withimtagopolitan area were
required to have a minimum paid-in capital of Bs.16.0 billion, whereas commercialwiéimksain offices
outside the metropolitan area were required to have a minimum paid-in capita8dJ Billion. Banks are
also required to meet certain capital adequacy requirements, such as a mi@#ouatio of net worth to
assets and contingent operations.
As of December 31, 2006, all of the operating Venezuelan universal and commaearksahis the minimum
capital adequacy requirements that the Government adopted as a more stringecatadif the Basle
Standards.
A patrtial reform to the General Law of Banks and Other Financial Institutioagmacted by law-decree on
November 13, 2001. The purpose of the reform was to further strengthen the banking systermeatekgtsar
stability. The amended law raises the upper limit of the amount of insured dep8sitsGanillion per

depositor in the same financial group, provides for rules regarding trust operations jmiestsient banks to
carry out trust activities and provides an administrative process for adjndipablic complaints with respect
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to banks. The amendments also eliminate the ability of FOGADE to provide &hassistance to ailing
banks. The amended law establishes new criteria for determining affiliatitmeespect to financial groups.
Related entities of troubled banks are also subject to intervention or liquidatioraniEneed law also
established new minimum paid-in capital requirements.

Additionally, the law, as amended, creates two new types of special banks, dawedpment banks and
second-tier banks, which would be primarily dedicated to the promotion of microentelgredepment. The
Superintendency of Banks is now authorized to issue special rules governing the accountidi¢gsof ¢
extended to such enterprises.

The amended law also regulates electronic banks and grants to the Superintendency tbieBaker to
enact special standards regulating loans from electronic banks.

Securities Markets

The Caracas Stock Exchange is currently the only securities market iniéémegith 57 issuers and 58
securities registered as of December 2006. Historically, trading on thea€&tack Exchange has been
composed of trades in stocks and bonds. In September 2001, the exchange began to allow traetesrin shor
debt instruments, such as commercial paper.

Since December 2003, the Ministry of Finance has become an active particiffenCiaracas Stock
Exchange through the issuance/abonosa new, actively traded instrument consisting of public sector bonds
issued to pay certain benefits due to public sector university professors.

In 2006, the Caracas Stock Exchange had a total trading volume of U.S.$2.3 billion, representing U.S.$
billion in stocks, U.S.$987.2 million in ADRs, U.S.$100.5 million in private sector debtises and
U.S.$116.2 million invebonos The individual stocks with the highest trading volume vieecantil
Servicios Financieros, 8., CANTV, Corimon, SivensamdH.L. Boulton

The Caracas Stock Exchange posts trading information, such as price, volume antidreastvity for

listed securities during trading hours. Pricing information includes high, low andyaeveakes prices. The
Caracas Stock Exchange also publishes three indices for equity securitiesinGipalstock index is the
Indice Bursatil Caracasreferred to as IBC. The IBC tracks the share prices of 16 major companies and is
calculated in a manner similar to that used by the S&P 500. The other indices focumdodtral and
financial sectors.

The total market capitalization of the companies listed on the Caracas Sttenge as dbecember 31,
2006was approximately U.S.$12.9 hillion. From December 31, 2005 to December 31, 2006, the total market
capitalization increased in absolute terms from U.S.$6.8 billion to U.S.$12.9 billion.

The CNV authorized the opening of a commodities exchange on May 19, 1999. Trading on this exchange
commenced in October 1999 and, as of December 31, 2005, the cumulative trading volume Bt$ked U
billion. The trading volume on this exchange totaled U.S.$1.7 billion in 2005, as compared to U.S.6t.4 billi
in 2004.

In the past, Venezuelan stock exchanges have experienced substantial marketcpratiofis. Factors
contributing to such fluctuations include changes in the overall state of the Vemegoehomy and adverse
political developments, together with merger activity among domestic corspamietakeovers of domestic
companies by foreign corporations. Compared to other stock markets in Latin Anterig@niezuelan stock
market is among the smallest in terms of market capitalization and tradingevolum

The Caracas Stock Exchange can suspend dealing in any listed security ifdlué firecsecurity varies by
20% or more during a trading session.
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Market Regulation

The CNV must authorize all Venezuelan companies before they legally géfitéy er debt securities to the
Venezuelan public. In order to offer securities to the public in Venezuela, anriasstemeet certain CNV
requirements regarding assets, operating history, management and other matters.

All outstanding securities of such companies must also be registered with then@Mygmoved by the
relevant stock exchange. The CNV must approve the application for listing of tysleefare it is listed on a
stock exchange. The CNV also requires issuers to file unaudited quarterly fissaiteiments and audited
annual financial statements with the applicable stock exchanges and the CNV.

Since September 1, 1994, the CNV has required any company issuing debt in Venezuela oratita
from two independent rating agencies registered with the CNV. However, as ot A20002, and for any
company that issues commercial paper (debt issues ranging from 15 days to 360& &), thay reduce
the requirement from two independent rating agencies to one, depending upon the marketsaiditat
time.

In September 2002, the CNV changed certain regulations relating to securitizatieatsfia®rder to expand
opportunities for companies to obtain financing.

The Capital Markets Law and the rules issued by the CNV provide a regulatmtyistrfor the Venezuelan
securities industry. The Capital Markets Law was amended in October 1998doctmé Venezuelan
securities market to international standards. In addition to setting standards &s btlo& law empowers the
CNV to regulate public offerings and trading of securities. In January 1999, the CNV gatedutegulations
governing the activities of broker-dealers and brokerage houses. The CNV has aldgatexhregulations
requiring issuers of securities to file information regarding the issuer, itsgmanest and its significant
shareholders to ensure transparency in capital markets transactions antepdelioffers.
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PUBLIC FINANCE
General Description of Accounts and Entities

The Ministry of Finance is responsible for preparing the budget and administeri@gvbenment’s finances.
The Ministry of Finance is required to submit a proposed budget to the Nationalbhssach year. The
National Assembly may change items in the proposed budget so long as authorizedweegatalitot exceed
projected revenues. Nevertheless, actual expenditures in any given yeatamed revenues for that year as a
result of differences in the timing of receipts and expenditures. The budget must amtudgeriations to be
distributed to the states and the federal district in accordance with a prégoribela. No taxes may be

levied, money borrowed or expenditures made unless authorized by law. In addition to budgetdiiuszp
contained in the legislatively-approved budget, the Government may increase expsniticluding

allocations for debt service obligations, during the course of the year with the dmfrineaNational

Assembly. However, total expenditures may not exceed actual revenues.

All revenues and expenditures are budgeted and recorded on a cash basis. Thedfifiisince is
responsible for collecting public revenues. Various ministries and agencies atial Government are
responsible for implementing the budget. For example, the Comptroller Generahgettey in charge of
national revenues, expenditures and assets and related operations. The functitwesfioktireclude control,
supervision and auditing. The Comptroller General is appointed for a period of sevebyeand is
accountable to, the National Assembly.

The consolidated public sector is divided, in general terms, into two parts: thal@mternment and the
decentralized state institutions. The decentralized state institut®osrporations that are majority or wholly
owned by the Government.

Taxation

The Organic Tax Code

TheCddigo Orgéanico Tributaripreferred to as the Organic Tax Code, was approved in 1991 and amended in
1992, 1994 and 200IThe Organic Tax Code increased penalties on overdue tax payments and made tax
avoidance a criminal offense. The Ministry of Finance, with assistameetifre World Bank and the IADB,

has developed a tax collection program aimed at decreasing income tax evasion.

The new Organic Tax Code became effective on October 17, 2001. Some of the reformswm ldgislation
include: (1) the adoption of the “substance over form” approach in tax administratidme (jrnisent to the
passing on of tax responsibilities from a target company to the acquiring compangiiges; rand (3) the
disallowance of offsets of income tax credits against monthly payables undekThelVie amendments have
also changed the rate of interest for unpaid tax obligations. Interest on unpaid tax obligati@wgials the
average of the lending rates of the six largest commercial banks, multipliedtpadf 1.2.

In addition, the reforms increased the penalties imposed on various tax offenses entld setf categories of
tax violations in order to deter tax evasion. Breaches of substantive obligationshenaewtOrganic Tax
Code result in increased penalties, while offenses potentially leading toampest have been broadened in
scope. For example, new fines have been introduced both for the failure to pay taxess$onéte late
payment of taxes, and criminal penalties have been established for tax fraud. ibm addfiholding agents
who intentionally fail to remit taxes withheld within three business days fallpwayment are now subject to
imprisonment for two to four years.

Furthermore, the amended Organic Tax Code now permits taxpayers to enter intiegahi@ng agreements
with the tax authorities to establish the value of transactions betweeneffiiaterprises.

Procedural rules have also been amended. Under the new Organic Tax Codétgudipipeals do not

suspend the effects of a tax assessment, except in cases where the taxpayé&atkstbas non-suspension
will cause irreparable damages or when the appeal is based on “sound arguments lof t@ntrast, the

74



filing of an administrative tax appeal will suspend payments required by anmaseéssit not interest on the
assessment. Furthermore, it is now expressly stated that the opinions of thtbdakyavith respect to a
particular issue may not be appealed to the tax courts.

Income Tax

The Central Government is the only entity in Venezuela with the authority todame. As a percentage of
Central Government revenues, income tax revenues were 13.6% in 2002j12008, 16.1% in 2004,
22.1% in 2005 and 23.9% in 2006.

The petroleum industry provided 30.6% of total income tax revenues in 2002, 42.7% of total @ncome t
revenues in 2003, 46.2% of total income tax revenues in 2004, 60.4% of total income tax revenues in 2005 and
55.1% of total income tax revenues in 2006.

Venezuelan income tax is payable by both natural persons and legal entities. Taférimasae upon which a
person or entity may be taxed includes worldwide income. Certain Governmertesgetiucational
institutions, charitable institutions and funds, as well as certain other indwidndlentities, are exempt from
Venezuelan income tax. Additionally, the President, in conjunction with the Councihistdis, has the
power to exempt from the payment of taxes certain sectors or industries thateareddiel be of particular
importance to national or regional development. Natural persons are taxed at@mwagofup to 34%,
depending on income level, with certain tax rebates for lower-income households. aGonsare taxed at a
rate from 15% up to 34%, except for those engaged in the petroleum industry, which are tep=tial sate
determined by the Hydrocarbons Law. For more information on this law, referinciffat Sectors of the
Venezuelan Economy—Petroleum and Natural Gas—New Hydrocarbons Law”.

The inability of the Government to rely on sources of financing other than petroleenues has made it
difficult to establish a positive balance in the consolidated public sector aceodntsis contributed to the
general instability of the Venezuelan economy as a whole. Because the developrmmeateotiversified
economy with a greater capacity for and a high volume of non-traditional exports can ootpimpléshed in
the medium term, the Government has attempted to increase the base of nenspdatarirevenues.

Value-Added Tax

In May 1999, the Government passed legislation establishing the VAT to replacentkeittimg sales tax.
The VAT applies to sales of all goods and services throughout the chain of distribxtept, @rtain
exempted items such as food, medicine, telephone, gas and other utilitiesy, IthgalfAT was set at a rate
of 15.5%, except on the island of Margarita, where the applicable rate was 8.0%ug@st A 2000,
however, the VAT rate was decreased from 15.5% to 14.5%, and the island of Margartgempted from
the VAT altogether. The VAT was amended again on August 30, 2002. This amendment, amdhimgthe
(1) increased the VAT rate to 16%; (2) eliminated the concept of the income thredbaldvbéch one is
exempt from paying this tax, effectively transforming it into a universal(8 eliminated the exemption for
certain goods currently exempt from this tax; and (4) imposed an additional 10% tataomlagury items.
The Central Government generated revenues of approximately Balié®in 2002 and Bs.6.%illion in
2003 from the VAT.

In July 2004, the National Assembly amended the VAT again, reducing the rate from 16% tehi&36
became effective in September 2004. During 2004, the Central Government gemsetieds from the VAT
of approximately Bs.13.4 trillion.

In August 2005, the National Assembly amended the VAT again, reducing the rate from 15%.t The
Central Government generated revenues of approximately Bs.20.0 trillion in 2005 2b@ Bdlion, or 6.6%
of GDP, in 2006 from the VAT. As part of the Government’s policy of containing iofflaty pressures in the
economy, the VAT was reduced from 14% to 11%, effective March 1, 2007. The VAT wees feduced to
9% effective July 1, 2007.
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Tax on Bank Debits

In March 2002, the Government enacted a bank debit tax, which had a term of one year. Tdssn#aily
assessed at a rate of 0.75% on the value of each applicable transaction andlitafe86&6 on August 21,
2002.

The bank debit tax was amended in March 2003. This amendment revised the assessaidherax as
follows: (1) 1.00% of the value of each applicable transaction until June 30, 2003; (2) 0.75%lfrdm2003
until December 31, 2003; and (3) 0.50% from January 1, 2004 until March 12, 2004, at which point the tax
would have expired. On March 11, 2004, the bank debit tax was amended again. This amendmdexdt exte
the application of the bank debit tax until December 31, 2004 at a rate of 0.5%. In December 2@0%, the b
debit tax was amended again. This amendment extended the application of the bank debiDiasewmniier

31, 2005 at the rate of 0.5%As amended, certain withdrawals from saving accounts will be exempt from the
bank debit tax. Financial transactions undertaken by certain Government entitis® aeempt from this

tax. Cooperative associations are now exempt from this tax as well under destairstances. The tax on
bank debits generated revenues in the amount of Bs.2.0 trillion, or 1.5% of GDP, during 2003rilBsr1,.9 t

or 0.9% of GDP, during 2004, and Bs.2.7 trillion, or 0.9% of GDP, during 2005. In February 2006, the
Government eliminated the bank debit tax.

Customs

A law was passed by the National Assembly in January 2002 to modernize Venezusttaiss operations,
which is currently being implemented throughout Venezuela. Automated customs operetéred to as
the SIDUNEA system, have already been put into effect in the following ports wf Mattitima de La
Guaira, San Antonio del TachirandSubalternate of UrefidMerida, Principal Maracaibqg Subalternate of
Chinita, Principal de Puerto CabellandPrincipal de Valencia By the end of December 2004, eight
additional principal and three additional subalternate automated customs operatempaiiinto effect in
Venezuela. The modernized ports using the new SIDUNEA system accounted forrapfalyx®9% of
customs revenues and 98% of imports. The total customs revenue collected in 2005 and 200, ineludi
VAT, was Bs.10.3 trillion and Bs.14.5 trillion, respectively.

In addition, Venezuelan customs authorities have obtained special equipment for nareimspections of
cargo containers in an effort to curtail drug trafficking and customs fraud. In Ma@&) tieComision
Presidencial de Lucha Contra el Fraude Aduan@cesidential Commission Against Customs Fraud) was
formed. This commission is made up of several representatives of both the publivatedsector who are
interested in preventing contraband and customs fraud. Together they drafted the Amty&@ahBill, which
was enacted in December 2005 and employs the use of more severe penaltiearadgltegpscope of actions
that may be taken by authorities to curtail contraband.

The Tax-Pardoning Law

In 2001, the National Assembly approved a tax-pardoning law, which established a systenvéturitary
payment of overdue tax obligations through tax pardons, payment plans and opportunities to subeforet
previous years in which no returns were filed or to correct previously subnetteds. Depending on when
the taxpayer applies for a pardon, once the taxpayer agrees to pay a specifiedgenfdns tax obligation,
the remaining tax liability, including fines and interest, is pardoned. Under théhafollowing are not
pardonable tax liabilities: income taxes, luxury taxes, value-added taxeswubdtd®m already calculated or
noted by tax agents; customs duties; banking or financial debits; debts subject to liEchoresits; and
debts against which proceedings have been initiated and against which goods have a@reatigdied.

SENIAT

In August 1994, the Government established SENIAT, an independent agency within steyMirfrinance,
to administer tax and customs collections. The objectives of the SENIAT include:

. increasing the level of non-oil tax revenues to 10.0% of GDP;

* reducing tax evasion by 0.5% of GDP;
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e improving customs duty collections;

*  promoting the modernization of the Venezuelan tax code system;

» developing a “tax culture”; and

» consolidating the organization of the SENIAT to promote efficiency in its collections

For the year ended December 31, 2002, gross revenues administered by SENUATednn Bs.10.8 trillion,
or 10.0% of GDP. During 2002, revenues generated from the VAT totaled Bs.4.8 trillion, or 448sf
SENIAT revenues; income taxes collected totaled Bs.2.6 trillion, or 24% of gedH#\F revenues; and taxes
from liquor, cigarettes, matches, revenue stamps, bingo parlors and casinos #Zgdlion, or 6.6% of
gross SENIAT revenues.

At December 31, 2003, gross revenues administered by SENIAT amounted to Bs.1h8arilli0.4% of
GDP. During 2003, revenues collected from the VAT totaled Bs.6.6 trillion, or 47.4% ofFEOHAT
revenues; income taxes collected totaled Bs.3.4 trillion, or 24.7% of gross SEN#Xes; and taxes from
liquor, cigarettes, matches, revenue stamps, bingo parlors and casinos totaletiBsr8.6r 6.1% of gross
SENIAT revenues.

At December 31, 2004, gross revenues administered by SENIAT amounted to Bs.2sh5arilli1.5% of
GDP. During 2004, revenues collected from the VAT totaled Bs.13.4 trillion, or 54.9% ofSEOEAT
revenues; income taxes collected totaled Bs.5.7 trillion, or 23.4% of gross SE&U&Tues; and taxes from
liquor, cigarettes, matches, revenue stamps, bingo parlors and casinos totalediBari .artd.6% of gross
SENIAT revenues.

For the year ended December 31, 2005, gross revenues administered by SENUATedro Bs.38.4 trillion,
or 12.7% of GDP. During 2005, revenues generated from the VAT totaled Bs.20.0 trillion, or 52)fd%sof
SENIAT revenues; income taxes collected totaled Bs.10.3 trillion, or 26.9% of dggbdABrevenues; and
taxes from liquor, cigarettes, matches, revenue stamps, bingo parlors and casied®8&1i.4 billion, or
3.5% of gross SENIAT revenues.

For the year ended December 31, 2006, gross revenues administered by SENUATedno Bs.52.1 trillion,
or 13.4% of GDP. During 2006, revenues generated from the VAT totaled Bs.25.8 trillion, or 4% 68%sof
SENIAT revenues; income taxes collected totaled Bs.18.4 trillion, or 35.3% of gtbdaBrevenues; and
taxes from liquor, cigarettes, matches, revenue stamps, bingo parlors and casied®8tfl.7 billion, or
3.3% of gross SENIAT revenues.

Revenues and Expenditures

Central Government

The Central Government’s revenues consist of tax revenues and non-tax reverfuas,iroleum royalties
and dividends from state-owned companies. The Central Government’s expenditustpdomerily of
operating expenditures, such as salaries, interest payments and purchases of gevdsesidransfers to
state and local governments and the private sector and capital expenditures.

As a percentage of Central Government revenues, non-tax revenues in 1997 ConistargsBaicounted for
37.9% in 2002, 40.0% in 2003, 42.3% in 2004, 41.2% in 2005 and 44.8% in 2006.

Petroleum royalties provided 76.4% of non-tax revenues in 2002, 78.8% of non-tax revenues in 2003, 80.9%
of non-tax revenues in 2004, 77.4% of non-tax revenues in 2005 and 83.6% of non-tax revenues in 2006.

In 2002, the Central Government’s revenues increased to Bs.8.9 trillion in 1997 ConsiteareBdfom

Bs.8.4 trillion in 1997 Constant Bolivares in 2001. This increase was due primaxilyiriorease in non-tax
petroleum income. The Central Government’s expenditures for 2002 increased to Blia0.mtt 997
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Constant Bolivares from Bs.10.2 trillion in 1997 Constant Bolivares for 2001. Tlea$ecin expenditures
was due primarily to interest payments made Government debt. As a rebelfariegoing factors, the
Central Government accounts recorded a deficit of Bs.1.6 trillion in 1997 ConsléararBs, or 4.0% of GDP,
for 2002, compared to a deficit of Bs.1.8 trillion in 1997 Constant Bolivares, or 4.4% of GDP, for 2001.

In 2003, the Central Government’s revenues totaled Bs.8.9 trillion in 1997 Constamir&oklwnd the Central
Government's expenditures totaled Bs.10.6 trillion in 1997 Constant Bolivares. #udtatree Central
Government accounts recorded a deficit of Bs.1.7 trillion in 1997 Constant Bolivare4% of GDP, for
2003.

In 2004, the Central Government’s revenues totaled Bs.11.9 trillion in 1997 Constanid3odind the Central
Government’s expenditures totaled Bs.12.9 trillion in 1997 Constant Bolivares. AstathesCentral
Government accounts recorded a deficit of approximately Bs.940.8 billion in 1997 C@Bwlfaates, or

1.9% of GDP, for 2004.

In 2005, the Central Government’s revenues increased to Bs.16.8 trillion in 1997nt Baditzares from
Bs.11.9 trillion in 1997 Constant Bolivares in 2004. This increase was due priroanigroved tax
collection and an increase in dividends, royalties and taxes from the petrolé¢andseco an increase in
petroleum prices. The Central Government’s expenditures for 2005 increased to Biflias.B1t£ 997
Constant Bolivares from Bs.12.9 trillion in 1997 Constant Bolivares for 2004. Thesgscwas due primarily
to an increase in transfers to the rest of the public sector. As a result oktparigrfactors and a larger
positive current account surplus, the Central Government accounts recorded afsug0% of Bs.993.3
billion in 1997 Constant Bolivares, or 1.6% of GDP, compared to a deficit of Bs.940.8 billion in 1997
Constant Bolivares, or 1.9% of GDP, for 2004.

In 2006, the Central Government’s revenues increased to Bs.20.8 trillion in 1997nC8utteares. This
increase was due primarily to an increase in dividends, royalties arsdftascethe petroleum sector due to an
increase in petroleum prices. The Central Government’'s expenditures for 2@ attto Bs.20.7 trillion in
1997 Constant Bolivares. This increase was due primarily to an increas@umdhase of goods and services
and an increase in transfers to the rest of the public sector. As a result of glonfpfactors and a larger
positive current account surplus, the Central Government accounts recorded afeugf)@$ of Bs.12.5

billion in 1997 Constant Bolivares, or 0.02% of GDP, compared to a surplus of Bs.993.3itrillie®7
Constant Bolivares, or 1.6% of GDP, for 2005.
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The following table sets forth the revenues, by source, and expenditures, by sector enftitheGdvernment
for the periods indicated:

Venezuela Central Government Revenues and Expenditures

Year Ended December 31,
2002 2003 2004V 2008V 2006

(in billions of 1997 Constant Bolivares)

Central Government

Total Revenues.........ccccoeevvvvennen, Bs. 8,892.1 Bs. 8,911.5 Bs. 11,912.1 Bs. 16,841.2s. 2B,762.0
Current Revenues............ccccceveveuee. 8,892.1 8,911.5 11,912.1 16,841.2 20,762.0
Tax Revenues........cccccceeveveeeen.e. 4,261.1 4,300.4 6,287.4 9,331.6 10,950.8
Petroleum Sector...............c....... 368.8 558.8 889.0 2,249.5 2,693.4
(014 1= S 3,892.3 3,741.7 5,398.4 7,082.1 8,257.4
Non-tax Revenues........................ 3,365.8 3,560.5 5,041.7 6,939.9 9,310.1
Petroleum Royalties.................. 2,580.6 2,807.2 4,076.5 5,368.4 7,785.4
(014 1= S . 753.3 965.2 1,571.5 1,524.7
Dividends.................. 1,050.6 583.1 569.7 501.2
Capital Revenues............cccoocoeeeun. - - - - -
Total Expenditures..............cccccuveee. 10,482.7 10,587.3 12,853.0 15,847.9 20,749.5
Current Expenditures...........ccc.......... 7,655.8 7,918.6 9,718.0 11,613.4 15,305.6
Operating Expenditures.............. 4,174.9 4,082.2 4,453.6 4,704.5 5,730.5
Salaries, etc. .. 1,691.7 1,707.1 2,036.5 2,270.5 2,854.4
Interest Payments...........c......... 1,842.8 1,788.9 1,813.6 1,798.4 1,443.6
Purchase of Goods and Services 640.5 586.2 603.5 635.5 1,432.5
Current Transfers.........cccocoeeeeeeeeeenee. 3,480.8 3,836.4 5,264.4 6,908.9 9,575.1
To Rest of Public Sector........... 3,363.9 3,669.3 4,596.0 6,137.6 8,549.8
To Private Sector...................... 113.8 165.6 667.8 770.7 1,025.4
Other Transfers..........ccccocev.e. 3.1 1.5 0.5 0.6 -
Quasi-fiscal Operations of
Banco Central.......c.c.c.ccoceovvvene. - - - - -
Extra-budgetary............cccccevnnnee. 503.3 488.0 388.6 390.8 446.4
Current Account Surplus................. 1,236.3 992.9 2,194.1 5,227.8 5,456.4
Capital Expenditures .. 2,028.3 2,091.2 2,503.1 3,538.9 4,662.3
Capital Formation.............. ... 601.2 653.7 228.7 231.3 228.5
Capital Transfers........ 1,427.0 1,437.5 2,274.4 3,307.6 4,433.8
To Public Sectar......................... 1,425.6 1,435.8 2,271.7 3,303.9 4,427.1
To Private Sector..................... 1.5 1.7 2.7 3.6 6.7
Financial Investment........................ 295.4 89.5 243.3 304.9 335.2
Overall Surplus (Deficit)................... (1,590.7) (1,675.8) (940.8) 993.3 12.5
As percentage of GDP.................. (4.0)% (4.4)% (1.99% 1.6% 0.0%

Q) Preliminary figures.

Sources: National Budget Office, referred to as ONAPRE, Ba@entral and the Ministry of Finance.
Consolidated Public Sector

The consolidated public sector accounts include the results of decentralieezhsitees, such as PDVSA and
the CVG companies.

In 2002, consolidated public sector revenues decreased to Bs.11.8 trillion in 1997 Constard$8fobm
Bs.11.6 trillion in 1997 Constant Bolivares in 2001. This decrease was due primaritydasds in tax
revenues. Consolidated public sector expenditures for 2002 decreased to Bsid®.$tih97 Constant
Bolivares from Bs.13.5 trillion in 1997 Constant Bolivares for 2001. The decrease imligxpes was due
primarily to decreases in salaries and a reduction in transfers to thes [m@eadr. As a result of the foregoing
factors, the consolidated public sector accounts recorded a deficit for 200283 Billion in 1997
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Constant Bolivares, or 1.2% of GDP, compared to a deficit of Bs.1.9 trillion in 1997 CdBsliamares, or
4.6% of GDP, for 2001.

In 2003, consolidated public sector revenues totaled approximately Bs.12.3 trillion in 199anCBo#ivares
and consolidated public sector expenditures totaled approximately Bs.12.2 trillion in 19%anCBotivares.
As a result, the consolidated public sector accounts recorded a surplus for 2003 ofagiphpBs.134.7
billion in 1997 Constant Bolivares, or 0.4% of GDP.

In 2004, consolidated public sector revenues totaled approximately Bs.17.1 trillion in 199anCBo#ivares
and consolidated public sector expenditures totaled approximately Bs.15.8 trillion in 19¢anCBotivares.
As a result, the consolidated public sector accounts recorded a surplus for 2004 ofagiphpBs.1.3
trillion in 1997 Constant Bolivares, or 2.5% of GDP.

In 2005, consolidated public sector revenues increased to Bs.23.0 trillion in 1997 Constame8flom
Bs.17.1 trillion in 1997 Constant Bolivares in 2004. This increase was due priroailyiricrease in
petroleum prices and improved tax collection. Consolidated public sector expenditures forc2888ed to
Bs.20.3 trillion in 1997 Constant Bolivares from Bs.15.8 trillion in 1997 Constant Bolivar28ddr The
increase in expenditures was due primarily to increased investment in udtastr including infrastructure in
the electric sector, combined with increased spending on education and healtkscaresult of the
foregoing factors, the consolidated public sector accounts recorded a surplus for 2005 ofiBsrRi 1997
Constant Bolivares, or 4.4% of GDP, compared to a surplus of Bs.1.3 trillion in 1997 CButteantes, or
2.5% of GDP, for 2004.

In 2006, consolidated public sector revenues increased to Bs.26.2 trillion in 1997 Congteame8o0IThis
increase was due primarily to an increase in the collection of incomeftaxedomestic activities as a result
of economic growth. Consolidated public sector expenditures for 2006 increased to Bslipn.tdP97
Constant Bolivares. The increase in expenditures was due primarily to aniabsterease in the purchases
of goods and services given the overall increase in Central Government revenaeesésof the foregoing
factors, the consolidated public sector accounts recorded a deficit for 2008 D@ .Billion in 1997
Constant Bolivares, or 1.2% of GDP, compared to a surplus of Bs.2.7 trillion in 1997 CBuadieares, or
4.4% of GDP, for 2005.
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The following table sets forth the revenues, by source, and expenditures, by sectorop$dtidated public
sector for the periods indicated:

Venezuela Consolidated Public Sector Revenues and Expendés

For the Year Ended December 31,

2002 2003 20049 20089 20067
(in billions of 1997 Constant Bolivares)

Consolidated Public Sector

Total REVENUES .........ceiiieiiiiiiiciimn Bs. 11,844.3 Bs. 12,3284  Bs.17,055.8 Bs. 23,012Bs. 26,166.4
TaxXx REVENUES ....c.uceviiiiiiiiieiieeveee s 4,025.8 3,936.9 5,654.1 7,392.9 8,681.0
Non-tax Revenues..........ccooceeeevieivieimnnnn. 7,818.5 8,391.5 11,401.8 15,619.3 17,485.4
Central Government..........ccccveeeeeiinns - - - - -
PDVSA Operating Surplus.................. 5,745.1 6,716.0 8,285.0 10,696.5 11,453.8
FIV Interest and Dividend Income....... - - - - -
Non-financial Public Enterprises......... 444.9 308.3 4715 433.7 223.6
Capital Revenues............cccccvvvveveeeeeenn. 0.8 0.4 0.6 55 0.1
Other.....cociiiiiic e 1,627.8 1,366.9 2,644.7 4,483.6 5,807.9
Total Expenditures.......ccccceeeeiviiiiivviane... 12,329.5 12,193.7 15,803.6 20,339.8 26,977.2
Current ExpenditureS...........coecvvvvveneeennn. 8,308.4 8,439.2 10,853.5 13,042.0 16,743.5
Salaries, etC. ....ooovvvvvveeiieeiiiiees 1,872.0 1,863.7 2,220.0 2,452.6 3,104.8
Purchases of Goods and Services........ 750.7 726.3 772.1 922.3 1,807.5
Interest Payments .........ccoooevvvviviiinnnnnns 2,094.1 1,986.2 1,863.2 1,819.5 1,455.1
Transfers to Private Sector .................. 621.1 675.5 1,393.6 1,727.6 1,758.7
Central Government Transfers to
Unconsolidated Entitic................. 2,828.9 3,074.8 4,381.8 5,984.4 8,383.6
Othel) ..., 141.6 112.6 222.8 135.5 233.8
Central Government (Extra-Budgetary)... 423.1 386.7 303.1 284.7 335.2
Capital Expenditures............ccoccvvvvvvvennnn. 3,598.0 3,367.8 4,647.1 7,013.1 9,898.4
Capital Formation............cccceevvvvveennnn 2,232.3 1,979.7 1,886.9 2,407.1 3,126.3
Other (Including Transfers to
Unconsolidated Entities)............... 1,365.6 1,388.1 2,760.2 4,605.9 6,772.1
Overall Surplus (DefiCit) .........ccccccuuereeeen. (485.2) 134.7 1,252.2 2,672.4 (810.8)
(As percentage of GDP)
Total Revenues.........coooevveeveiveeeii . 29.50% 32.3% 34.4% 37.8% 37.9%
Total Expenditures........cccceeeieiiiiiiiaceen. 30.7 32.0 31.9 33.4 39.0
Overall Surplus (DefiCit) ..........cccccuureeeeen. (1.2)% 0.4% 2.5% 4.4% 1.2)%
Q) Preliminary figures.
2) Includes other expenditures, exchange lossggjaasi-fiscal losses of Banco Central.

Source: Ministry of Finance, using IMF methodology.
2007 Budget

In November 2006, the National Assembly approved the budget for 2007. The 2007 budget, as approved,
projected total revenues of approximately U.S.$49.6 billion, or 30.3% of GDP, and total exgsnofit
approximately U.S.$52.3 billion or 31.9% of GDP. The 2007 budget also contemplates ani¢gal i
borrowing by the Republic of U.S.$3.9 billion, or 2.4% of GDP. The budget for 2007 is based wn certa
assumptions, including real GDP growth of 5.0%, an average price for the Venezuelaketiloba

U.S.$29.00 per barrel, an average exchange rate of Bs.2,150.00 = U.S.$1.00 and an aeti@yatiafrate

of 12.0%.
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PUBLIC DEBT
Overview

In 1976, the Government enacted the Organic Law of Public Credit to create and isguégiitthrough
prior authorization and registration. The Organic Law of Public Credit has beesexlgx by the entry into
force of the LOAFSP.

Public debt is defined to include public issues of bonds and treasury notes in Venezuelaahdabrestic
and foreign direct indebtedness, contracts providing for payments extending beyond the #mefiscat year
and guaranties and modifications of existing indebtedness. The types of entitiestsubppdation under the
LOAFSP include national, state and municipal governments, decentralizedstifidions, autonomous
government institutions and other public entities, corporate entities controlletydaeindirectly by the
public sector and non-profit organizations under the control of the Government.

Standard & Poor’'s, Moody’s Investor Services and Fitch all lowered #it@igs and outlook with respect to
the Republic’s foreign currency-denominated debt in late 2002 or early 2003 (Standeod Ki? December
2002; Moody’s and Fitch in January 2003), citing increasing pressure on the Republic’'sdiaadc
international reserves due to continued economic disruptions, especially in theyretselctor. Specifically,
Standard & Poor’'s, Moody’s and Fitch downgraded their ratings for the Republic’s fotegignay-
denominated debt to CCC+, Caal and CCC+ (for long-term debt), respectively. imnaddiitody’s changed
its outlook for the Republic’s foreign debt to developing, while Standard & Poor's and Ritotamed a
negative outlook for such debt at that time. Standard & Poor’s subsequently upgradedadtsauthe
Republic’s long-term foreign currency-denominated debt from negative to stabeii 2003 and, in July
2003, raised its rating for such debt from CCC+ to B-, citing improved external liquielityrshg from
recovering oil production and an improved amortization profile related to the tendeanifounced in July
2003. For more information concerning the tender offer announced in 2003, refer to “—1990 Financing Plan”.
Moody’s and Fitch also subsequently upgraded their respective outlooks for the Rejpargigis debt to
stable (Moody’'s in May 2003 and Fitch in June 2003). In addition, Fitch raised its rating fapheliRs
foreign currency-denominated debt to B- in June 2003, citing the Government’s sucesssring oil
production levels. In August 2004, Standard & Poor’s upgraded the Republic’s long-tégn tangency-
denominated debt rating from B- to B, and in September 2004, Moody’s upgraded its rating &brto 82
and Fitch upgraded its rating from B- to B+, citing prospective diminished politstlbility following
President Chavez’s victory in the August 15, 2004 referendum coupled with substgmmisiements in
Venezuela’s external indicators.

In January 2005, Standard & Poor’'s lowered its long- and short-term foreign currenmjigoeeedit ratings
on Venezuela to “SD”, citing a delay in the completion of the calculations requiretetonihe the amount
due on certain oil-indexed warrants, referred to as the Oil Obligations. An &iD{ iis assigned when
Standard & Poor’s believes that the obligor has selectively defaulted on ficapsae or class of obligations,
but will continue to make timely payments on other issues or classes of obligatiorstoler004, the
Government announced that due to the disruptions caused by the work stoppage at PDVSA in 2002 and 2
there would be delays in determining whether any payments were owing on the OitiGidiga the
scheduled payment date of October 15, 2004. On March 3, 2005, the Republic made the applinahte pa
on the Oil Obligations, plus accrued interest from October 15, 2004. The total amount ehpass
U.S.$359,812. The Republic has made timely payments of all amounts that have sulydeegemtt due

and payable under the Oil Obligations.

Following Venezuela’'s payment on the Oil Obligations on March 3, 2005, Standard & Rdsmt r
Venezuela’'s long- and short-term foreign currency sovereign credit ratings framEDIn August 2005,
Standard & Poor’s raised Venezuela's long- and short-term foreign currencgigoveredit ratings from B to
B+. In November 2005, Fitch raised its rating for the Republic’s foreign currency-deatethdebt from B+
to BB-, citing improvement in external debt and liquidity as a result of sound eitues. In February 2006,
Standard & Poor’s raised Venezuela's foreign currency debt rating again, fraonB®B-, citing economic
growth and stronger international reserves. In October 2006, Standard & Poat’gdiftetlook on
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Venezuela’'s sovereign debt from stable to positive citing the contribution of highcei$ pai the continued
improvement in Venezuela's debt indicators.

In November 2006, Venezuela issued U.S.$1.0 billion in principal amount Bbtiedel Suror Bond of the
South, a mix of Argentine dollar-denominated “Boden” bonds and VeneZligldos de Interés y Capital
Cubiertq or TICCs, which are local Venezuelan debt securities denominated in U.$s thidlacan be traded

in Bolivares. In February 2007, Venezuela issued U.S.$1.5 billion in principal amohaBaino del Sur I

that included U.S.$750 million of Argentina’s 7.0% Boden bonds due 2015 and U.S.$750 million of
Venezuela’'s 5.25% TICC bonds due 2019. In September 2007, Venezuela issued U.S.$1 12 fmiticipal
amount of théBono del Sur llthat included U.S.$600 million of Argentina’s 7.0% Boden bonds due 2015 and
U.S.$600 million of Venezuela's 7.125% TICC bonds due 2015. In each case, Venezuela hed texui
Boden bonds from Argentina prior to each issuance oBtmos del Sur

The Republic has provided credit to Belize, and BANDES has provided credit tevieéopment Bank of
Jamaica Limited, in the amount of U.S.$50.0 million and approxim&g€4.4 million, respectively. These
credits are currently represented by capital markets instruments.

Summary of External Debt

The following table sets out the composition of Venezuela's external public debhdirigtat the dates
indicated:

December 31,
002 003 2004 2005 20069
(in millions of U.S. dollars)

Commercial Bank External Public

Sector Debt.......ccccovrivririiinenes $ 16221 $ 2,060.5 $ 2,0255 $ 1,979.7 1810.9
Other External Public Sector Deht..... 20,311.0 22,311.0 25,213.0 29,163.2 25,424.9
Obligations and Bonds............. 15,831.0 17,858.8 21,027.2 25,443.0 21,441.6
Suppliers & Contractors............ 1485 132.5 102.5 79.6 26.1
Multilateral Agencies................. 3,760.2 3,688.0 3,464.3 3,102.6 3,423.9

Bilateral Agencies...................... 571.2 631.8 619.1 538.0 533.4
Total External Public Sector Deht...... $21,933.0 $24371.5 $27,238.5 $31,142.9 $27,235.9

Q) Preliminary figures. At the Bolivar/U.S. dallexchange rate as of December 31, 2006, as pbig@&anco Central.
Source: Ministry of Finance.

The following table sets out the scheduled amortizations for Venezuela’s éptdrtia debt for each of the
years indicated as of December 31, 2006:

Scheduled Amortizatiorf?
(in millions of U.S. dollars)

2012
2007 2008 2009 2010 and thereafter
Commercial Bank External Public
Sector Debt........ccoovieiniiniiceeen $ 368.5 $349.5 $ 284.1 $ 2223 $ 573.9
Other External Public Sector Deht...... 1,063.3 1,815.1 501.2 1,984.1 20,060.8
Obligations and Bonds.............. 538.4 1,279.6 - 1,500.0 18,118.6
Suppliers & Contractors............ 11.8 9.8 2.7 2.7 5.3
Multilateral Agencies. 455.6 464.8 436.1 423.4 1,642.5
Bilateral Agencies...................... 57.4 60.9 62.4 58.1 294.5
Total External Direct Public Sector
Debt...oiiii e $1,431.8 $2,164.6 $785.3 $2,206.4  $20,634.7
Q) Assumes subsequent disbursements from craiilititss entered into as of December 31, 2006.

Source: Ministry of Finance.
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The following table sets forth the total outstanding amounts of external debt obligatieddy the indicated
state-owned entities which are guaranteed by the Republic as of December 31, 2006:

By Type of Creditor and Amount Outstanding
(in millions of U.S. dollars)

Name of Public Commercial Bilateral Multinational Suppliers

Sector Entity Banks Agencies Organizations  and Contractors Total

EDELCA ... $0.0 $0.0 $0.0 $0.0 $0.0

FERROCAR........cocooieerenreeeann _ 0.0 _ 0.0 0.0 _ 0.0 0.0
Total oo $0.0 $0.0 $0.0 $0.0 $0.0

Source: Ministry of Finance.

Internal Public Debt

The Government'’s internal public debt as of December 31, 2006 totaled approxiBsag8y? trillion, or
U.S.$16.9 billion (at the prevailing Bolivar/U.S. dollar exchange rate on that datggaeed to approximately
Bs.33.7 trillion, or U.S.$15.6 billion (at the prevailing Bolivar/U.S. dollar exchangeorathat date) on
December 31, 2005.

The table below sets forth a summary of Venezuela's internal public debbasehber 31, 2006:

Outstanding as of

Type of Debt December 31, 2006
(in millions of U.S. dollarsy’
Treasury BondsLEtras del TESON0........ccooiiiruiiieeeeeeeeeeietseee e eeeeen $846.51
National Public Debt Bonds. 15,850.46
0 7= 1 TSRS 80.74
PrOMISSONY NOEE ... eeeeeeeeeeeeseeee e eseee e er e eeseeessee e er e 73.43
Total Internal Debt of the Republic of Venezuela...................ccooooiin. 16,851.14
Internal Debt Issued by Public Entities and Guaeahty the Republic................ccocoene. 0.22
LI ] €= | PO OO OO OO OO SO U RO URURRRRRRO $16,851.36
Q) At the Bolivar/U.S. dollar exchange rate aPetember 31, 2006.
2) Issued in domestic market; denominated in épreiurrency.

Source: Ministry of Finance.
Multilateral Borrowings and Subscriptions
The Government has entered into credit agreements with several tedtilastitutions, including:

» financing from the IADB covering a wide spectrum of initiatives relatingriaciral adjustment,
public sector reform, educational improvements, health reform, infrastructurecemhents and

environmental protection, of which approximately U.S.$1.6 billion was outstanding at Bercgin
2006;

* loan agreements with the World Bank, of which U.S.$51.9 million was outstanding as of Decembe

31, 2006; and

» several loan agreements with CAF, of which U.S.$1.7 billion was outstanding as oftizedd,
2006.

Venezuela is one of the founding members of the IMF. As of December 31, 2006, itgpiohdorthe IMF,
which corresponds to its quota, was SDR 2.7 billion or U.S.$4.0 billion. Venezuela's gtifasdd the

capital of the World Bank was U.S.$2.5 bhillion at December 31, 2006. Of this amount, U.Siilkéhéhas
been disbursed as of December 31, 2006. In addition, Venezuela is a member of the otheai{dBbBp
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affiliates, International Finance Corporation, or IFC, with subscriptions ®f827.6 million, and MIGA, with
subscriptions of U.S.$15nillion, in each case at December 31, 2006.

Venezuela's subscription to the capital of the IADB was U.S.$5.8 billion at Doexedth, 2006, one of the
largest subscriptions of the bank’s Latin American members. Of this amount, €23.#dillion had been
paid in cash as of December 31, 2006, and the balance is callable if required tteerbe@k’s obligations.
Venezuela's contribution to the IADB’s Fund for Special Operations is U.S.$31 3@ mil

Venezuela is a member of CAF with subscriptions of capital totaling U.S.$316@ngrf which U.S.$307.9
million has been paid in cash as of December 31, 2006. Venezuela is also a mdéabeoafe Desarrollo
del Caribe with subscriptions of capital totaling U.S.$20.6 million, of which U.S.$5.0 million had bédmpa
cash as of December 31, 2006.

1990 Financing Plan

In June 1990, the Government, along with its bank advisory committee, announced the primcgpad &
financing plan, referred to as the 1990 Financing Plan. The 1990 Financing Plan providedXchhadnge of
medium-term commercial bank debt for a variety of options featuring debt ancedébé seduction or new
money, including collateralized short-term notes, collateralized bonds and new money bonds

The 1990 Financing Plan, structured along the lines of the Brady initiative, contsiriblat all eligible debt
would be exchanged for one or more of the options. Funds for the acquisition of collateral foiotie opt
came from the IMF, the World Bank, Venezuela’s own resources and other extemsalss

The 1990 Financing Plan was consummated 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 HegtyFina
Plan. The options under the 1990 Financing Plan included the New Money Option, Collat&abreTerm
Notes Option, Collateralized Principal Option and Front-Loaded Interest &Rad@ption.

The bonds issued under the 1990 Financing Plan were in several different currehei®ewMoney Bonds
and Debt Conversion Bonds were issued in U.S. dollars, Deutsche marks and Rwlingls $he Short-Term
Notes were issued in U.S. dollars. The Par Bonds were issued in U.S,, @datsche marks, French francs,
Italian lire and Swiss francs. The Discount Bonds were issued in U.S. dolthi3eutsche marks, and the
Front-Loaded Interest Reduction Bonds were issued in U.S. dollars, Deutsche makd$redics and Pounds
sterling. The bonds denominated in Deutsche marks, French francs and Italisariogvdreing serviced in
Euros.

In connection with the 1990 Financing Plan, the Republic issued Oil-Indexed Paymenti@islitgaholders
of its Par and Discount Bonds due 2020. Holders were given five Oil ObligatiorecfolJeS.$1,000 of old
debt exchanged for Par Bonds and Discount Bonds. Venezuela is required to makpagmeants under the
Oil Obligations in the event that the average price per barrel of crude oil exfann Venezuela over the
applicable determination period exceeds a strike price set forth in the Oil t@ivigyaip to a maximum of
U.S.$3.00 per Oil Obligation per determination period. For more information concerni@i thbligations,
refer to “—Overview”.

In March 2006, the Republic purchased in private transactions and retired U.S.$699,553y006gata
principal amount of its U.S. dollar-denominated Discount Bonds due 2020. Subsequentlymerbdbef

the remaining outstanding principal amount of its Par and Discount Brady Bonds ofesll Sdre redemption
was completed on May 31, 2006. All of the other bonds issued under the 1990 Financing Plan will have
matured by the end of 2008.

Capital Market Issues of Public External Debt
Over the past 45 years, despite the debt crisis that prompted the restructurirgmiitsrcial bank debt,

Venezuela has paid on a current basis in accordance with the terms of thet mde@aments the full amount
of principal and interest due on all publicly-issued bonds and notes in the internattzlmnarkets. Prior
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to the consummation of the 1990 Financing Plan, the percentage of Venezuela’s exteregresdted by
obligations issued in the international capital markets was very small, apptelyim®% at December 31,
1989. Venezuela's debt structure has shifted as a result of the 1990 Financing Planeanetstizsues of
capital markets instruments such that international capital markets abiigjatbw constitute the major
portion, approximately8.7%, of Venezuela’s total external debt as of December 31, 2006.
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The following table sets out a summary, as of December 31, 2006, of the principasfedtiine long-term
outstanding bonds and notes publicly issued in external capital markets other than thesbeddsuisuant to
the 1990 Financing Plan.

Initial
Currency Original Principal Interest Issue Maturity Target
Security of Issud”  Issue Size Outstanding Rate? Date Date Market
(Millions)
ROV 9.125%.................. Uuss 315 315 9.125% June 97 June 07 Euromarket
ROV 9.25%........c.c.c....... us.s 4,000 4,000 9.25% Sept. 97 Sept. 27 USitates
ROV 13.625%.............. uss 753 753 13.625% Aug.®8 Aug. 18 United States
ROV DM-7.375%......... DM 180 180 7.375% Oct. 98 Oct. 08 Germany
ROV €-11.00%.............. € 880 880 11.00% Mar. 8 Mar. 08 Euromarket
ROV ¥ FRNOS.............. ¥ 17,926 17,926 ¥LIBOR Mar. 01 Mar. 08 Euromarket
+5.93%
ROV €-11.125%............ € 348 348 11.125% July @1 July1l  Euromarket
ROV 13.625%............... Uus.s$ 300 300 13.625% Sept. 01 Aug. 18  United States
ROV 5.375%.........cc....... us.s 1,500 1,500 5.375% Aug. 03 Aug. 10  Eurontarke
ROV 10.75%.................. Us.$ 1,559 1,559 10.75% SeptEGOS Sept. 13 Euromarket
ROV 7.00%..................... (URSE 1,000 1,000 7.00% Dec. 03 Dec.18 Venezuela
ROV 9.375%.................. Uus.$ 1,500 1,500 9.375% Jan4 Jan. 34 Euromarket
ROV FRN'11................. us.s 1,000 1,000 LIBOR Apr. 04 Apr. 11 Euromarket
+1.00%
ROV 8.5%.......c.ccccoounee. Uus.s$ 1,500 1,500 8.5% Oct. 04 Oct. 14 Euromarket
ROV €-7.00%................. € 1,000 1,000 7.00% Mar. 05 Mar. 15  Euromarket
ROV ¥ FRN'11.............. ¥ 17,926.5 17,926.5 ¥ LIBOR Mar. 05 Mar. 11  Euromarket
+2.51%

1
@

©)

4)

&)

(6)

@)

Source:

Notes issued in Deutsche marks are now beirvicse in Euros.

Interest is paid on a semi-annual basis exaejphe issues denominated in Deutsche marks araldeuwhich interest is paid
annually and the issue denominated in ¥ on whitdrést is paid quarterly.

U.S.$500 million in aggregate principal amoahthese notes were issued initially for cash irgdst 1998. In connection with an
exchange undertaken with BANDES in 2003, referceds the BANDES Exchange, the Republic issued ditianhl U.S.$252.8
million in aggregate principal amount of these sptehich form a single series with the U.S.$50diarilof these notes issued in
1998.

€700 million in aggregate principal amountleé$e notes were issued for cash in three sepaaathes during 2001. In connection
with the BANDES Exchange, the Republic issued atitimhal €180 million in aggregate principal amowfthese notes, which form
a single series with the €700 million of these mas$sued in 2001.

€250 million in aggregate principal amounttoé$e notes were issued initially for cash in JO9R2 In connection with the
BANDES Exchange, the Republic issued an additi684l3 million in aggregate principal amount of tnestes, which form a
single series with the €250 million of these nasssied in 2001.

U.S.$700 million in aggregate principal amoahthese notes were issued initially for cash opt&aber 19, 2003. On October 23,
2003, the Republic issued an additional U.S.$868lEon in aggregate principal amount of these sptehich form a single series
with the U.S.$700 million of these notes issue@@ptember 2003. The additional issuance was di\iééveen a cash offer to
international investors in an aggregate principabant of U.S.$470 million and an exchange tranaimsyant to which the Republic
issued U.S.$388.5 in aggregate principal amouttiexe notes in exchange for beneficial interespagaréspreviously issued by the
Republic and held by certain of its contractorgpdiers or their assignees. For more informatiegarding the exchange tranche,
refer to “—Internal Public Debt”.

U.S.$1.0 billion in aggregate principal amoohthese notes were issued in January 2004. lemker 2004, the Republic issued an
additional U.S.$500 million in aggregate principatount of these notes, which form a single series.

Ministry of Finance.
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External Private Sector Debt

From March 1989 to July 1994, private sector entities were not required to rdgggatéorteign currency
denominated indebtedness. As a result, the Government had no official record ofcavyy anfoutflows of
private sector indebtedness. Upon the implementation of foreign exchange controlslBdulthe
Government established a procedure for private sector entities to rédggstéoreign currency indebtedness
and apply for access to foreign exchange. Commencing in the third quarter of 1994, pricatendities
were permitted to register their outstanding foreign currency debt witbrtltad de Registro de la Deuda
Externa Privadaand thereafter th@ficina Técnica de Administracion Cambiarids of November 1995, the
Unidad de Registro de la Deuda Externa Privasdéimated that total private external debt was U.S.$5 billion.
On April 15, 1996, the Government announced the elimination of exchange controls. Betwdatethatil
the implementation of exchange controls in early 2003, private sector entities haddeut teeobtain
governmental authorization to obtain foreign currency. For more information, refenéoVd@nezuelan
Economy—Exchange Control Regime” for a description of the exchange controls curreffgtiine
Venezuela.

Commercial Bank and Supplier Public External Debt

In recent years, the Government has entered into credit agreements waitis ¥areign commercial banks and
suppliers of goods and services in order to finance projects and to procure goods aes. skrvitany cases,
the Government’s obligations under such credit agreements are guaranteed by memegalmsk insurance
provided by Ex-Im Bank and other bilateral agencies of the OECD countries. FgllthegiGovernment’s
imposition of exchange controls in the first quarter of 2003, on April 17, 2003, Ex-Im Bank aaddbatit
would not approve additional guaranties to Venezuela for the sale of U.S. goods to publigated pri
purchasers.
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TABLES AND SUPPLEMENTARY INFORMATION

I. Venezuela’'s Funded Internal Debt (as of December 31, 2006)

Internal Direct Debt of the Republic

Commercial Bank Loans

Suppliers’ Loans..........cocerveveeieneicieneeeeeees

Debt with Banco Central
Debt to Equity Conversion Bonds
Decreto 2490, Emision 1, 1988.............
Decreto 1051, Emision 2, 1990..... .
Decreto 1398, Emision 3, 1990..............
Decreto 2057, Emision 4, 1991..............
Decreto 3120, Emision 6, 1993..............

BCV Debt Refinancing Bonds.......................
BCV Debt Refinancing Bonds...
BCV Debt Refinancing Bonds.......................

National Public Debt Bonds

(Deuda Publica Nacional-DPN)
Resident Bonds
Deuda Publica Nacional (DPN)....................
Deuda Publica Nacional (DPN & Vebonos)
Deuda Publica Nacional (DPN & Vebonos)
Deuda Publica Nacional (DPN & Vebonos)
Deuda Publica Nacional (DPN & Vebonos)
Deuda Publica Nacional (DPN & Vebonos)

Promissory NOtES.........cccccvevveieiieiiee e

Total Funded Internal Debt of the Republic.........

Internal Debt of Public Sector Entities Guaranteed
by the Republic...........cccooiiieiiiiiiecee

Total Funded Internal Debt...........cccccovevvvieivennnne.

1)
)
©)

Source: Ministry of Finance.

Issued Amount

Outstanding Amount

Interest Rate  Issuance Date  Final Maturity (Millions of U.S.$) (Millions of U.S.9$)
Various Dec. 95-Feb. 00  Jan. 01-Feb. 05 29.3 0.0
Various 2002 2003-2005 2.8 1.7
Various 1990 1997-2003 1.1 79.0
Various 1996 1999-2003 1.0 0.1

80.7
@) September 1988  December 2803 0.3 0.4
1) June 1990 August 2080 5.3 13.9
@) December 1990 December 2601 0.4 1.0
1) December 1991 June 2601 6.6 21.7
1) August 1993 August 2063 4.8 11.6
17.3 48.6
1) December 1998  December 2601 48.9 60.9
1) May 2001 April 2008 149.3 149.3
1) July 1997 July 2015 3,688.0 0.0
3,903.5 210.2
LIBOR + 1% 1983 18 yé'%trs 950.0 755
1) 2002 1-7 years 553.7 638.6
) 2003 1-6 years 5,033.2 235.4
1) 2004 1-6 years 5,799.8 5,496.6
) 2005 3-5 years 4,189.6 4,189.6
1) 2006 5-20 years 4,456.1 4,456.1
1) 2006 11 years 500.0 500.0
21,482.4 15,591.7
Fixed 2003 1,413.0 8.8
Fixed 2004 192.3 64.7
1,605.3 735
27,020.5 16,004.7
1.8 0.2
27,022.3 16,004.9
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Rate set by Banco Central in accordance wigfdhmulae established by the decrees pursuanhihwhe bonds were issued.
The Republic is currently in the process ofutoenting this debt and is awaiting a legal opirfrom Banco Central.
This debt is in the process of being documefaegayment by the Republic.



II. Venezuela’s Floating Internal Direct Debt (as of Decemhe31, 2006)

Issued Amount Outstanding Amount
Internal Direct Debt of the Republic Interest Rate Issuance Date  Final Maturity (Millions of U.S.$) (Millions of U.S.$)
Treasury Bonds
(Letras del Tesoro)

Decreto 3393, Emisién 67............... Q) January 2005  Less than 364 days 1627.91 -
Decreto 4227, Emision 68............... 1) January 2006  Less than 364 days 1860.47 846.51
3,488.37 846.51
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lll. Venezuela’'s Funded External Direct Debt (as of Decebrer 31, 2006

Interest Rate

Multilateral Organizations:

Inter-American Development Bank.............ccceeeeverieenns Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable

WOTID BANK ....ccieeiiiiieciiiiie et Variable
Variable
Variable
Variable
Variable
Variable

Corporaciéon Andina de Fomento...............ceemeneeneeennn.. Variable
Variable

NIB ettt ettt e et e e e nb e e Variable
Variable
Variable

Bilateral Agencies:

Various CreditorS........cuvvieeiiiieeeciiiemmmeiiee e e eiieaa e
Various Creditors... .
Various CreditorsS........cuveieeiiiieeeeiiiemmmeiiee et e e eiieea e
Various CreditorsS........cuuiieeiiiieeeciiiemmmeiiee et eeerieee e
Various Creditors...
Various Creditors... .
Various CreditorsS. .........vveveivieeeeeiiiemmmeiie e
Various CreditorsS..........vveveivieeeeiiviemmmee e
Various Creditors...
Various Creditors...
Various Creditors...
Various Creditors... .
Various CreditorsS........cuveieeiiiieeeciviemmmeiiee e eiiee e eiieea e

Suppliers and Contractors:
Various Creditors Variable

Various Creditors... .. Variable
Various Creditors... .. Variable
Various Creditors... .. Variable
Various Creditors... .. Variable
Various Creditors... .. Variable
Various Creditors... .. Variable
Various Creditors... .. Fixed

Various Creditors... .. Variable
Various Creditors... .. Fixed

Various Creditors Variable

Principal Amount

Issued Amount Outstanding

(Millions of Amount

Original (Millions of

Issue Date Final Maturity Currency Currency)? u.s.$f
1985-1991 1996-2011 U.S.$ 1,011.3 279.1
1992 2000-2012 U.S.$ 437.3 145.9
1993 1999-2018 U.S.$ 605.3 477.7
1994 2001-2014 U.S.$ 211.0 165.5
1995 2003-2015 U.S.$ 139.8 55.6
1996 2004-2021 U.S.$ 52.0 435
1997 2017-2020 U.S.$ 57.1 33.3
1998 2003-2013 U.S.$ 370.9 254.2
2000 2004-2025 U.S.$ 120.0 86.3
2001 2007-2021 U.S.$ 75.0 329
2002 2006-2031 U.S.$ 80.5 9.2
2003 2006-2010 U.S.$ 5.0 0.0
2004 2009-2024 U.S.$ 5.0 0.0
2005 2009-2030 U.S.$ 235 0.0
2006 2007-2030 U.S.$ 750.0 0.0
3,943.7 1,583.1

1989-1991 2004-2007 UsS.$ 1,547.5 0.0
1992-1994 1995-2008 U.sS.$ 515.5 12.3
1995-1997 1998-2010 U.Ss.$ 207.2 4.1
1998 2003-2016 U.S.$ 60.7 21.8
2000 2004-2016 EURO 18.8 9.2
2001 2011 U.S.$ 35.3 4.4
51.9

1995-2005 1999-2020 9.S 3,397.4 1,723.1
2006 2007-2016 U.S.$ 425.0 --
3,822.4 1,723.1

1988-1992 942006 SDR 19.2 1.1
19.2 1.1

1993 2007-2013 U.sS.$ 60.0 42.0
2000 2007-2018 U.sS.$ 20.0 20.0
2003 2009-2018 U.sS.$ 2.8 2.8
82.8 64.8

2001 2012-2032 EURO 10.0 13.1
1993-1996 1991 8 U.sS.$ 87.4 69.7
1993-1996 993-2015 U.S.$ 46.8 115.3
1998 199810 U.sS.$ 111.7 9.3
1999 2010-2030 U.S.$ 102.8 66.4
2000 20002 U.s.$ 115.5 41.8
2001 2005-2014 U.S.$ 107.5 85.0
2001 200203 U.s.$ 42.4 5.4
2002 200212 U.Ss.$ 37.7 23.8
2003 2006-2020 U.S.$ 182.6 455
2004 20032 U.Ss.$ 78.0 --
2004 2026-2045 U.S.$ 14.2 15.8
2005 2007-2015 YEN 15,793.6 42.3
533.4

1996 199002 UsS.$ 208.8 (5.6)
1997 199892 UsS.$ 66.2 0.1
1998 199803 U.S.$ 174.8 (5.1)
1999 200008 U.S.$ 12.0 -
2000 200832 U.s.$ 45.7 --
2001 2002 U.s.$ 15.5 --
2002 20082 U.s.$ 15.0 --
2002 2003-2012 U.S.$ 29.2 20.0
2003 20002 U.Ss.$ 17.2 8.3
2003 2002-2007 U.S.$ 14.0 3.7
2004 200338 U.Ss.$ 21.7 4.7
620.0 26.1

91



Principal Amount

Issued Amount

(Millions of
Original
Interest Rate Issue Date Final Maturity Currency Currency)(z)
Commercial Banks:
Various Creditors Variable 1998 1993092 CHF 19.6
Various Creditors.... .. Variable 1999 19992 CHF 318
Various Creditors Variable 2004 20052 CHF 17.3
Various Creditors 1993 2005-2017 EURO 25.6
Various Creditors.... 1998 199362 EURO 44.2
Various Creditors.... 1998 2004-2012 EURO 201.3
Various Creditors.... 2001 2003 EURO 276.1
Various Creditors.... 2001 2002-2010 EURO 38.1
Various Creditors.... 2002 200312 EURO 399.4
Various Creditors 2002 2003-2016 EURO 52.8
Various Creditors 2003 200218 EURO 157.6
Various Creditors.... 2004 20068 EURO 2.8
Various Creditors.... 1993 2006-2010 U.S.$ 59.7
Various Creditors.... 1995 199%02 U.s.$ 10.0
Various Creditors.... 1996 199712 uUss$ 591.9
Various Creditors.... 1997 199908 Uss$ 108.5
Various Creditors 1998 19992 Uss$ 520.3
Various Creditors 1998 2000-2013 U.S.$ 142.8
Various Creditors.... 1999 2003-2011 uss$ 84.0
Various Creditors.... 1999 2003-2011 U.S.$ 54.0
Various Creditors.... 2000 200113 uUss$ 354.7
Various Creditors.... 2000 2001-2011 U.S.$ 80.8
Various Creditors.... 2001 20023 U.s.$ 371.4
Various Creditors 2001 2002-2013 U.S.$ 72.4
Various Creditors 2002 20038 U.s.$ 459.2
Various Creditors.... 2002 2006-2011 U.S.$ 43.2
Various Creditors.... 2003 200213 U.s.$ 417.6
Various Creditors 2003 2006-2011 U.S.$ 16.2
Various CreditorsS........cvveieeiiiieeeiiviemmmeiiee et eeeiieea e Variable 2004 20052 U.s.$ 427.6
Various Creditors.... .. Fixed 2004 2008-2014 U.S.$ 12.5
Various CreditorsS. ........uveveivieeeieiriemmmeie e Variable 2005 200812 U.Ss.$ 62.7
Bonds:
DM — 10.0090 ....ceeiueeeieieeeiieesiteesneeessieemmnreeeseeenteeeneee e s 10.000% 1998 2008 DM 180.0
FLIRB—DM......c...... .. LIBOR +7/8% 1990 792007 DM 340.9
FLIRB — Swiss Franc ... .. LIBOR + 7/8% 1990 199720 SSF 153.3
FLIRB — Pounds Sterling...........ccoovvveessmmeee e LIBOR + 7/8% 1990 1997-200 STG 371
FLIRB - US$ (SEMHES A) ..oeiiiiiiiiiieiiieiesieeee s LIBOR + 7/8% 1990 1997-200 U.S.$ 1,670.4
FLIRB - US$ (Series B) .. .. LIBOR +7/8% 1990 1997-200 U.S.$ 938.2
Debt Conversion - DM............... .. LIBOR +7/8% 1990 1997-200 DM 208.5
Debt Conversion - Pounds Sterling.. .LIBOR +7/8% 1990 1997-2007 STG 119.4
Debt Conversion - US$ (Series DL) ... LIBOR +7/8% 1990 1997-2007 U.Ss.$ 5,352.8
Debt Conversion - US$ (Series IL) .. ... LIBOR +7/8% 1990 1997-2008 13.S 298.7
Global Bonds — 9.125%.........ccceeevieirieeneeereeereesvee e 9.125% 1997 2007 U.sS.$ .815
Global Bonds — 11.00%..........cceeevieirieennereeereesvee e 11.000% 2001 2008 EURO .880
Global Bonds —5.375%... 5.375% 2003 2010 Uss$ 1,500.0
Global Bonds — 11.125%. . 11.125% 2001 2011 EURO 344.
Global Bonds — 10.75%... .. 10.750% 2003 2013 uss$ 559,0
Global Bonds — 8.50%..... .. 8.500% 2004 2014 uUss$ 500,0
Global Bonds —5.75%..... 5.750% 2005 2016 uUss$ 500,1
Global BoNds — 7.00%0.....cccveeiieeriiieiieeseessieeenieeeseeenens . 2005 2015 EURO 00,0
Global Bonds — 13.625% Callable 2001 2018 uss$ 300.0
Global Bonds — 13.625% .13, 1998 2018 U.sS.$ .852
Global Bonds — 7.00%..... LT 2003 2018 U.sS.$ 000,0
Global Bonds — 6.00% 2005 2020 U.sS.$ 500,1
Global Bonds — 7.65% 2005 2025 U.sS.$ 599,8
Global Bonds — 9.25% . 9. 1997 2027 U.S.$ 09,0
Global Bonds — 9.375%........ccccueeevieirieceneereeeree s . 2004 2034 U.sS.$ 00,6
USD FRN 2011 ..ccvviiiiiecieecee e LIBID + 1% 2004 2011 S8 1,000.0
JPY FRN 2011, ..ciiiiiiiiieeiie et eeeeee st LIBOR +5.93% 2001 080 JPY 17,926.5
TOMAL ettt
Q) Debt classification by source of finance wagisigtdd according to th8istema de Gestion de Deusigstem criteria.
2) Expressed in units of original currencies.
3) Debt incurred in currencies other than U.Sladslat the respective exchange rates as of Dece3ib2006.
(4) Subject to court order suspending payments.

Source:  Ministry of Finance.
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Outstanding
Amount
(Millions of
usspP

2.8
10.8
4.6
311
170.8
2.9
69.8
293.0
42.8
110.7
4.2
49.9
0.6
11.0
104
43.7
46.8
6.5
14.4
124.1
20.7
164.4
0.8
263.0
19.0
164.0
2.8
109.5
15.9
1,810.9

27,235.8
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