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Introduction
The purpose of this Guide is to provide information to anyone interested in doing
business in Venezuela, as well as to provide answers to frequently asked questions by
foreign investors. For an exhaustive analysis of important issues, the reader should
refer to applicable Venezuelan laws, regulations and decisions and obtain appropriate
legal advice. This Guide was prepared based on information as of July 2004.
The material in this volume is of the nature of general comment only. It is not offered
as advice on any particular matter and should not be taken as such.
For further information on doing business in Venezuela, please contact us directly or
through your nearest Deloitte office.

Section 1 - General Overview
I. General Comments
Venezuela is located in the northeast of South America, above the equator. It has an
area of approximately 912,050 square kilometers (352,150 square miles), bordering
north with the Caribbean Sea; south with Brazil; east with the Atlantic Ocean and
Guyana; and, west with Colombia.
The country is strategically located, with easy access to the Caribbean Sea, North
and Central America, the Caribbean Islands and Europe.
Venezuela has a tropical climate with moderate variations in temperature in response
to differences in altitude. Temperature ranges from 24ºC - 40ºC (75ºF - 104ºF) in
areas located at sea level up to 800 meters above sea level, and from 16ºC - 33ºC
(61ºF - 91ºF) in areas located at 800 to 2,000 meters above sea level. Venezuela has
a rainy season (May to November) and a dry season (December to April).
Venezuela has an estimated population of 22 million, of which close to 5 million live in
the capital city, Caracas. Other major cities include Maracaibo, Valencia, Barquisimeto
and Maracay. Approximately 67% of the population is under 30 years of age.
Venezuela’s population is a melting pot of mainly Spanish, Italian, Portuguese and
German immigrants that came to the country at the beginning of the century. During
the 1970’s there was a considerable influx of Latin American immigrants due to the
development of the oil industry and the rapid growth of the economy.
The official language is Spanish; however, English is commonly spoken in the business
environment.
The capital of Venezuela is Caracas, a modern city located in the north of the
country, close to the Caribbean Sea. Caracas offers all the amenities and
accommodations that business visitors usually seek, including 5 star hotels. The
international airport of Caracas (“Aeropuerto Internacional de Maiquetía”) offers daily
flights to major cities around the world.
II. Government
Venezuela is a democratic and social State of law and justice. The Constitution of
1999, “Constitution of the Bolivarian Republic of Venezuela”, establishes the political
and legal structure of the State which consists of five powers, the traditional
executive, legislative and judicial powers, in addition to the new moral and electoral
powers. With respect to territorial power, public power is divided into National power,
State power and Municipal power.
National and federal laws are dictated by the National Assembly, the sole chamber of
which is the Chamber of Deputies which members are elected by direct, universal,
personalized and secret vote.
Venezuela’s executive power is vested in the President, the Executive Vice-president
and the Ministers. The President is elected for a six-year period, through direct
popular vote and may be reelected immediately only once for one additional period.

Governors of Venezuela’s 23 States are elected by direct vote for a term of 4 years.
Mayors of the country’s 330 municipalities are also elected by direct vote and for the
same term.
The judicial power is headed by the Supreme Court of Justice (“Tribunal Supremo de
Justicia”), the members of which are appointed by the National Assembly after an
application process and the review of each applicant’s credentials to ensure the
participation of the communities and organizations related to law.
The Constitution of 1999 made important progress in relation to human rights,
including environmental rights, and establishes the procedures for the revocation of
any officer’s position by mere vote. Venezuelan legislation is largely based on the
Napoleonic Code.
III. Currency
The monetary unit is the Bolivar (Bs.) which is issued by the Venezuelan Central Bank
in paper denominations of 5, 10, 20, 50, 100, 500, 1000, 2000, 5000, 10000, 20000
and 50000 bolivars, and coin denominations of 1, 2, 5,10, 50, 100 and 500 bolivars.
IV. Economic Conditions and Policies
Since the beginning of the century, the Venezuelan economy has been driven by the
oil industry. The influx of the so called “petrodollars”, particularly since the
nationalization of the Oil Industry in 1975, allowed the State to play a preeminent role
in the development of the economy’s infrastructure and to intervene in almost every
aspect of the Venezuelan economy.
Free business rights exist in Venezuela as guaranteed constitutional rights, subject to
the limitations established in the Constitution and the laws by reason of human
development, security, health, environmental protection and other reasons of social
interest. The State intervenes to guarantee and to prevent abuse of this freedom by
prohibiting monopolies and practices that challenge free competition, as well as
profiteering and all other unlawful business practices.

Intellectual property rights are also guaranteed by the Constitution and may only be
limited by the Constitution or law. Ownership of extensive stretches of land
(latifundium) has been declared by the Constitution to be against general interest and
will be discouraged by real property taxes established by law. Goods of any kind may
only be expropriated by reason of public benefit or social interest and upon final
decision and timely payment of fair indemnities. Confiscation is prohibited by the
Constitution and is subject to additional punishment in the case of violations against
public property or related to the illegal traffic of narcotic and psychotropic drugs.
The State has by constitution reserved the right to use commercial policy to defend
economic activities of state and private local entities. Notwithstanding the foregoing,
the Constitution of the Republic declares that foreign investment is subject to the
same conditions as national investments and is governed by special legislation to
guarantee equal treatment and to encourage foreign capital.
State monetary policy is in the hands of the a Central Bank which is responsible for
overseeing stability of prices and for preserving internal and external value of the
domestic monetary unit. Exchange controls are currently in force in Venezuela.
Agreements with the International Monetary Fund (IMF) in 1989 and 1996 have
resulted in the implementation of free-market economic policies and certain structural
reforms such as the reduction of public spending, improvement of tax collection and
the adoption of economic policies aimed at controlling inflation.

Section 2 - Establishing a Business Presence in Venezuela
I. Business Structures
Local corporations and branches are the more commonly used investment vehicles by
foreign investors. Because of the unlimited liability of partnerships and the low limit on
maximum capital of limited liability companies, these entities are rarely used for
business purposes. The main characteristics of each entity are listed below:
(a) “Sociedad Anónima” or “Compañía Anónima” (“S.A.” or “C.A.”)
These legal structures are basically equivalent to corporations in the United States of
America. They are largely characterized by:
- Capital which is represented by registered shares (issuance of bearer shares
is not permitted by Foreign Investment Legislation).
- There is no minimum or maximum requirement relating to the amount of
capital or number of outstanding shares.
- Stock must be fully subscribed and at least twenty percent (20%) of the
subscribed amount must be paid in. Subscribed capital may be paid in cash
or in kind.
- A minimum of two shareholders at the time of incorporation is required.
- Shareholders liability, which is limited to the amount of the subscribed
capital.
- The corporation is responsible for its actions and liabilities. Administrators
are considered personally responsible in a limited number of situations.
(b) Limited Liability Company (“Sociedad de Responsabilidad Limitada” – “S.R.L.”)
The following are the most relevant characteristics of limited liability companies:
- Capital is represented by participation quotas. Negotiable shares cannot be
issued.
- The minimum subscribed capital permitted is 20,000 bolivars.
- The maximum subscribed capital permitted is 2,000,000 bolivars.
- At least fifty percent of the subscribed capital must be paid in cash.
- The quota holder’s liability is limited to the amount of the subscribed capital.
- The company’s liability is limited to the amount of its capital.

(c) General Partnership (“Sociedad en Nombre Colectivo” or “Sociedad Civil”)
- Partners in the “Sociedad en Nombre Colectivo” have unlimited liability. There
is no legal distinction between the partnership and the partner in relation to
the partnership’s liabilities.
- “Sociedad Civil” (regular partnership) is an entity where the partners have
unlimited liability, provided such liability is contained in its by-laws. This legal
structure is commonly used by professional firms.
(d) Consortia
Consortia are contractual figures that do not have their own individual legal standing.
Other than the tax treatment of consortia provided in the Venezuelan income tax
legislation, there are no specific regulations with respect to the organization and
functioning of consortia. Despite lacking clear legal framework, consortia are
commonly used in Venezuela as a joint venture vehicle for project developments and
service activities. The use of consortia is also required in special Joint Oil Exploration
and Exploitation Agreements. The tax treatment of consortia is described in more
detail in the Tax Section.
(e) Branches
Domiciliation of branches of foreign entities is allowed in Venezuela and does not
require prior approval from any governmental entity. Branches are not considered
separate legal entities from their home offices. To establish a branch in Venezuela,
the Commercial Code requires the following procedures:
- Registration of the minutes of the Shareholders’ or Board of Directors’
meetings in which the establishment of the branch and the amount of capital
to be assigned to the branch’s operations are decided.
- Appointment of a local legal representative with broad representation
powers.
- A copy of the articles of incorporation and bylaws as well as a copy of the
regulations in force in the jurisdiction where the home office is domiciled, in
relation to its specific corporate form (corporation, partnership, etc.).
All of these documents must be legalized in the pertinent competent Venezuelan
Consular Office and translated into Spanish by an authorized public interpreter.
However, pursuant to The Hague Convention of October 5, 1961, published in the
Official Gazette of the Republic of Venezuela N° 36,446, dated May 5, 1998, to which
Venezuela is a contracting party, public documents that meet the stipulated
requisites are not required to be certified by a notary or Consul of Venezuela.
The utilization of branches may provide income tax advantages in certain cases.
II. Required Licenses and Registrations
With few exceptions, foreign investment in Venezuela is no longer conditional upon
prior approval from governmental agencies.

It is necessary, however, to comply with the following requirements in order to
establish any type of commercial organization in Venezuela:
- Registration of the articles of incorporation and bylaws of the business entity
with the Commercial Registry Office.
- Registration of the foreign investment with the Superintendency of Foreign
Investment (SIEX) within 60 calendar days after the date of incorporation.
Foreign investment in the petrochemical, petroleum and mining areas
(including companies providing direct services to these industries) must be
registered with the Foreign Investment Registry of the Ministry of Energy and
Mines.
- Registration with specific agencies is also required when the foreign
investment is made in specific economic areas, such as banking, insurance,
telecommunications and tourism.
- Obtainment of Foreign Investme nt Qualification Certificate (national, foreign
or sub-regional) from SIEX.
- Registration with the Tax Authorities of the jurisdiction in which the company
is based and obtainment of the entity’s Taxpayer Identification Number (RIF).
III. Procedures for the Issuance of Venezuelan Visas
1. Tourist Visa (T):
This type of Visa is granted to any person who wishes to enter the country for
recreational or health purposes, or to carry out any other activity that does not
involve compensation or profit.
Applicants of this visa must demonstrate to the consular officer their intention not to
migrate, by submitting documents that attest to their residency abroad. Likewise, at
the consular officer’s discretion, applicants may be required to provide any of the
following documents: reference letter from a bank or employer; title to real estate
property; commercial, business, mercantile or industrial reference letter; family ties or
any other documentation that demonstrates the applicant’s financial standing,
guarantees or interests that enable the officers to presume that the applicant has
intentions to return to his country of origin or residence. The consular officer will
interview the applicant in order to verify the veracity of the information.
This visa is valid for one (1) year, multiple entries, each entry of maximum ninety (90)
days, extendable for equal periods at the discretion of the Ministry of Internal Affairs
and Justice.
2. Transient Business Visa (TR-N)
These visas are granted to merchants, executives, representatives of companies or
industries and small entrepreneurs, non-immigrants, who wish to enter the country to
perform commercial, mercantile or financial activities and/or transactions, or any other
lawful profit-generating activity that is related to their line of business.
The interested party or company responsible for the business representative traveling
to the country shall file an application form, indicating the purpose of the trip and the
address of the company or contact person in Venezuela. The consular officer will

require any of the following documents: mercantile or commercial registration,
Chamber Letter, corresponding Commercial or Industrial Association documentation, or
any other documentation deemed appropriate.
This visa is valid for one (1) year with multiple entries. Visa holders may remain in the
country for up to maximum one hundred and eighty days (180), non-extendable.
3. Transient Visa for Investors (TR-I)
This visa is granted to representatives of businesses or any person who is able to
demonstrate through reliable documentation that contacts have been established and
that investment has been accepted by the corresponding official Venezuelan bodies.
This visa is valid for three (3) years with multiple entries and unlimited duration in the
country. Upon expiration, the interested party may request an extension for an
additional two (2) years, upon which the status of residency may be requested upon
compliance with the requisites established by the Ministry of Internal Affairs and
Justice.
4. Transient Visa for Industrial Entrepreneurs (TR-E/I)
This visa is granted to those who are able to demonstrate that they own businesses
or industries in their domicile or that they have subsidiaries in Venezuela, and that the
purpose of their trip to Venezuela is to perform related activities.
The petition must be made by the interested party, who must likewise indicate the
purpose of the trip and contacts to be established in Venezuela. To that end, a
letter from the corresponding Chamber or Association of Industry or Commerce, or the
Mercantile Registration of the company or industry will be required.
This visa is valid for two (2) years with multiple entries. The visa holder shall be
allowed to remain in the country for a maximum non-extendable period of four (4)
months at a time. An exception is made for those citizens of countries with which
Venezuela has entered into Conventions.
5. Transient Visa for Venezuelan Family Members (TR-FV)
This type of visa is granted to: the spouse of a Venezuelan citizen, provided that the
marriage was contracted abroad and registered with the Venezuelan Consular Office;
to children under 18 years of age who are still dependent upon their parents; to
parents and parents-in-law, upon prior demonstration of the family relationship by
means of reliable documentation. In order to be granted the above-mentioned visa,
the family group to be domiciled in the country must travel with the Venezuelan
citizen.
This visa is valid for one (1) year with multiple entries, with no limitations as to
duration upon entry. The interested party may request an extension in the country
upon expiration.
6. Transient Visa for Self-sufficient Individuals (TR-RE)
This type of visa is granted to non-immigrants who depend on lawfully earned income
or pension and whose monthly income is equivalent to one thousand two hundred U.S.
dollars (US$ 1,200.00), earned abroad. If traveling with family members, the applicant
must demonstrate to also earn a fixed monthly income of five hundred U.S. dollars
(US$ 500,00) per accompanying family member.

In order to obtain this type of visa, applicants must attest to their monthly income
and prove their relationship with the accompanying family members by means of
reliable documentation issued by local authorities.
This visa is valid for one (1) year with multiple entries of unlimited duration. Once
expired, the visa may be extended for one additional year provided that the foreign
source of income still exists.
7. Transient Visa for Domestic Employees
This type of visa is granted to domestic employees of diplomatic, consular or assistant
officials of the Republic accredited abroad, or of Venezuelan official representatives
accredited by an International Body, upon their definitive return to the country.
In order for the visa to be granted, the diplomatic consular or assistant officer must
present the Resolution indicating his/her definitive transfer back to the country. The
applicant must likewise make a sworn statement undertaking to pay the repatriation
expenses upon the return of the visa holder to the country of origin or residency,
depending on the case.
This visa is valid for one (1) year with multiple entries of unlimited duration per entry.
It is extendable for one year by the Ministry of Internal Affairs and Justice upon
request of the domestic employer.
8. Transient Student Visa (TR-E)
This visa shall be granted to non-immigrants who wish to enter the country to pursue
technical or superior studies, specialization studies or to carry out an internship in the
field of specialization. Interested parties shall submit a request letter issued and
endorsed by the educational institution, indicating their financial means in Venezuela;
acceptance letter from the educational institution where the applicant will pursue
his/her studies or from the company where the applicant will perform an internship;
diplomas and/or educational transcripts.
This visa is valid for one (1) year, multiple entries, with unlimited duration in the
country per entry, and extendable by the Ministry of Internal Affairs and Justice, upon
prior evidence that the applicant will continue his/her studies.
9. Transient Visa for Religious Missions (TR-REL)
This visa shall be granted to representatives of any religion who come to Venezuela
as non-immigrants for religious activities, other than tourism. The interested party
shall present a written request formulated by the person responsible for the
Congregation, indicating the religion, cult or the related activity that will be carried
out in the country, as well as the length of time that the person will remain in the
country and address in Venezuela.
This visa is valid for one (1) year, with multiple entries and is extendable for an
additional year by the Ministry of Internal Affairs and Justice.
10. Transient Family Visa (TR-F)
This type of visa is extended to the spouse, children under eighteen (18) years of age
who are still dependent on their parents, parents and parents-in-law, upon prior
presentation of reliable evidence demonstrating the family relationship, financial
dependence on and upon the request of bearers of the following visas:

•
•
•
•
•
•

TR-I,
TR-E/I,
TR-RE,
TR-E,
TR-REL,
TR-L.

The validity and conditions of the transient family visa will be the same as those
extended to the bearers of the above-mentioned visas.
11. Transient Work Visa (TR-L)
The Ministry of Internal Affairs and Justice, upon the prior approval of the Ministry of
Labor, are empowered to separately establish the requirements that applicants must
meet to request this Visa.
Requisites to be complied abroad for the granting of visas:
(a) The Consular Departments of Embassies or Consular Offices of the Republic must
receive authorization from the ONI-DEX directly through a telecommunication
company of the country where they are assigned.
(b) The applicant of the visa shall demonstrate his/her employment status by means
of diplomas, employment records demonstrating work experience or other
documents.
(c) The applicant must submit a certified copy of the work permit issued by the
Venezuelan Ministry of Labor.
This visa is valid for one (1) year with multiple entries, and an unlimited duration in
the country. This visa may be extended in the country by the Ministry of Internal
Affairs and Justice for one (1) additional year, upon prior ratification of the labor
authorization by the Ministry of Labor.
12. Transient Reentry Visa
(a) This type of visa is granted by the Consular Departments of the Embassies and
Consular Offices of the Republic to foreigners with resident status, provided they
have not stayed abroad for more than two (2) consecutive years or acquired
residency in any other country, and provided that thirty (30) consecutive days
have not elapsed as of the date of expiration of their resident status.
(b) This visa may also be extended to those persons whose transient status granted
by the Ministry of Internal affairs and Justice has expired while abroad provided
that they have not remained outside of Venezuela for more than thirty (30)
consecutive days.
(c) Interested parties that do not fall under either of the foregoing categories may
request reentry directly from the Ministry of Internal Affairs and Justice itself.
This visa is valid for six (6) months, one single entry. The bearer’s Venezuelan
Identification Number will be stamped on the visa. Minors without Venezuelan
Identification Numbers are excepted.

Causes for the denial of a visa:
Visas shall be denied when the applicant:
1. Demonstrates capability of disturbing public order or jeopardizing international
relations of the Republic.
2. Has committed a crime that is categorized and punishable by Venezuelan Law,
while the sentence has not been completed or while the action or penalty has not
lapsed.
3. Is wanted by the police or foreign judicial authorities, or is involved in criminal
organizations.
4. Has an infectious-contagious disease, mental disorders or other problems that
could jeopardize public health.
5. Is or has been illegally involved in the manufacture, traffic or consumption of
narcotic or psychotropic substances.
6. Is or has been implicated in the trade of children or human organs and
prostitution.
7. Lacks a profession, occupation, or lawful means of living.
8. Is under eighteen (18) years of age and is not authorized by his legal
representative or in the custody of a legal guardian who is a resident in the
country.
9. Practices, promotes or discloses religious doctrines in terms, manners or concepts
that disturb public order or good customs.
10. Has been deported. In order to reenter the country the applicant must obtain the
corresponding authorization from the Ministry of Internal Affairs and Justice, and
two (2) years must have elapsed since the date of deportation.
11. Has been expulsed from the country.
Validity
The provisions contained in the above-mentioned Resolution took effect as of on
March 5, 2000.

IV. Foreigners and Migration Law
The Foreigners and Migration Law (“FML”) was published in Official Gazette N° 37.944 of
the Bolivarian Republic of Venezuela, on May 24, 2004. The FML governs the admission,
entry, permanence, registration, exit and reentry of foreign individuals in the national
territory of Venezuela. The FML will enter into force on November 20, 2004.
The FML Regulations -which will establish the procedures and conditions for the entry,
admission, permanence, exit, registration and reentry of foreigners- have not yet been
issued, and are expected to be enacted within the following 60 days after the
publication of the FML.
With the entry into force of the FML, immigrants will be admitted into Venezuela under
one of the following categories:
Non-immigrants: foreigners who enter the country for the purpose of remaining for a
period of time not exceeding ninety (90) days in Venezuela (renewable), and who do
not intend to establish their permanent domicile in the country. These persons may not
carry out lucrative or remunerated activities in Venezuela.
Temporary immigrants: foreigners who enter the country with the intent to temporarily
reside in it, while the activities that gave rise to their entry continue.
Permanent immigrants: those persons authorized to remain indefinitely in Venezuelan
territory.
The FML creates new entities -such as the National Foreigners Registry (NFR)- and
imposes new formal obligations on foreigners and their employees (such as registration
obligations), which will be valid as of the date of its entry into force. However, until the
procedures and rules necessary to fulfill these obligations are issued, and the entities
created by the Law are functioning, these obligations will be unenforceable.

Section 3 - Foreign Investment in Venezuela
I. General Comments
As a result of the Andean Pact Agreement signed in 1973, Venezuela adopted
significant measures to restrict and control foreign investment by non-pact countries.
However, special legislation imposed substantial reforms in 1992 in order to eliminate
such restrictions. Currently, national and foreign investors have the same rights and
obligations and certain sectors of the economy, which traditionally had been reserved
to the State and to national private investors, are now open to foreign investment. It
is also important to point out that any investment made in Venezuela by a member of
an Andean Community of Nations country is considered a national or local investment.
In 1989 the government began an extensive privatization program. To date, certain
State-owned enterprises have been privatized. The national telephone company,
CANTV, is one of the most significant privatizations.
The State, with prior approval of the National Assembly (formerly known as the
"Congress"), has allowed foreign investment in the petrochemical and hydrocarbons
sectors. In January 1996, the government began bidding rounds open to private
investors for the exploration and exploitation of hydrocarbons in specific sectors of
the Venezuelan Territory.
II. Restricted Activities
As a general rule, foreign investment is allowed in all the areas of the economy.
However, there are certain restricted activities which are mentioned below:
Activities reserved exclusively to the State
Hydrocarbon and petrochemical: all subsoil resources are, by law, property of the
State. Therefore, the exploitation of hydrocarbons and mines is reserved to Stateowned companies. Private investment (foreign or national) is allowed only under
certain conditions and limitations.
On the other hand, private investment (national or foreign) in mining activities is
permitted only through concessions and under certain conditions and limitations.
Activities reserved to Venezuelan entities
Radio and television broadcasting; Spanish language publications and newspapers and
professional services which are regulated by Venezuelan legislation (legal, public
accounting, engineering, etc.) are reserved to national companies (foreign ownership
may not exceed 20%).
III. Financial Sector
Venezuela’s financial sector is comprised of a broad range of financial institutions
(including universal banks, commercial banks, investment banks, leasing companies
and mortgage banks). Starting in January 1994, Venezuela’s financial sector began to
undergo a serious financial crisis that affected financial institutions and the insurance
and brokerage sectors.

The financial crisis prompted government intervention requiring governmental aid of
over 1.5 trillion bolivars and included closing and nationalizing several financial
institutions (some of which remain under government management and others have
been liquidated).
The financial crisis also prompted the promulgation of the Financial Emergency Law
and encouraged more stringent and effective controls to enforce the recent reforms
in the banking legislation to the Venezuelan Central Bank and the current Banking Act.
Reforms to the banking and insurance legislation
The Central Bank Law was reformed in 1992 to provide greater autonomy to the
Central Bank. Prior to the enactment of this reform, the Central Bank reported to the
Ministry of Finance. The latest reform was made on 2002.
The Banking Law was reformed in 1993 to allow for foreign investment in the financial
sector. Foreign financial institutions are granted national treatment, subject to
reciprocity. They are considered to be entities located in Venezuela and, thus, are
regulated under the Venezuelan Commercial Code and the Venezuelan Banking Law.
The Banking law suffered also a reformed on 2001.
The current Banking Legislation allows foreign investment in the financial sector
through stock purchases in existing Venezuelan financial institutions, the
establishment of branches by foreign banks or the establishment of financial
institutions with foreign capital. All of these require prior authorization from the
Superintendency of Banks.
Non-domiciled foreign financial institutions in Venezuela are also allowed to have a
presence through representative offices and have commercial operations through
domiciled branches or subsidiaries.
Other important modifications to the Banking Law include the incorporation of
Universal Banks, tighter controls over the banking system, and an increase in the
minimum capital requirements for all financial institutions and capital adequacy
regulations.
The Insurance Law was reformed in 1994, opening the insurance sector to foreign
investme nt. A reform of the law was enacted in 2001 but was then overrule by the
Supreme Court of Justice for constitutional reasons.
IV. Petroleum, Petrochemical and Mining Industries
Mining operations by private entities is possible through State-granted concessions.
Oil concessions granted to foreign oil companies were reversed in 1975 when the oil
industry was nationalized and the Venezuelan State became the exclusive operator.
Mining concessions, especially for gold, diamonds and nickel, have been granted by
the State.
Relevant information pertaining to the Venezuelan oil and mining industries is described
in more detail in subsequent Sections.

V. Currency Exchange Controls
On February 5, 2003, the Executive and the Central Bank of Venezuela issued Foreign
Exchange Agreement No. 01, whereby an exchange control was established in the
country, which meant that the free foreign exchange market was suspended. Thus,
the Central Bank proceeded to centralize all foreign currency purchasing and selling
operations in the country (Article 1, Foreign Exchange Agreement No. 01). It should
be noted that Foreign Exchange Agreement No. 01 has been amended twice in the
space of less than one month, and that the current version is the one published in
Gaceta Oficial de la República Bolivariana de Venezuela (Official Gazette) N° 37,653,
dated March 19, 2003.
In this respect and pursuant to the provisions of the current version of Foreign
Exchange Agreement No. 01, purchases of foreign currency intended for imports,
payment of private foreign debt, transfers of funds to students abroad, and a number
of other purposes became subject to a complex administrative process which requires
that the interested parties obtain a certification of registration and the corresponding
authorization for the acquisition of foreign currency (AAD after its initials in Spanish)
from the Foreign Currency Administration Commission (CADIVI), pursuant to the
Directives issued to date (Article 26, Foreign Exchange Agreement No. 01).
Similarly, foreign currency entering the country, for whatever reason, or foreign
currency arising from export activities must be sold to the Central Bank of Venezuela
through exchange operators at the official rate provided for in Foreign Exchange
Agreement No. 02 dated February 5, 2003, which sets the sell exchange rate at One
Thousand Nine Hundred and Sixteen bolivars (Bs.1,916.00) per U.S. dollar and the buy
exchange rate at One Thousand Nine Hundred and Twenty bolivars (Bs.1,920.00) per
U.S. dollar (Articles 27 and 28, Foreign Exchange Agreement No. 01). In the case of
exports, the exporter in question is required to sell only 90% of the foreign currency
obtained from his exports to the Central Bank of Venezuela, it being understood that
he is authorized to use the remaining 10% to cover export costs.
VI. Investment Incentives
(a) Financial assistance programs available to the industrial sector are:
Industrial Credit Fund (FONCREI)
This fund was created to provide medium and long-term loans (maximum 15 years) at
preferential interest rates. Assistance is available to the industrial sector, preferably
to businesses that are export-oriented and to those located in economically
depressed regions.
Corpoindustria
This organization was created to provide loans for terms of up to 20 years at
preferential interest rates. These loans are provided by Corpoindustria and (stateowned) banks.
Industrial Bank of Venezuela (“Banco Industrial de Venezuela”)
Also provides financial assistance at current commercial rates to the industrial sector
and exports projects.

(b) Financial assistance available to the agricultural sector:
Agricultural Credit Fund (“Fondo de Crédito Agrícola”)
This fund was created to provide financial assistance at preferential interest rates
and terms that range from 6 months to 20 years. This program is available for
agricultural, forestry, fishing and cattle-raising projects.
(c) Financial assistance to international trade activities:
Commercial Bank of Exports (Bancoex)
This fund provides financial assistance through the Central Bank to exporters of nontraditional goods. Services provided consist of short-term loans to exporters and
foreign entities importing Venezuelan goods, financial support for feasibility studies of
export projects, insurance coverage and other trade related matters.
It also, provides assistance to entities operating in international trade.
(d) Other financial assistance programs available:
Corporación Andina de Fomento (CAF)
CAF is a joint venture bank formed by Andean Pact member countries to provide
medium and long-term currency denominated loans for development projects.
(e) There are some other investment incentives provided by different type of sources:
Overseas Private Investment Corporation (OPIC)
This independent U.S. government agency provides services to U.S. businesses
investing abroad in areas contributing to the economic growth of developing
countries. It offers qualified investors medium and long-term financing loans, loan
guarantees, insurance covering foreign exchange controls and limitations (not
including currency devaluation). The OPIC also provides advisory services and
information related to investment opportunities and project feasibility studies.
Export-Import Bank (Eximbank)
The Bank offers direct credits and credit guarantees to U.S. exporters. Eximbank also
offers transfer risk protection to commercial lenders financing U.S. exports for largescale private sector projects in Venezuela.
US Trade and Development Program (USTDP)
This independent U.S. government agency finances projects in developing countries
where there are possibilities of exporting goods and services of U.S. origin.
The Multilateral Investment Guarantee Agency (MIGA)
This agency offers all entities and individuals conducting commercial activities
advisory services and long-term insurance for non-commercial risk related to capital
transfers, expropriation, wars, revolutions, civil disturbances and breaches of
contracts.
Bilateral Agreements for the Promotion and Protection of Investments
Venezuela has signed bilateral agreements with several countries to encourage and
protect investments in the country. As of the date of this publication, Venezuela has
signed agreements with Argentina, Barbados, Chile, Denmark, Lithuania, Ecuador, The
Netherlands, Great Britain, Portugal, the Czech Republic, Canada, Brazil, Germany,
Costa Rica and Switzerland.

Duty-free zones
Margarita Island and Paraguaná Peninsula are Venezuela’s only duty free zones.
Margarita Island is a trade duty free zone and the Paraguaná Peninsula has been
designated an industrial duty free zone. Entities conducting business in these freetrade zones are also entitled to certain tax incentives.
Temporary importation exemptions
All entities in Venezuela are entitled to the suspension of custom duties and valueadded tax on the importation of goods when these goods are to be re-exported within
a given period.
VII. Privatization
Due to the importance of oil revenues, the Venezuelan State has traditionally played a
preeminent role in the economy. This situation peaked in the late seventies following
the nationalization of the oil industry and the resulting increase of fiscal revenues.
Consequently, the State created or acquired interests in entities in diverse sectors of
the economy. The state-owned companies privatized to date include
telecommunication and electricity companies, airlines, ports, hotels, sugar mills and
banks.
In many cases state-owned companies were managed inefficiently and generated
recurring losses. This situation started to become unbearable as the country gradually
slipped into a serious fiscal deficit caused in part by the declining prices of oil in the
international markets. In the negotiations with the International Monetary Fund in
1989 the privatization of a substantial part of the State’s interests became a
fundamental point on the economic agenda for the first time. Between 1990 and 1996
the State obtained more than US$ 2 billion from the privatization process.
Privatization of public entities is governed and regulated by Special Law.
VIII. Public Services
The legal regime on private participation in infrastructure and public services deals
with several laws, some of which are:
(a) Law for the Promotion of Private Investment under the Concessions Regime .
This Law sets forth the activities that may be granted under concession, including:
construction, exploitation of works or infrastructure facilities, and the maintenance,
rehabilitation, modernization and expansion of the same. These activities also include
the modernization, improvement, expansion or exploitation of public services, such as
road works of all kinds, railroads, ports, airports, hydraulic infrastructure works,
hospital and educational facilities.
(b) Bidding Law.
This Law regulates the procedures to select contractors for the execution of works,
the provision of services, other than professional or labor-related services, and the
acquisition of moveable goods by national, state and municipal public administrations,
including autonomous services and State companies.
The procedures for the selection of contractors is to be conducted respecting
principles of economy, transparency, honesty and efficiency. Likewise, principles of

publicity and free competition must be observed to ensure the rights of the
participants in the process.
(c) Law of Electricity Services (LES)
This Law sets forth the regulatory and institutional framework of an economic activity
that was not previously regulated by an integral regulation and that now
systematically and coherently regulates issues such as the definition of the State’s
role in electricity services, mechanisms of participation of the private sector and
individual’s rights.
The LES specifically regulates each of the activities related to National Electricity
Services which are classified as:
•
•
•
•
•

Generation
Transmission
National Electricity System Management
Distribution
Specialized commercialization

The generation, transmission, distribution and specific commercialization of electricity
may be handled by individuals, whereas the management of the electricity system is
to be handled by the National Center for the Manageme nt of the Electricity System, a
State company which was created to control, supervise and coordinate the integral
operation of the resources for the generation and transmission of the National
Electrical System, and for the administration of the Electricity Wholesale Market.

Section 4 - The Tax System
I. Introduction
The Venezuelan income tax system was modified in 1999. The most important reforms
to the income tax system included (i) the incorporation of the worldwide taxation
principle (applicable to residents and domiciled entities) and a limitation to the
territorial principle (applicable to non-resident individuals and non-domiciled entities);
(ii) the regulation of the tax treatment applicable to permanent establishments of
foreign entities located in Venezuela; (iii) taxation on dividend income and taxation of
deemed dividend income (branch’s profit tax); (iv) transfer pricing rules; and, (v)
transparent rules regarding investments in low-income tax jurisdictions.
Some other reforms to the tax system were introduced on December 28, 2001, which
includes changes to the transfer pricing rules and to the adjustment for inflation
system, as well as to the income tax rates for taxpayers engaged in the exploration,
production, refining, transportation and commercialization of hydrocarbon and its
derivatives.
Corporate income tax rates were not amended and continue to range from 15% to
34%. Likewise, the progressive tax rates applicable to individuals did not vary and
continue to range from minimum 6% to maximum 34%.
Earnings of taxpayers engaged in the exploration, production, refining, transportation
and commercialization of hydrocarbon and its derivatives have traditionally been
subject to special treatment comprised of higher tax rate (50%), special tax benefits
and special capitalization and amortization rules. This special treatment is discussed in
more detail in another Section of this guide.
The Venezuelan tax system also includes business asset tax (similar to the alternative
minimum tax system), gift and inheritance tax, value-added tax, municipal tax, stamp
tax, and departure tax, among others.

II. Structure of tax legislation
The basic principles of taxation are set forth in the National Constitution promulgated
in 1999. The general principles to which congressional (ordinary) laws and
administrative legislation in tax matters must conform are contained in the Organic
Tax Code. The Organic Tax Code also establishes certain provisions that are common
to the tax system as a whole, such as the definition of violations and fines, as well as
rules on tax procedures. Specific taxes, such as levies on income, sales and stamp
taxes, are established in Congressional Laws. Exceptionally, and in special
circumstances, tax regulations of the same hierarchy of Congressional Laws may be
promulgated by presidential decree when the Executive Branch is authorized to do so
by an enabling law passed by the National Congress (the comprehensive 1999 tax
reform was passed by the current Administration under this mechanism).
Ordinary executive decrees are issued more frequently than Congressional Laws as
they are intended to regulate the more specific aspects of taxation. In order to be
valid, these decrees must conform to the guidelines set forth by congressional

legislation. Retroactive application of tax regulations is allowed only when it benefits
the taxpayer.
III.

Basic Aspects of the Venezuelan Tax System

(a) Worldwide Tax system
Since January 1, 2001 the Venezuelan Income Tax Law is based on the worldwide
taxation system. Under this system, Venezuelan residents and domiciled entities must
pay taxes on their worldwide income whether the income is derived in Venezuela or
abroad, and non-residents must pay taxes only on their Venezuelan source income.
Likewise, income that is attributable to a permanent establishment of a foreign entity
located in Venezuela will be subject to taxation in Venezuela on a worldwide basis.
Taxpayers are allowed to credit foreign income tax paid against Venezuelan tax
imposed on their foreign source income, based on the limitations and conditions
established in the Income Tax Law.
(b) Self-assessment System
Venezuelan taxes are normally self-assessed and tax returns and other tax relevant
documentation are covered by a bona-fide presumption. However, the tax
administration is empowered by Law to perform assessments when tax returns are not
filed, are presumed fraudulent or when the taxpayer has failed or refuses to provide
required books and documentation.
The Venezuelan Tax Administration is fully empowered to disregard the incorporation
of companies, the execution of agreements and, in general, deny all legal forms and
procedures that fundamentally purport to evade, lessen or avoid taxes.
(c) Case Law and Letter Rulings
Case Law has effects towards a determined group entity or individual and may only be
used to interpret Tax Laws. Letter-rulings issued by the tax administration at the
request of a taxpayer also has effects towards a determined group entity or
individual(s).
The Law does not provide for the possibility of clearance procedures prior to the
execution of tax relevant transactions, except for advance transfer pricing
agreements.
(d) Statute of Limitation
The statute of limitations for tax reviews is four years if tax returns are filed, and six
years if the taxpayer fails to file a tax return.

IV.
Income Tax
The following is a summary of the most relevant characteristics of the Venezuelan
income tax system:

(a) Taxpayer Registration and Tax Year
Corporate entities, or any type of entity that may be subject to income tax, and
withholding agents must register with the tax information registry (R.I.F.). Corporate
entities are free to choose their own fiscal year-end upon registration, however, once
defined, tax periods cannot be changed without prior approval from the tax
authorities. In special circumstances, a corporation’s first fiscal year may be less
than 12 months.
(b) Tax Filing Obligations
By law, income tax returns must be filed by all legal entities domiciled in Venezuela,
permanent establishments and foreign entities located in the country, and foreign
entities that receive income from Venezuelan sources (such as interest, lease
payments, technical assistance fees, etc.). Returns must be filed within the first
three months following the end of the respective fiscal year. Companies must also file
estimated tax returns within the first six months of the corresponding fiscal year when
their net taxable income exceeds certain amounts.
Unless otherwise provided for in special regulations, corporate entities must pay their
taxes in a lump -sum payment within the time period granted for filing the final tax
return. Foreign companies receiving Venezuelan source income should also file a tax
return even if their taxes were entirely paid in the form of withholding tax.
Entities qualifying as Special Taxpayers may be subject to different tax and
withholding tax filing and payment dates, as determined by the Tax Administration.
(c) Availability of Income
Income arising from the lease of real estate, professional fees, real estate sales,
royalties and technical assistance must be reported and is taxable on a cash basis. All
other income must be reported on an accrual basis. Dividend income is taxable for tax
years starting January 1, 2001 or after.
(d) Tax Losses
Tax losses may be carried forward for three years following the fiscal period in which
they were incurred. There are no provisions for tax loss carrybacks.
Extraterritorial losses may only be offset against extraterritorial income .
(e) Excess Tax Payments
Tax credits resulting from excess tax payments may be offset against future tax
liabilities or may be sold or transferred to other taxpayers. Tax refunds may be
claimed provided that the statute of limitations has not expired.
(f) Withholding Taxes
Taxes must be withheld on essentially all payments (excluding most sales) made
internally by entities qualifying as withholding agents. Deductibility of expenses is
conditioned to timely withholding and remittance of taxes in accordance with
applicable regulations. Most internal payments are subject to withholding rates
ranging from 1 to 5 percent. Withholdings on payments to non-domiciled recipients

such as interest, technical assistance fees and royalties are normally equivalent to
the final tax liability. Taxes withheld may be fully credited against taxes for the
period.
The following are some of the most relevant rules set forth in the Tax Code, Income
Tax Law and specific regulations on income tax withholding (Presidential Decree
1,808, issued on April 23, 1997):
Responsibility
Once taxes are withheld, the agent (normally the payer) is solely responsible for the
amounts withheld. If tax is not withheld, both the agent and the taxpayer (recipient
of the related payment) are considered jointly liable.
The agent is liable to the taxpayer for undue amounts withheld. If agents improperly
remit the taxes they withhold, the taxpayer is entitled to request a refund of such
amounts from the Tax Administration.
Penalties
The Tax Code establishes the following penalties for non-compliance with withholding
obligations:
-

Failure to withhold: Agents that fail to withhold taxes may be subject
to penalties ranging from 100 percent to 300 percent the amount of taxes
not withheld.

- Incomplete withholding: In this case the fine is minimum 50 percent and a
maximum of 150 percent of the taxes not withheld.
- Late remittance of taxes withheld: the applicable penalty ranges from 50
percent of amounts due per month to maximum 300 percent of the amount.
Also, late interest will be imposed, and imprisonment ranging from 2 to 4
years.
- Failure to remit: If taxes are withheld but are not remitted, the withholding
agent may be subject to imprisonment ranging from two to four years.
Remittance, formal obligations and exemptions:
Withholding taxes must be paid to the Tax Authorities or to a national fund receiving
office (authorized bank) within three business days of the month following payment or
credit to account.
Withholding agents must provide the tax administration a list of all payments subject
to withholdings made during the previous period, including the identification of all
recipients within the first two months of the closing of their fiscal year. Withholding
agents must provide taxpayers (recipients of payments) with a special voucher for
each withholding made, which should indicate the amount of the payment and taxes
withheld.
There is no obligation to withhold taxes on payments made in kind or on those that
are exempt from income tax.
The schedule at the end of this section summarizes the current withholding tax rates.

(g) Tax Treatment of Certain Venezuelan Source Revenues
Interest
Interest paid from a Venezuelan corporation to a non-domiciled non-banking entity is
subject to the standard corporate tax rate (maximum 34%). Taxes must be withheld
on 95% of gross interest paid. Tax must be withheld when the interest is paid or
"credited to account".
Interest paid to a non-Venezuelan banking or financial institution is subject to a flat
rate of 4.95% that must be withheld when the interest is paid or credited to account.
The definition of a financial institution generally includes any entity licensed to
operate as such.
Capital Gains
In the case of the transfer of stock of a domiciled corporation, taxable income is
represented by the difference between the historical value of shares plus adjustments
due to inflation, if applicable, and the sales proceeds. Standard corporate rates are
applicable to net profits.
A flat-rate tax of 1% applies to the gross sales price of shares sold through the stock
exchange. This tax must be withheld by the broker. The deduction of tax losses is
not allowed.
Leases
Net taxable income from the lease of assets located in Venezuela, that is received by
local entities that do not qualify as financial institutions or by non-domiciled
corporations, is subject to regular corporate rates and is represented by lease
revenues less expenses incurred in the country that relate directly to the revenuegenerating asset (such as depreciation). However, depreciation of leased real estate
is not deductible by the lessor.
Financial Leases
Although the Venezuelan Income Tax Law contains no specific rules on Financial
Leases, related tax regulations have been interpreted to establish that lease
transactions executed with local financial institutions (regulated by the Venezuelan
General Banking Act) are customarily treated in the following manner:
- The lessor considers the interest component of payments taxable on an
accrual basis. Principal is not included in taxable income and is not
considered for withholding tax purposes.
- The lessee treats payments as resulting from an operating lease so that both
principal and interest components are considered deductible on an accrual
basis. For accounting purposes, assets are capitalized and an account
payable is recorded for the purchase value of the asset.
Dividends
Under current regulations dividends paid to local or non-domiciled shareholders are not
subject to tax. However, since January 1, 2001 tax is imposed on dividends at a flat
rate of 34%, calculated on the difference between net taxable income and financial
income. Entities organized abroad and domiciled in Venezuela, or organized and
domiciled abroad with a permanent establishment in Venezuela, will be obliged to pay
income tax on behalf of their shareholders on the difference between taxable income
and financial income (deemed dividend income), at a 34% flat rate. Deemed dividend

income will not be subject to income tax in Venezuela if the total amount is reinvested
in Venezuela for a minimum period of five (5) years.
Technical assistance and other technological fees
The following concepts related to the transfer of technology are established in the
Venezuelan Income Tax Law:
- Technical assistance: includes assistance in engineering, research and
project development and consulting services.
- Technological services are defined as services involving the transfer of
patented or patentable technical elements. Normally technological services
are part of technology transfer agreements that also include technical
assistance.
- Royalties: are defined in the Income Tax Law as payments for the use of
patents or trademarks when measured as a percentage of sales.
When fees for the above services are obtained by non-domiciled recipients, the tax is
assessed by applying standard corporate rates on an imputed basis for each
category. The tax base of gross receipts for each concept is the following:
- Technical assistance: 30%
- Technological services: 50%
- Royalties: 90%
The top effective tax rates that result from applying the maximum standard corporate
tax rate (34%) to the foregoing concepts are 10.2%, 17% and 30.6%, respectively.
All payments discussed above are deductible for tax purposes by the payer, provided
taxes have been withheld in conformity with the terms required by applicable
regulations.
The following rules apply in those cases where part of the technology transfer
contract is executed abroad and part is executed in the country and in those cases
where both concepts are included in the same contract and are not expressly
segregated:
- If the technology transfer agreement does not specify which part of the
services is rendered abroad and which part is rendered in the country, it is
presumed that 60 percent of services takes place abroad and 40 percent
within the country.
- If the contract does not specify which part of the income resulting from the
contract relates to technical assistance and which to technological
services, it is presumed that 25% of payments result from technical
assistance and 75% from technological services.
Technical assistance and technological services performed in Venezuela are treated
as regular services and taxed on a net basis (gross revenues less related costs and
expenses incurred locally).
Software
There are no specific regulations in the Income Tax Law relating to the taxation of
revenues resulting from software related transactions. However, payments for

software licensing are generally assimilated to royalties. Certain activities may be
treated as services or leases, depending on the specific circumstances.
Other revenues taxed on a deemed income basis
The following payments received by foreign entities or individuals are taxable on the
following presumed income rates:
-

Merchandise sent from abroad on consignment: 25%
Transportation to and from Venezuela: 10% of one-half of amounts received
Professional fees: 90%
Insurance premiums: 30%
International news agencies: 15%
Film licensing: 25%

(h) Deductible Expenses
Most normal and necessary expenses incurred in Venezuela for income producing
activities are deductible. The related tax withholdings must be made in order for the
expense to be deductible. In intercompany transactions, the agreed-upon prices must
approximate market values and in accordance with the company’s operations and the
transactions involved. Tax authorities will not accept the deductibility of costs and
expenses that are not related to the production of income.
According to the transfer pricing rules incorporated to the Income Tax Law in 1999, all
intercompany transactions must be made on an arms length standard basis.
Depreciation and amortization
The Income Tax Law provides that only the depreciation of tangible assets located in
the country may be deducted. Depreciation may be calculated using either the
straight-line or units-of-production method. However, depending on the type of
business, the tax authorities may accept other methods. Changing from a previously
chosen method requires the prior approval from the tax authorities.
The value of imported assets for tax depreciation purposes is the customs -declared
value calculated at the Dollar/Bolivar exchange rate when the goods clear customs.
This value usually coincides with the value on the invoice or contracts to purchase
the imported goods.
The estimated useful life of assets may be assigned by taxpayers. Tax authorities will
accept these as long as they are considered "reasonable". Useful lives may be
changed without prior authorization from the tax authorities.
The depreciation of real estate is not deductible if the property is leased to third
parties.
Other Expenses
Certain expenses and provisions are not deductible for tax purposes until they are
paid or a loss is realized. Examples of these provisions include allowances for doubtful
accounts, inventory obsolescence reserves, reserves for double indemnities resulting
from involuntary termination of employment and other contingency reserves. Taxes,
other than income tax, are deductible when paid. Interest that is capitalized as part
of the cost of an asset may be deductible in the year incurred.

Travel expenses incurred by new employees and their families are deductible under
certain conditions. Likewise, expenses related to the exportation of goods
manufactured in Venezuela or to services rendered abroad such as travel expenses,
advertising, and transportation may be deducted. The allocation of overhead
expenses is not deductible.
Currency exchange losses are deducted in the year they are incurred as a result of
the application of inflation adjustment mechanisms.
Extraterritorial expenses
Taxpayers subject to income tax on a worldwide basis must determine their foreign
taxable income by deducting the expenses related to the generation of that income
from gross foreign source income.
(i) Adjustment for effects of inflation
Computing inflation adjustments for income tax purposes is required of commercial
companies and is optional for partnerships and other legal entities that conduct noncommercial activities. The inflation adjustment also applies to permanent
establishment of non-Venezuelan corporations (domiciled branches). A taxpayer must
keep the necessary books and records regarding the inflation adjustment
computations. With the exception of the initial inflation adjustment, there are no
separate special filing requirements. The inflation adjustment is a tax concept and has
no effect on the legal books of a corporation. However, inflation accounting has been
required for Venezuelan financial accounting purposes since 1996.
Initial inflation adjustment
The purpose of this adjustment, first applied to the tax year ended in calendar year
1992, was to re-express the historical cost of depreciable assets for permanent
annual adjustments. A special 3% tax is assessed on the increase in depreciable fixed
assets. The increase in the tax base due to the initial inflation adjustment may be
depreciated but it cannot be included in the deductible cost when the asset is sold
(with the exception of inventories). Current regulations still require new corporations
to calculate this initial adjustment.
Permanent annual inflation adjustment
This adjustment was applicable for the first time to tax periods beginning January 1,
1993. The adjustment is applicable to a corporation’s non-monetary assets and
liabilities and stockholder’s equity. Non-monetary assets include land, buildings,
machinery, furniture, inventories, foreign currency denominated receivables and
investments, including investments in securities, such as stock and negotiable
instruments. Non-monetary liabilities are primarily foreign currency denominated
liabilities and liabilities in bolivars that contain an inflation readjustment clause with
respect to principal.
The change in the Venezuelan consumer price index published monthly by the Central
Bank of Venezuela is the index used to revalue inventories, fixed assets, trademarks,
patents, production licenses, investments and stockholders’ equity. Stockholder’s
equity need not be adjusted if the result of the inflation adjustment is negative.
Assets are adjusted according to their tax base.
The yearly variation in the exchange rate between the Bolivar and the applicable
foreign currency is used to revalue foreign currency denominated receivables and

foreign currency denominated liabilities. These fluctuations are determined according
to the rates published by the Venezuelan Central Bank.
The net increase in the value of non-monetary assets in excess of the net increases
in non-monetary liabilities and stockholder’s equity is included in taxable income.
Conversely, if the net increase in the value of non-monetary liabilities and
stockholder’s equity exceeds the increase in non-monetary assets, then taxable
income is decreased by the difference.
The annual adjustment to non-monetary assets gives rise to an increase in their tax
base. The increased tax base is depreciated over the remaining useful life of the asset
or considered as a component of cost when the asset is disposed. The adjustment
with respect to non-monetary liabilities results in an increase in the respective liability
for tax purposes.
(j) Tax Credits (“Rebajas”)
The reform to the Income Tax Law of 1999 grants tax credits for the following
activities or investments:
•

Companies engaged in the exploitation of hydrocarbon and related activities are
granted an 8% tax credit on new investments in fixed assets destined for the
production of income, plus an additional 4% tax credit on total costs of new
investments incurred.

•

A 10% tax credit on new investments within a 5-year period beginning October 29,
1999 by taxpayers engaged in industrial, agro-industrial, construction, electricity,
telecommunications, science and technology activities.

•

A 75% tax credit on new investments in tourism activities and an 80% tax credit
on agricultural, fishing and fish breeding activities.

•

A 10% additional tax credit on investments incurred to maintain and improve the
environment and to restore explored and exploited gas and hydrocarbon areas.

Tax credits applicable to oil exploration and exploitation activities are discussed in
another Section of this guide.
(k) Transfer pricing
Transfer pricing rules were first included in the Income Tax Law of October 22, 1999.
These rules established the transfer-pricing regime applicable to the export and import
of goods and services performed between related parties. Further to the partial
amendment of the Income Tax Law (“ITL”), published on December 28, 2001,
transfer-pricing rules are in effect starting December 28, 2001 or after.
Persons subject to the rules
All taxpayers that carry on operations with related parties are subject to transfer
pricing rules. These taxpayers are required to calculate their income, costs and
deductions for operations conducted with related parties, based on the prices and
methods that would be used to determine the compensation that would result if the
operations were to be carried out with or between independent entities in comparable
operations.

Related Entities
Entities are deemed to be “related” in the following cases:
- If one participates, directly or indirectly, in the administration, control or
equity of the other;
- If the same persons participate, directly or indirectly, in the administration,
control or equity of both entities;
- It is presumed, unless proven otherwise, that entities are related if they are
located in low tax jurisdictions (tax havens);
Transfer Pricing Methods
The methods used to determine the prices that should be agreed between unrelated
parties (arm’s length) for comparable operations are:
-

Comparable uncontrolled price method
Resale price method
Cost-plus method
Profit-split method
Transactional margins of operations profit method

With respect to the selection of methods, the most appropriate method should be
used depending on the type of transaction carried out. The methods apply to
transactions that qualify as “comparable” transactions or those transactions without
differences that materially affect the price or amount of compensation. When any
such differences exist, they are eliminated in light of the adjustments that allow for a
substantial degree of comparability. The Tax Administration will evaluate whether the
method used by the taxpayer is the mo st appropriate considering the characteristics
of the transaction and economic activities developed.
With respect to the order of precedence of methods to be used, transfer-pricing rules
stipulate that the comparable uncontrolled price method should be considered first, in
accordance with the rules set forth by the Organization for Economic Cooperation and
Development, USA and Mexico, that favor the application of this method over the
other methods when there is insufficient or unreliable information available.
Comparability Factors
Electing a method to determine transfer prices is based on the comparability of
operations and/or transactions. This comparability is determined, among other things,
by the characteristics of the operations, functions or activities developed, assets
used, risks assumed, contractual terms, economic circumstances and business
strategies, including strategies to penetrate, remain and grow in the market.
The functions carried out by the parties should be compared based on a functional
analysis that purports to identify and compare activities that are economically
significant and the responsibilities assumed by independent parties and related
parties, focusing particularly on the structure and organization of the parties.
The comp arability criteria are fundamentally based on the rules established by OECD
guidelines and Mexico, as well as current rules in the USA.

The regime does not specify which sources should be used to obtain information on
comparable operations.
Price Range
Market prices are to be determined using specific prices or margins rather than
ranges. However, other ranges or intervals resulting from a method or methods may
be used when the price cannot be determined from specific figures. The resulting
range of pric es or values is considered to include all the prices or margins that are
deemed acceptable, that is, market value.
Unlike other legislations that consider statistical means to determine ranges, such as
medians and quartile ranges, these rules do not provide for any adjustments that
intend to eliminate the differences that result from applying comparability criteria.
Advance Pricing Arrangements (APA’s)
Under the new regime, taxpayers of income tax may propose or arrange the method
to value the operations carried out with its related parties prior to carrying out their
operations. These arrangements should refer to the value of one or more transactions
considered separately, as well as demonstrating that they will be carried out at the
prices that would be established had they been transacted at arm’s length under
comparable operations.
Likewise, these arrangements may also be made by individuals, legal entities or
nonresidents and entities that are not domiciled in Venezuelan territory, when they
expect to operate in the territory through a permanent establishment or through
related entities.
Documentation
Taxpayers are required to file an information return with respect to those operations
carried out with related parties during the relevant fiscal year, pursuant to the terms
established by the Tax Administration. These information returns must be filed in the
month of June following the close of the fiscal year.
Taxpayers should keep all the documentation and information related to the
calculation of transfer prices.
Other Considerations
For the purpose of determining arm’s length prices or margins, analyses must be
performed on a transaction basis.
Moreover, information from prior and future years may be used when determining
transfer prices.
Transparency rules
Starting January 1, 2001 taxpayers with direct or indirect investments in branches,
companies, real estate, movable property, shares, bank accounts, investment
accounts or participation in other similar entities, trusts, investment funds, or
investment of similar nature, in low-income tax jurisdictions will be subject to the
transparency rules contained in the income tax law.
These rules apply if the taxpayer is able to choose the timing of distribution of profits,
dividends and interests, or has direct or indirect control over the administration of
such investments.

Related costs and expenses may be deducted from taxable income/loss from
investments in such jurisdictions. When required, taxpayers must provide the tax
administration with the corresponding accounting records and must file an annual tax
return together with an informative return containing information on investments in
low-income tax jurisdictions and statements of accounts or other documents that
support the investments.
Taxpayers subject to these rules will be allowed to credit foreign income tax paid in
low-income tax jurisdictions against Venezuelan tax imposed on income derived from
such investments, provided they conform to the limitations and conditions established
in the Income Tax Law.
(l) Individual income tax
Starting January 1, 2001 resident individuals are taxed on a worldwide income basis.
Non-Residents are taxed on Venezuelan source income. Residents will be allowed to
credit foreign income tax paid against Venezuelan tax imposed on their foreign source
income, following the limitations and conditions established in the Income Tax Law.
The tax year for individuals is the calendar year. Residents and non-residents must file
an annual tax return before March 31 to report income earned in the previous year.
Non-residents are not required to file an annual tax return if final taxes have been
fully withheld upon payment.
The following items are exempt from individual taxation:
- Employer severance payment received by employees.
- Interest and the proceeds from trusts constituted in accordance with the
Labor Law and from retirement and pensions funds.
- Employee and employer contributions to funds, saving cooperatives and to
retirement funds or disability plans as well as the yields from such funds.
- Interest from savings deposits, savings bonds and time deposits, mortgage
debentures and any other savings instruments established in accordance
with the General Law of Banks and other Financial Institutions or other
special laws.
Treatment of tax residents
Residents are those individuals who spend more than 183 days in Venezuela
throughout a given calendar year or the previous year. Residents are allowed personal
deductions and allowances.
Venezuelan residents whose annual net income exceeds 1,000 tax units or whose
gross income is greater than 1,500 tax units are subject to income tax.

Residents are taxed at the following progressive tax rates
Taxable Income (tax units *)
Tax rate on bracket (%)
0 - 1,000
6
1,001- 1,500
9
1,501- 2,000
12
2,001- 2,500
16
2,501- 3,000
20
3,001- 4,000
24
4,001- 6,000
29
6,001- and over
34
* Currently, each tax unit represents Bs. 14,800.00. This amount is adjusted annually for inflation
based on the index published by the Venezuelan Central Bank.

Taxable income includes wages, salaries, fees, bonuses, allowances, and other similar
compensation, regardless of where payment is made.
The following may be deducted from taxable income
- Interest on loans to acquire residence, up to 1000 tax units.
- Rent payments for housing for up to 800 tax units.
- Tuition paid to Venezuelan educational institutions for the taxpayer’s
education or for the education of its descendants not older than 25 years of
age.
- Life, surgery, hospitalization, and maternity insurance premiums.
- Medical, dental and hospitalization payments.
The tax law gives the taxpayer the option to itemize deductions or to use a standard
lump sum deduction of 774 tax units.
Deductions need to be supported and invoices must be attached to the final income
tax return. If the taxpayer opts for the standard lump sum deduction, no proof is
required.
Taxpayers also benefit from a tax credit of 10 tax units for themselves, their spouses
(joint return) and for each child or any other dependents.
Treatment of non-residents
Individuals who spend 183 days or less in Venezuela in a tax year or in the previous
year are considered to be non-residents for tax purposes. Non-residents are taxed at
a flat 34% rate on all Venezuelan source income and are not allowed to take
deductions for personal expenses or personal tax credits.
V.
Business Asset Tax
Business asset tax is devised as a complementary tax to income tax. The 1% tax is
applicable to all corporations and is assessed on the value of all tangible and
intangible assets located in the country during the year.
The tax base is the net annual simple average of the assets based on their value at
the beginning and end of the year. Non-monetary assets must be revalued based on
the inflation adjustment rules contained in the Income Tax Law. Monetary assets

must be deflated for inflation. Assets exported during the year will be considered in
the tax base for the period unless replaced with other similar assets by the taxpayer.
In order to assess the tax, the income tax liability for the year (before the application
of tax credits and prepaid taxes) must be fully credited against the 1% asset tax for
the same period and the balance will be the business asset tax payable. This balance
may be credited against income tax liabilities of the following three years.
VI.
Value Added Tax (VAT)
VAT is levied on the importation and sale of personal (moveable) property and on the
purchase of services through a system of debits and credits by each business entity
in the productive and commercial process.
In general, this tax should not represent an additional business cost, but it may have
substantial cash-flow effects, particularly in the case of important asset acquisitions.
(a) Assessment and Payment
Under normal conditions, each business in the commercial process collects the tax on
its sales and services (tax debit) and takes a credit for the tax it has paid on
purchases (tax credit) and remits the net amount to the tax authority. The filing of
returns and the assessment and payment of taxes must be done on a monthly basis.
If tax credits exceed tax debits in a given period, the credit balance may be carried
forward indefinitely until entirely offset against debits from sales of future months.
(b) Tax Rate
The current tax rate is 16%.
(c) Taxable Transactions
The VAT must be charged by legal entities and individuals on the following
transactions performed within Venezuelan Territory:
- Sale or disposal of personal (moveable) property.
- Provision of independent services.
- Granting of temporary use of property.
- Importation of goods and services.
- Rental of real estate used for business purposes
In case of imp ortation of goods, VAT is applicable on the invoice price declared for
customs purposes plus transportation costs, customs duties and fees. For sales and
the provision of services, the tax base is the amount invoiced provided it is not below
arm’s length standards.

(d) Exclusions
Importation of goods under temporary suspension regimes, disposition of securities,
banking, financial leasing, insurance operations and dependent services, are not
subject to the VAT.
(e) Exemptions
Exemptions cover the imp ortation by certain persons and institutions, the sale of
some basic foodstuffs, gasoline and other petroleum derivatives, services rendered to
public entities, education and health services, electricity and water services and
telephone services below certain amounts.
(f) Exports
Exportation of taxable goods is subject to a zero-rate. Exporters subject to VAT are
entitled to recover taxes paid on the goods and services used in their export
activities. The tax may be refunded by a cash reimbursement of the tax credit or
through the issuance of special tax refund certificates (CERTs) which may be used to
pay taxes and related charges such as interest and fines, or may be transferred to
other taxpayers.
g) Exonerations
The following benefits are granted in the value-added-tax legislation:
VAT is exonerated from imports and services carried out by taxpayers during their the
pre-operating stage.
The exoneration provided in Decree N° 236 dated August 25, 1999 benefits taxpayers
performing the following activities and transactions:
- The importation of goods by the National Armed Forces and National
Security Forces for the defense and safeguard of the National Sovereignty.
- Local acquisitions and importation of capital goods and the contracting of
services during the pre-operating stage by taxpayers engaged in the
execution of industrial projects destined predominantly for exportation or
the generation of foreign currency. In the case of taxpayers in their preoperating stage, the exoneration will be effective for a period of five years
from the beginning of the pre-operating stage of the industrial project or for
a shorter term if the pre-operating stage ends before the expiration of the
original term. The commencement of commercial production marks the end
of the pre-operating phase in all cases of industrial projects, including those
relating to the refining, transportation and processing of hydrocarbons,
marginal oil field exploitation services, as well as mining and mineral
processing projects. However, projects related to hydrocarbon joint
exploration and exploitation are subject to specific rules.
The 5-year exoneration term may be extended for maximum 5 additional years
provided the taxpayer is able to demonstrate to the Tax Authorities that the preoperating stage was not completed within the original term of the exoneration.

Under Decree N° 236, taxpayers that import capital goods and services may choose
between settling the tax on the importation or providing a guarantee that sufficiently
covers the tax.
Taxpayers are entitled to reimbursement of any VAT burden they assume. These
taxpayers must file a petition for reimbursement with the tax administration within the
first ten (10) days of each month according to the terms and conditions established in
Decree N° 236.
Taxpayers will be reimbursed through Special Tax Refund Certificates (CERTs) upon
the issuance of prior administrative decision by the tax authorities. CERTs may be
credited against national tax payments or may be transferred to third parties so that
they may credit them against their own tax payable. The Decree further stipulates
that (i) the Tax Administration shall provide monetary correction and interest
payments if it fails to issue authorization for the issuance of CERTs by the deadline;
and, (ii) the taxpayer shall provide monetary correction and interest payments if,
after subsequent verification, the tax administration determines that there was
insufficient grounds for tax credits to be recovered.
Taxpayers that provide services or sell goods to exempt taxpayers must specify the
VAT separately on the invoice.
During the term of the benefit, exonerated taxpayers are still required to comply with
certain formal obligations such as (i) keeping all invoices and similar documents that
provide proof of the operations for which taxpayers are entitled to receive benefits
under the Decree; (ii) reflecting the amount of recoverable tax credits in a single
invoice issued by the suppliers of goods and services; and, (iii) providing notification
of the end of the pre-operating stage as well as other required information.
VII.
Municipal Taxes
Municipal taxes are based on gross revenues from commercial or industrial activities
performed from or within a municipality’s jurisdiction at rates that vary from 0.5% to
10% depending on the activity performed and the municipality. According to the
Venezuelan Constitution, activities subject to specific national taxes such as
exploitation of oil and mining cannot be subject to municipal taxation.
Municipal tax ordinances establish the applicable tax rates and the procedures for
filing tax returns. Normally, taxes for any given period are assessed based on the
gross revenues obtained in the previous period.
Business entities are required to obtain a business license prior to starting commercial
activities in any Municipality.
VIII. Customs Duties
Customs duties levied in Venezuela are based on the CIF value (cost, insurance and
freight) of imported items at rates of up to 40%.
The rate varies considerably according to the imported item. For example, the usual
rate for imported raw material and capital goods is 5% plus a 1% customs fee; for
intermediate goods the rate ranges from 20% to 30%; and, the rate for cargo and
transport vehicles is 30% and 40% for consumer goods. Additionally, there is a
charge of Bs. 700 per ton for unloading the imported items.

Customs duties are allocated to local and export sales based on relative sales
amounts (export sales price is subject to certain limitations).
IX.
Other taxes
(a) Gift and inheritance tax.
Beneficiaries of inheritance, estates and trusts of personal or real property located in
Venezuelan territory and beneficiaries of inter vivo transfers are subject to this tax.
Tax rates are set by law and range from 1% to 55% according to the relationship
between the beneficiary and the descendant/settlor and the amount of the
descendant’s net worth/gift.
(b) Stamp tax
Certain acts or documents determined by law are subject to tax which is collected in
the form of stamps and stamped paper, both issued by the Treasury Department.
The tax rate is set according to the type of act or document.
(c) Public registry tax
The Public Registry Law imposes taxes on several legal acts. The tax varies according
to the type of act or document registered.
(d) Departure tax
Every individual traveling abroad must pay a departure tax equivalent to 3 tax units,
which is currently forty four thousand four hundred bolivars (approximately US$
33.00).
X.
Tax Treaties
As of the date of this publication Venezuela has signed and ratified double taxation
treaties with Italy, France, the United Kingdom, Germany, Norway, Belgium,
Switzerland, Sweden, Portugal, the Czech Republic, Trinidad & Tobago, Barbados,
Indonesia, the Netherlands, the United States of America, Denmark and with the
Andean Region countries (Colombia, Peru, Bolivia, Ecuador).
Treaties with Spain and Canada have been recently signed and are expected to come
into effect January 1,2005. A treaty with Mexico has been signed and is pending
renegotiation and ratification in order to enter into force.
A Treaty with China has been signed, approved by the National Assembly and is
pending final governmental approval and exchange of diplomatic notes. Treaties with
Cuba, Russia and Kuwait have been signed, and are being discussed by the National
Assembly. Treaties with Austria, Korea and the Netherlands Antilles have been
initialed, while Treaties are being negotiated with Chile, Algeria, Qatar, Poland and
Malaysia.
Venezuela has also signed double taxation treaties to avoid double taxation of
companies engaged in international transportation activities.

As of the date of this publication treaties have been signed with the following
countries: Germany (1989), Argentina (1993), Brazil (1981), Canada (1993), Chile
(1993), Spain (1988), the United States (1988), France (1987), the United Kingdom
(1987), Italy (1982 - air transportation, 1990 - maritime transportation), Portugal
(1982), Switzerland (1986), and Trinidad & Tobago (1986).
Treaty benefits will only be applicable when the taxpayer demonstrates, when
required, to be a tax resident of the relevant treaty country and when the terms and
conditions established in the Treaty are met. A taxpayer may demonstrate its
residency status in a treaty country with a tax residency certification issued by the
tax authority of the corresponding country, duly legalized and translated into Spanish
by a certified public translator.
Schedules at the end of this section summarize the effective date of each treaty and
the current withholding tax rates on payments made from Venezuela to a treaty
country for royalties, interests and dividends.
Current Scenario of Double Tax Treaties in Venezuela
Official Gazette
Nº
1.620

Date

Country

Situation

11-01-73

Decision No. 40
Cartagena
Agreement,
Subscribed 02-13-73

Annex I superseded by
Decision 578. In force with
respect to Annex II as of
01-01-74

Decision 578 *

In force: 05-06-04
Applicable: As of fiscal years
starting as of June 6th, 2004

4.580

05-05-04
Published in the Official
Gazette of the
C artagena Agreement
05-21-93

4.635

09-28-93

36.111
36.148
5.218
5.180

12-19-96
02-18-97
03-06-98
11-04-97

In Force: 09-14-93
Applicable: 01-01-94
In Force: 10-15-93
Applicable: 01-01-94
In Force: 12-30-96
Applicable: 01-01-97

36.266

08-11-97

5.180

11-04-97

5.180

11-04-97

5.180

11-04-97

5.192

12-18-97

Italy
Subscribed 06-05-90
France
Subscribed 05-07-92
UK and Northern
Ireland
Subscribed: 03-11-96
The Netherlands
Agreement and Protocol
subscribed:
05-29-91
Second Protocol
Subscribed: 09-21-95
Germany
Subscribed: 02-08-95
Trinidad and Tobago
Subscribed: 07-31-96
Portugal
Subscribed: 04-23-96
Czech Republic
Subscribed: 04-26-96
Switzerland
Subscribed: 12-20-96

5.269

10-22-98

5.274

11-12-98

5.265

10-01-98

Belgium
Subscribed: 04-22-93
Sweden
Subscribed: 09-08-93
Norway

In Force: 12-11-97
Applicable: 01-01-98

In Force: 08-19-97
Applicable: 01-01-97
In Force: 12-31-97
Applicable: 01-01-98
In Force: 01-09-98
Applicable: 01-01-99
In Force: 11-12-97
Applicable: 01-01-98
In Force: 12-31-97
Applicable: 01-01-98
In Force: 11-13-98
Applicable: 01-01-99
In Force: 11-12-98
Applicable: 01-01-99
In Force: 10-08-98

Subscribed: 10-29-97

Applicable: 01-01-99
In Force: 12-30-99

5.427

01-05-00

United States
Subscribed: 01-25-99

5.507

12-13-00

Barbados
Subscribed: 12-11-98

5.507

12-13-00

Indonesia
Subscribed: 02-27-97

37.219

06-14-01

Denmark
Subscribed: 02-27-97

In-force: 06-21-01
Applicable: 01/01/02

37.929

04-29-04

Canada
Subscribed: 07-10-01

In force: 04-05-04
Applicable: 01/01/05

Applicable: 01-01-00
In force: 17/01/01
Applicable:
-Taxed withheld at source:
01-01-02
- Other income tax: 01-01-01
In-force: 12-18-00
Applicable: 01-01-01

Russia
Signed and pending
Subscribed: 12-22-03 exchange of diplomatic notes
Cuba
Signed and pending
Subscribed: 05-12-03 exchange of diplomatic notes
5.273

11-06-98

Mexico
Subscribed: 02-06-97
China
Subscribed: 04-17-01

37.913

04-05-04

Spain
Subscribed: 4-08-03

Signed and pending
exchange of diplomatic notes
Signed and
awaiting approval of both
governments and ratification
(exchange of diplomatic
notes)
Signed and pending
exchange of diplomatic notes

Kuwait
Signed and pending
Subscribed: 05-04-04 exchange of diplomatic notes
Second round of
negotiations
02-13-02

Austria

Initialed

Second round of
negotiations
07-31-03

South Korea

Initialed

Second round
negotiations
04-30-04

Netherlands Antilles

Initialed

* Decision 578 annuls and replaces the provisions of Decision 40 relating to the prevention of
double taxation between member States of the Andean Community .

Dividends and Interest Rates

DIVIDENDS (Paid
from Venezuela)

The
Mexico* Portugal
Netherlands

France

Italy

Germany

UK

5%-0%15%

10%

5%-15%

0%-10%

0%-10%

5%

10%

4,95%

4,95%

4,95%

4,95%

4,95%

4,95%

4,95%

5%

10%

5%

5%

5%

15%

10%

INTEREST:
a) Paid to financial
institutions
b) Paid to other
institutions
c) Paid to insurance
companies
d) Paid to
beneficiaries other
than banks or
insurance
companies, by
banks or interests
on regular trading
of recognized
securities or bonds
on the stock
exchange.

DIVIDENDS (Paid
from Venezuela)

4,95%

10%

Trinidad
and
Tobago

Czech
Switzerland Belgium
Republic

Norway

Sweden

US

5%-10%

5%-10%

0%-10%

5%-15%

5%-10%

5%-10%

5%-15%

4,95%

4,95%

4,95%

4.95%

4,95%

4,95%

4.95%

15%

10%

5%

10%

15%

10%

10%

INTEREST:
a) Paid to financial
institutions
b) Paid to other
institutions
c) Paid to insurance
companies
d) Eximbank,
Federal Reserve
Banks, Overseas
Private Investment
Corporation,
Foreign Trade
Bank, Central Bank
of Venezuela,
Venezuelan
Investment Fund.

4.95%

0%

Denmark

Canada
**

China
***

5%-10%

5%-15%

5%-15%

5%-10%

4.95%

4.95%

4.95%

4.95%

Indonesia Barbados
DIVIDENDS (Paid
10%-15%
from Venezuela)

Spain
****
0-10%

INTEREST:
a) Paid to financial
institutions

4.95%

4.95%

b) Paid to other
institutions
c) Paid to insurance
companies
d) Paid to
beneficiaries other
than banks or
insurance
companies, by
banks or interests
on regular trading
of recognized
securities or bonds
on the stock
exchange.

10%

15%

5%

10%

10%

10%

0%

* The treaty with Mexico has not yet entered into force since it is still pending exchange of
diplomatic notes.
** The Treaty with Canada entered into force on April 5th, 2004, and will be applicable as of January
1, 2005.
*** The Treaty with China has not yet entered into force since it is pending approval of both
governments and ratification (exchange of diplomatic notes)
**** The Treaty with Spain has not yet entered into force since it is pending exchange of diplomatic
notes.

Royalty Rates
Royalties: Use Or
France
Rights To Use:
a) Patents, designs or
models, plans or secret
5%
formula or process.
b) Industrial,
commercial or scientific
5%
know-how.
c) Trade marks
5%
d) Copyrights on
5%
literature, art or science.
e) Motion pictures,
movies and tapes for
5%
radio or television
broadcast
f) Industrial, commercial
or scientific Equipment
PROTOCOL OR
EXCHANGE OF
DIPLOMATIC NOTES

Italy

Germany

UK

The Netherlands

Canada
*

China
**

10%

5%

5%

5%

5%

10%

10%

5%

5%

5%

5%

10%

10%

5%

7%

10%

10%

7%

5%

7%

10%

5%

10%

7%

5% (only
motion
pictures)

7%

10%

10%

10%

10%

5%

0% if
Technical service,
there is
scientific, geological or
no
technical studies,
permanen
engineering works,
t
consulting or supervision
establish
services
ment(PE)
Use, concession to use
recordings of sound or
images other than those
10%
destined for radio or TV
broadcasting

5%

0%

10%

0% if
0% if there
there is
is no PE
no PE

10%

Normal lease of
industrial, commercial or
scientific equipment that
substantially includes the
transfer of technical,
industrial, commercial or
scientific know-how.
Computer Software

Royalties: Use Or
Right To Use:

0% if there
is no PE

5% if there is no
PE

10%

5%

Mexico
***

Portugal

Trinidad and
Tobago

Czech
Republic

Switzerland

Denmark

a) Patents, designs or
models, plans or
secret formula or
process.

10%

12%

10%

12%

5%

10%

b) Industrial,
commercial or
scientific know-how.

10%

12%

12%

5%

5%

c)Trade marks

10%

12%

10%

12%

5%

10%

d) Copyrights on
literature, art or
science.

10%

12%

10%

12%

5%

10%

e) Motion pictures,
movies and tapes for
radio or television
broadcast.

10%

12%

10%

12%

5%

10%

f) Industrial,
commercial or
scientific equipment

10%

12%

10%

12%

10%

12%

5%

g) Access to images or
sound permitted to the
public.
h) Computer
programs or
instructions (software)

10%

10%

I) Technical
Assistance. Payments
received in
consideration for
technical assistance
for the use or right to
use copyright, goods
or any other
information stipulated
herein.
PROTOCOL OR
EXCHANGE OF
DIPLOMATIC NOTES
Technical services that
0% if there
do not make
is no
commercial, industrial
permanent
or scientific know-how
establishm
available to the
ent
beneficiary.

10%

Technical assistance
according to Article 43
of the Venezuelan
income tax law
Special scientific,
geological or technical
studies. Special
engineering,
consulting or
supervision services.
Information on
industrial, commercial
or scientific
experience

ROYALTIES: Use or
rights to use:
a) Patents, designs or
models, plans or secret
formula or process.
b) Industrial,
commercial or scientific
know-how
c) Trade marks.
d) Copyrights on
literature, art or science
e) Motion pictures,
movies and tapes for
radio or television
broadcast
f) Industrial,
commercial or scientific
equipment
g) Technical assistance:
payments received for
the use or right to use
technical know-how or
processes, development
and transfer of plans or
technical designs.
PROTOCOL OR
EXCHANGE OF
DIPLOMATIC NOTES
Normal lease of
industrial, commercial
or scientific equipment
that substantially
includes the transfer of
technical, industrial,
commercial or scientific
know-how.
Technical service,
scientific, geological or
technical studies,
engineering works,
consulting or
supervision services

10%

10%

0% if there is
no permanent
establishment

Norway Sweden

US

Belgium

Indonesia

Barbados

Spain
****

12%

7%

10%

5%

20%

10%

5%

12%

7%

10%

5%

20%

10%

5%

12%

7%

10%

5%

20%

10%

5%

12%

10%

10%

5%

20%

10%

5%

12%

10%

10%

5%

20%

10%

5%

12%

7%

5%

5%

20%

10%

10%

10%

9%

7%

0% if there is
no permanent
0% if there is establishment
no
(no mention
permanent
is made to
establishment technical
assistance
services)

0% if
there is
no PE

* The Treaty with Canada entered into force on April 5th, 2004, and will be applicable as of January
1, 2005.
** The treaty with China has not yet entered into force since it is still pending exchange of
diplomatic notes.
*** The treaty with Mexico has not yet entered into force since it is still pending exchange of
diplomatic notes.
**** The Treaty with Spain has not yet entered into force since it is still pending exchange of
diplomatic notes.

XI.
Income Tax Withholding Rates
As per the current Venezuelan Income Tax Withholding Regulations, dated May 12,
1997 (Decree 1808).
Income Tax Withholding
Decree Number 1808
Resident Individual
Non-Resident Individual
Domiciled Corporation
Non-Domiciled Corporation
Concept of the Payment
Num. Lit. Or Credit to Account

RI
NRI
DC
NDC
Beneficiary
Of The
Payment

1

Minimum
Payment
Bs.

Withholding
Percentage

Withholding

Professional Activities
A/B Non-Commercial Professional Fees RI
NRI
DC
NDC

2.058.335
1
25.000
1

100%
90%
100%
90%

3% - Bs 61.750
34%
5%
**

C

2.058.335
1

100%
90%

3% - Bs. 61.750
34%

Professional Fees Paid in Clinics,
RI
2.058.335
Law Offices, Professional
NRI
1
Memberships and other NonCommercial Professional
Institutions, to Doctors,
Psychologists, Radiologists,
Dentists, Engineers, Architects
related to Independent
Professional Services Rendered in
Venezuela
Commissions
RI
2.058.335
A/B On Transfer of Real Estate, Trade NRI
1
and any other Commissions other DC
25,000
than Salaries and Wages
NDC
1
The following items are not subject to withholding:
Commissions and Related
Operations Paid to Corporations
Ruled by Special Laws in the
Financial and Insurance Area
(Article 10)

100%
90%

3% - Bs. 61.750
34%

100%
100%
100%
100%

3% - Bs 61.750
34%
5%
5%

1

95%

34%

1

95%

**

Horse and Dog Race Tracks

RI
NRI

D

2

% Payment
Subject To

3

Interest
A

Interest on Loans and Principal
Invested in the Production of
Income, Paid to Non-Domiciled
Creditors other than Financial
Institutions

NRI
NDC

B

Interest on Loans Paid to Foreign
Financial Institutions

C

Interest Paid by Corporations or
Partnerships to any other
Corporation, Legal Entity or
Individual

5

100%

4,95%

RI
NRI

2.058.335

100%

3% - Bs 61.750

1

95%

34%

100%
95%

5%
**

Paid by Domiciled Corporation
NDC
Transportation Expenses
Payments made by Legal Entities domiciled in the
country, to companies organized and domiciled
abroad or companies organized abroad but
domiciled in Venezuela

1

15%

**

Inbound and Outbound Freight

1

5%

**

1
2.058.335
25,000

100%
100%
100%

**
1% - Bs. 20,583
3%

1
1

25%
25%

34%
**

15

Local Freight
Local Transportation

6

Film Exhibition
All Payers

7

16

1

DC
25,000
NDC
1
The following items are not subject to withholding:
Interest Paid to Entities Ruled by
Special Laws in the Financial and
Insurance Area (Article 10)
International
Broadcasting
Agencies

4

8

NDC

RI
DC

NRI
NDC

Technical
Assistance,
Technological Services
Royalties
Payments to Non-Domiciled Recipients for Royalties
and Similar Payments. Fees For Technical
Assistance or Technological Services Used In The
Country or Transferred To Non-Domiciled Third
Parties (Individuals, Corporations or Partnerships)
A

Royalties

NRI
NDC

1
1

90%
90%

34%
**

B

Technical Assistance Fees

NRI
NDC

1
1

30%
30%

34%
**

C

Technological Service Fees

NRI
NDC

1
1

50%
50%

34%
**

Net profits derived from insurance NDC
and re-insurance premiums paid
to non-domiciled recipients

1

30%
Net Income

10%

2.058.335

100%

3% - Bs 61.750

25,000

100%

5%

Insurance And Re -Insurance

Payments made by insurance and RI
reinsurance companies as well as DC
insurance brokers and agents

17

Payments for repair of goods and
hospital assistance for Insurers

9

Fortuitous Gains
Games and Bets

2.058.335
25,000

100%
100%

3% - Bs. 61.750
5%

RI
NRI
DC
NDC

1
1
1
1

100%
100%
100%
100%

34%
34%
34%
34%

RI
NRI
DC
NDC

1
1
1
1

100%
100%
100%
100%

16%
16%
16%
16%

RI
NRI
DC
NDC

2.058.335
1
25,000
1

100%
100%
100%
100%

3% - Bs. 61.750
34%
5%
5%

RI
NRI
DC
NDC

2.058.335
1
1
1

100%
100%
100%
100%

1% - Bs. 20.583
34%
2%
**

RI
NRI
DC
NDC

2.058.335
1
25,000

100%
100%
100%

3% - Bs 61.750
34%
5%

1

100%

**

Payments made by administrators RI
of real property to lessors or
NRI
owners of the property, regardless DC
of contract value
NDC

2.058.335
1

100%
100%

3% - Bs 61.750
34%

25,000

100%

5%

1

100%

**

2.058.335

100%

3% - Bs. 61.750

Lottery and Racetracks

10

11

Prizes Paid To Race Animal
Owners

RI
DC

Contractors and SubContractors
Payments made by corporations,
consortia or partnerships to
contractors or sub-contractors
domiciled or not in Venezuela in
connection with construction,
project execution or the rendering
of services in the country
regardless of the form of
payments.

Withholding Must Be Applied On
The total amount billed for the
service, including, if applicable,
the transfer or supply of movable
property or the incorporation of
movable property to Real Estate.
The following items are not subject to withholding:
Payments for water, natural gas, fixed or mobile telephone line
and
street cleaning services.
12

Lease Of Real Property
Payments made by legal entities
or communities, regardless of the
contract value, to lessors and
owners of the real property

13

Lease Of Movable Property
Leases

of

movable

property RI

located in the country paid by NRI
corporations or partnerships to DC
domiciled
or
non-domiciled
recipients
NDC
14

18

1

100%

34%

25,000

100%

5%

1

100%

5%

Payments made by credit card
RI
companies for the purchase of
NRI
goods and services by cardholders
DC
NDC

1

***

3%

1

***

34%

1
1

***
***

5%
5%

Payments made by credit card
companies for purchase of
gasoline in gas stations by
cardholders

RI
DC

1
1

***
***

1%
1%

RI
NRI

2.058.335

100%

3% - Bs. 61.750

1

100%

34%

DC
NDC

25,000
1

100%
100%

5%
5%

Payments made by corporations,
partnerships or public entities for
advertising services rendered in
the country to domiciled
corporations, as well as the
transfer or sale of spaces used
for this purpose

RI
DC
NDC

2.058.335
25,000

100%
100%

3% - Bs. 61.750
5%

1

100%

5%

Payments To Radio Stations
Sales Of Stock

DC

25,000

100%

3%

Sale of stock through the stock
exchange

RI

1

100%

1%

1
1
1

100%
100%
100%

1%
1%
1%

2.058.335
1

100%
100%

3% - Bs. 61.750
34%

25,000

100%

5%

1

100%

5%

CREDIT CARDS

Commercial Funds
Acquisition of commercial
concerns (corporations, business
entities and qualified asset
purchases)

19

20

Advertising

NRI
DC
NDC
21

Amounts paid, regardless of their RI
acquirer, for the sale of stocks of NRI
local corporations or participation DC
quotas of local partnerships
when sale is not made through the
stock exchange
NDC

* * Withholding tax applicable to payments made to non domiciled corporations or partnerships will
be determined on the basis of the following chart, stated in tax units (tariff 2), which are to be
multiplied by its equivalent in bolivars

AMOUNT PAID

WITHHOLDING
PERCENTAGE

T.U.
DEDUCTION

FROM 1 TO 2000 T.U.
FROM 2,000 T.U. TO 3,000 T.U.
OVER 3,000 T.U.
ONE TAX UNIT = Bs.24,700 EACH (a)

15%
22%
34%

0
140
500

(a) The amount in Bolivars was modified in Official Gazette Nº
37.876 dated February 10, 2004.
*** The withholding rate (WR) applicable to credit cards is
determined as follows:
WR = Amount payable / (Current Sales Tax Rate / 100) + 1

Section 5– Employment, Social Security and Labor
I. General Comments
All labor relations and all other matters relating to employment and labor are regulated
by the Organic Labor Law, its regulations and other special laws related to benefits
such as The Meal Program Law. Labor regulations may not be waived by employees
and are applicable to all individuals that are employed to provide services in Venezuela
or that are employed in Venezuela to provide services abroad, regardless of their
nationality.
The Ministry of Labor is the administrative organization charged with overseeing
compliance with the regulations contained in the Law and all other labor regulations.
The Labor Superintendent (“Inspector del Trabajo”) has supervisory, compliance and
conciliatory functions.
Venezuelan Legal regulations conform to the rules of the International Labor
Organization based in Geneva. Also, Venezuela forms part of the Andrés Bello
Commission of the Andean Pact which purports to integrate the legal rules of the
Andean Region.
The Reform to the Venezuelan Labor Law came into force on June 19th, 1997. The
main change introduced with the long-awaited reforms to the Labor Law was the
elimination of retroactivity in the calculation of termination indemnities that apply to
the former system. Under the new system, termination benefits are calculated and
paid on a monthly basis.
In order to implement changes in an equitable manner and to compensate employees
for the change to the new system, the reforms provided for “Transfer Compensation”
and a seniority indemnity payment.
The Constitution of the Bolivarian Republic of Venezuela took effect on December 30,
1999 and conserves labor rights such as those defined in the previous Constitution.
Nevertheless, the new Constitution gives constitutional rank to principles established
in the International Labor Organization (ILO) executed by Venezuela. Furthermore, the
night shift was reduced to a maximum of 35 hours per week; union leaders are
required to make sworn statements of their net worth prior to assuming their
positions. Finally, the new Constitution establishes that the current regime and
procedures in respect of unjustified dismissals will be reviewed.
(a) Work force
Venezuelan labor force is comprised of qualified professionals, graduates of national
and foreign universities, as well as of qualified personnel at technical and specialized
levels.
(b) Foreign Employees
Companies hiring foreign nationals must take into consideration the following
applicable legal restrictions:

- At least 90% of the employees in a company with 10 employees or more
must be Venezuelan nationals. The proportion of Venezuelan and foreign
employees is determined separately for administrative employees and laborers
within the same company.
- Salaries of foreign personnel may not exceed 20% of the company’s total
payroll.
- Human resource and industrial relations managers, vessel and aircraft
captains, foremen and similar posts are reserved to Venezuelan nationals.
These restrictions need not be applied in specific cases established by law or when
authorized by the Labor Ministry.
(c) Work schedule
The following is the work schedule established in the Organic Labor Law:
- Day shift: between 5:00 a.m. to 7:00 p.m. and may not exceed 8 hours per
day or 44 hours per week.
- Night shift: between 7:00 p.m. to 5:00 a. m. and may not exceed 7 hours
per day or 35 hours per week.
- Mixed shift: (combination of day and night shifts) may not exceed 7 ½ hours
per day or 42 hours per week.
(d) Overtime
Overtime must be paid at one and a half times the employee’s regular hourly pay rate.
Overtime is limited to two hours daily, not greater than 10 hours per week or 100
hours per year.
II. Wages and Salaries
Under Venezuelan legislation the concept of salary includes all payments or benefits
received by the employee from service or work performed in Venezuela and abroad,
whether paid in cash or paid partially in kind. Salaries include premiums, commissions,
bonuses, housing, tuition, car and other allowances and benefits not specifically
excluded by law.
Labor regulations also use the concept of normal salary, which is more restrictive than
the definition mentioned above. Normal salary is the regular and permanent salary
earned by the employee in each payment period, whether weekly, fortnightly or
monthly. This concept is used to calculate most of the employee benefits described
below.
The Labor Law states that salaries may be agreed freely, however minimum salary
obligations as of May 1, 2004 were set at Bs. 296.594,80 per month for urban private
and public sector employees as well as concierges. This minimum salary will be
increased by 10% starting August 1, 2004 (Bs. 321.235,20). The minimum salary is
less and varies for the rural sector employees as well as for apprentices, maids, and
personnel of companies with less than 20 employees. These limits may be modified by
the National Executive when the cost of living increases disproportionately in relation

to wages. However, the base salary for the calculation of the contributions to the
Social Security System is up to the equivalent of five minimum salaries.
(a) Employee Benefits
From the date of applicability of the amendment to the Labor Law, food,
transportation and other subsidies decreed by the government from 1995 through
1997 for low-compensation employees and workers are considered to form part of
salary.
(b) Partial Exclusions
Collective or individual agreements may provide that 20% of salary be excluded from
the base used to calculate benefits, seniority, or indemnities derived from the labor
relationship. However, the entire minimum salary must be taken into consideration for
the calculation of such benefits.
(c) Labor Benefits that are not Considered Part of Salary
The following payments are not considered to form part of salary:
- Cafeteria services, food allowances and childcare center services.
- Reimbursement of medical, pharmaceutical and dentist expenses.
- Clothing for the employee’s work.
- School books and toys.
- Scholarships and payment of training or specialization courses.
- Payment of funeral expenses.
- Labor benefits are not considered to be part of salary, unless collective or
individual labor agreements specifically provide otherwise.
- Likewise, employer contributions to encourage employee savings, educational
and medical services, which are provided through collective labor
agreements, will not be considered to form part of salary when calculating
the length of service payme nt, benefits and indemnities, unless otherwise
established.
- In addition, payments earned will not qualify as salary if (i) they do not form
part of the employee’s equity; (ii) they are not freely available; (iii) they are
reimbursements of expenses incurred by the employee; (iv) meals, tools or
facilities needed for the employee to provide services; and, (v) they are
voluntary payments made by the employer for reasons other than
consideration of an employee’s work.
- Food Ticket: This benefit will not be considered as forming part of salary
when it is given to employees for the days actually worked. In order to be
excluded of the salary basis each ticket must be worth between ¼ to ½ Tax
Units (T.U.). Currently each Tax Unit is equivalent to VEB 24,700.

III. Seniority indemnities (“Prestación de Antigüedad”)
The Organic Labor Law eliminated the retroactive effect in the calculation of seniority
indemnities and incorporated the obligation to calculate and settle that payment on a
monthly basis, equivalent to (5) day’s full salary per month.
(a) Calculation
The seniority payment to which employees are entitled shall depend on the
uninterrupted period of their employment relationship:
- After 3 months of uninterrupted service: employees are entitled to 5 day’s
salary per month of service and up to a maximum of 45 day’s salary for those
employees in the first year of the employment relationship. Those employees
who have been in an employment relationship for more than 6 months by the
time the amendment is in force are entitled to a seniority payment equivalent
to 60 day’s salary for the first year following the date the Law takes effect.
- After the first year of service and for each additional year or period
thereafter greater than 6 months: employees are entitled to 2 day’s salary
per year, in addition to the seniority payment indicated above, for up to a
maximum of 30 day’s salary.
(b) Accrual of seniority indemnities and interest
The seniority payment is calculated and credited monthly, as specified by the
employee in writing to the employer. Monthly accruals are considered final and may
not be further adjusted. The funds are to be administered through one of the
following systems upon the choice of the employee:
- Administered by an individual trust: The applicable interest rate are
equivalent to the lending interest rate determined by the Central Bank,
taking into account the interest rates paid by the 6 commercial and global
banks with the largest volumes of transactions. These interest rates apply if
funds are directly administered by the employer or if the employee chooses
to have the amounts deposited in an Individual Trust Fund and the employer
fails to comply with the employee’s decision.
- Administered by a Seniority Fund: Until trust funds are created, the amounts
generate interest at market rates if they are deposited in a financial
institution.
- Administered by the employer: Such amounts earn interest calculated at the
average of the lending and savings interest rates determined by the Central
Bank based on the rates paid by the 6 largest commercial and universal
banks of the country.
Funds deposited or credited to account must be paid to the employee upon
termination of the employment relationship.
Accrued interest from the employee’s cumulative seniority payments are paid annually
to the employee, unless the employee requests in writing to the employer that the
interest be capitalized.

(c) Payment in the event of termination.
Employees are entitled to a seniority payment upon termination of the employment
relationship, as indicated below:
- From 3 to 6 months of service: employees are entitled to 15 day’s salary or
the difference between that amount and the amount that has been
deposited or credited monthly.
- From 6 months to 1 year of service: employees are entitled to 45 day’s
salary or the difference between that amount and the amount that has been
deposited or credited monthly.
- After the first year of service: employees are entitled to 60 day’s salary or
the difference between that amount and the sums that have been deposited
or credited monthly, provided the employee worked for more than 6 months
during the year the employment relationship is terminated.
(d) Loans and Advance Payments
The employee is entitled to request advance payments equivalent to 75% of the
amounts credited or deposited by its employer, provided the funds are required to
cover any of the following:
- Construction, acquisition, repairs or improvement to the main residence of
the employee or relatives;
- Mortgages on real estate property of the employee;
- Education expenses of the employee, spouse and/or children;
- Medical and hospital expenses of the employee, spouse and/or dependents.
In the event the employee’s seniority payment is administered by the employer, the
employer is obliged to grant loans to the employee or grant guarantees on third party
loans for up to an amount equivalent to the balance in the employee’s name. If a
third-party loan is guaranteed by the employer, the interest that the employee is
required to pay in excess of rates applicable to employer-provided loans must be
covered by the employer.
If the employee’s seniority payment is deposited in a financial institution, the employer
may guarantee the employee’s obligations with said deposits.
(e) Salary Base
The seniority payment is calculated based on the employee’s full salary earned during
the month in which the credit or deposit is made, including the portion of the
employee’s vacation bonus and profit-sharing distributed over the months in which the
employee has been employed. If the economic year has not ended and the employer
is unable to determine the portion of profit-sharing, the corresponding amount must
be considered once such calculation is made.

The seniority payment for employees earning a variable salary measured by units of
production or sales is calculated using the average salary earned by the employee
during the previous year.
IV. Termination of an employment relationship
(a) Payment in lieu of notice (“preaviso”)
In the event of unjustified dismissals (layoffs), employee resignations and/or
economic or technological circumstances, the party that decides to terminate the
employment relationship must give prior notice to the other party.
In indeterminate employment relationships, any employer who decides to layoff an
employee must give prior notice to the employee based on the following:
- After 1 month of service: prior notice of 1 week.
- After 6 months of service: prior notice of 15 days.
- After 1 year of service: prior notic e of one month.
- After 5 years but less than 10 years of service: prior notice of 2 months.
- After 10 years of service: prior notice of 3 months.
The 1997 reform establishes that if an employee is dismissed without just cause
(layoff) and the employer does not give the employee the legal prior notice,
compensation for such period must be added to the employee’s seniority indemnities.
If, on the contrary, an employment contract for an indeterminate period of time is
terminated by the employee, the employee must give the employer the following prior
notice:
- after 1 mo nth of service: prior notice of 1 week
- after 6 months of service: prior notice of 15 days;
- after 1 year of service: prior notice of 1 month.
(b) Indemnities (severance and payment in-lieu-of prior notice in the case of
unjustified dismissals-layoffs)
According to the Organic Labor Law, an employment relationship may terminate for
the following reasons: dismissal, resignation, mutual agreement between the parties or
reasons beyond the parties’ control. Dismissal may be considered justified when the
employee has committed any of the causes set forth in the Organic Labor Law and will
be considered unjustified (layoff) if the employer dismisses the employee without just
cause.
Employees who are laid off after the date the reformed labor law took effect shall be
entitled to the following indemnities:
•

Severance indemnities for layoffs are equivalent to: (i) ten (10) day’s salary if the
employee’s seniority is greater than three (3) months but does not exceed six (6)

months, and (ii) thirty (30) day’s salary for each year or fraction thereof if the
seniority is greater than six (6) months, for up to a maximum one hundred and
fifty (150) day’s salary.
•

Indemnities in-lieu-of prior notice are equivalent to: (i) fifteen (15) days if the
seniority is greater than one month but does not exceed six (6) months; (ii) thirty
(30) day’s salary if it is greater than six (6) months but less than one year; (iii)
forty-five (45) day’s salary for one (1) to two (2) years of service; (iv) sixty (60)
days between (2) and ten (10) years and, (v) ninety (90) days if the years of
service exceed ten (10) years.

•

Seniority indemnities provided for in article 108 of the Organic Labor Law.

The base salary used to calculate the indemnity in-lieu-of prior notice cannot exceed
ten (10) minimum monthly salaries.
V. Employee Profit Sharing (“utilidades”)
By law, companies are required to distribute at least 15% of the net profits (net
taxable and exempt income) to their employees, with the following limitations:
- The maximum amount to which employees are entitled is equivalent to 4
months salary earned by the employee. If, on the other hand, the company
books show no or little profits, the company must pay the equivalent of 15
days’ salary to all employees.
- Companies with capital not greater than Bs. 1,000,000 or with less than 50
employees are only required by law to pay maximum 2 months salary to their
employees.
The amount distributed to the employees may be deducted by the company for tax
purposes.
When calculating employee profit-sharing, the company should consider the general
concept of salary (i.e. monthly work salary plus vacation bonus).
VI. Vacation and Vacation Bonus
After one year of employment, employees are entitled to 15 working days’ paid
vacation, plus an additional day of vacation for each year of service up to a maximum
of 15 additional days. They are also entitled to a vacation bonus of 7 days’ salary for
the first year of employment, and are entitled to an additional days’ pay per year of
employment thereafter, for up to maximum 21 days.
Payment may be requested when the employee effectively takes vacation.
VII.
Maternity Leave
Pregnant employees are entitled to enjoy a 6-week paid leave before giving birth and
a 12 week paid leave thereafter. This period of time may be extended upon medical
prognosis in the event of pregnancy-related sickness.
Women adopting children under 3 years of age are entitled to maximum 10 weeks paid
maternity leave.

In both cases, the employee will be guaranteed job security for one year; that is,
women employees expecting children may not be dismissed without intervention of the
Labor Superintendent from the beginning of the pregnancy and for one (1) full year
after.
The mother may request accrued vacation to extend the post-natal period.
VIII. Day care
Employers with 20 or more employees must provide, at their expense, day care
services for their employees’ children. This benefit may not be considered a part of
salary. Employees entitled to this benefit are those who earn up to five (5) minimum
salaries and have children under five (5) years of age.
Employers may choose between a) having day care facilities (separately or shared
with other employers), b) providing day-care services through a non-profit
organization, or c) paying the cost of day care services directly to a public or private
institution.
IX. School, housing and first aid facilities
Employers with more than 1,000 employees must provide elementary school education
for their employees’ children when no such education is available near the work place.
Employers with more than 1,000 employees must maintain a medical facility that
provides medical, surgery and pharmaceutical services if their employees work in sites
more than 100 kilometers from the nearest city with hospital services or when access
to the medical services is difficult within 50 kilometers.
Employers that have more than 500 employees who work in a remote area located
more than 50 kilometers from the nearest town must provide the employees and their
immediate family with housing of at least 10 square meters per person.
These employers must also maintain, at their expense, first-aid facilities with a doctor
and pharmacist for every 400 employees or fraction thereof greater than 200.
X. Scholarships
Employers with more than 200 employees must grant scholarships to one employee or
employee’s child per 200 employees.
XI. Social Security System
Public Social Security is a public program that is mandatory for all permanent
employment relationships regardless of the nationality of the employee. It provides
coverage for maternity, old age, survivors, sickness, disability, death and
unemployment. The Organic Integrated Social Security System Law was published in
the Official Gazette issue N° 37,600 of December 30, 2002, and orders the National
Assembly to enact new laws related to Working Security and Health, Pension, Housing
and Unemployme nt matters.

Social Security Obligations:
The following obligations for the employer are provided in social security regulations:
- Employers must register with the Social Security Institute (IVSS) within 3
working days after the initiation of business activities. Registration
applications must include all the employees’ names, salaries, date of
employment, as well as any other information required by IVSS.
- New employees must be registered by the employer within 3 working days
following the start of the labor relationship.
- Employers must notify IVSS of any employees’ termination or resignation
within 3 working days.
- Any variation in employee salaries, death or the closing of business activities
must also be notified to the IVSS by the employer.
a) Benefits
The following benefits are provided in the Social Security System:
- Medical Care in the case of sickness, injury, maternity and accidents;
- Compensation for temporary disability, partial or total permanent disability,
dependent pensions, marriage and retirement.
b) Contributions
Special contributions (or payroll tax withholdings) must be withheld by employers from
employee salaries and remitted to the corresponding authority on a monthly basis,
with the exception of INCE contributions which are calculated according to the
amount of the profit sharing payments received. In other words, INCE contributions
are withheld and remitted on an annual basis. Employers are also required to make
other regular monthly contributions (see table below).
XII. Working Security and Health System
The Organic Integrated Social Security System Law provides for a Working Security
and Health System Regime whose purpose is to guarantee funding and integral medical
care and related indemnities to affiliates against employment related sickness and
accidents. These indemnities are set forth in the Organic Prevention, Conditions and
Labor Environment Law.
XIII. Pension System
This system should take effect when the new law regarding the Pension System and
other Economic Allowances is enacted by the National Assembly. According to article
68 of the Organic Integrated Social Security System Law, employer and employees
contribution rates will be determined by the aforementioned law.
The Pension System will be administered by the Social Security Treasury.

XIV. Unemployment Insurance (“Paro Forzoso”)
The purpose of this insurance is to temporarily protect individuals against
unemployment and to provide the unemployed with training to reincorporate them into
the workforce. Employees and employers are both required to contribute to this
subsystem as follows:
Employee monthly contributions: 0.50% of monthly base salary.
Employer’ monthly contributions: 2.0% of employee’s monthly base salary.
Monthly contributions are subject to a salary cap of 5 minimum monthly salaries.
XV. Housing Program
This fund is mandatory and consists of monthly payroll tax withholdings where
employees contribute 1% of their monthly compensation and employers contribute 2%
of their employees’ monthly compensation.
XVI. Employee Training Program (“INCE”)
This national program was created to provide training in technical fields determined by
law.
INCE contributions are required to be made by employers and employees. Training
programs are administered and provided by the National Educational Training Institute
(INCE). Employers may design and provide training programs with the approval of the
INCE.
(a) Contributions
The following contributions are required for this program:
- Entities engaged in commercial or industrial activities employing five (5) or
more persons must contribute 2% of the company’s total annual payroll. This
percentage may be reduced or the employer may possibly be exempted if the
employer provides training courses or schools (other than primary education)
approved by the Ministry of Education and the INCE. The cost incurred in
courses and/or schools may be deducted from the employer’s contribution.
- Employees must contribute 0.5% of their yearly profit-sharing payment to
this program.
These contributions must be withheld from employees and remitted by the employer.
(b) Obligations
At least 5% of the total workforce of companies with 10 or more employees must
consist of persons between the ages of 14 and 18 on their payroll. The companies
must also provide special training to these employees.
The following table summarizes the current employee and employer contributions and
the respective rates established by Law:

* The minimum monthly salary base for contributions is the minimum urban salary,
which is established at Bs. 296,524.80 since May 1, 2004 and Bs. 321,235.20 as of
August 1, 2004.
The table below summarizes the employer and employee contribution rates per
subsystem:

Subsystem
Social Security
Unemployment
insurance
Housing

Contribution Rate

Employer

Employee

Receiving Entity

Less than 5
minimum monthly
salaries

Low risk: 10%
Medium Risk:
11%
High risk: 12%

4%

Venezuelan
Institute of Social
Security (IVSS)

2.50%

2%

0.50%

3%

2%

1%

Collective
Capitalization Fund
Housing Savings
Fund

XVII. Collective Labor Agreements
Collective labor agreements may contain more favorable conditions for employees than
those established by the Labor Law. The Oil Industry has one of the most
outstanding Collective Labor Agreements. By virtue of the provisions in the Organic
Labor Law, this collective labor agreement applies to those employees of companies
engaged directly in oil activities as well as to employees of companies acting as
independent contractors.
Collective Labor Agreements should apply to all workers, employees and independent
laborers whether or not they are members of unions.
These Contracts have a minimum term of 1 year and a maximum term of 3 years.

Section 6 - The Venezuelan Oil and Gas Industry
I. Introduction
Venezuela's importance as an oil producing country is well known. The Country's
reserves have been estimated at 76 billion barrels, of which approximately 30% are light
and medium grade crude and 70% heavy and extra-heavy crude.
Venezuela nationalized the hydrocarbons industry in 1975 through the law that
Reserves the Hydrocarbons Industry to the State, known as the “Nationalization Act”.
As a result, the State created and holds 100 percent of the stock of Petróleos de
Venezuela, S.A. (PDVSA), which is one of the largest and most important oil
companies in the world. PDVSA manages and controls all aspects of the country's oil
business including administration, sales and marketing, exploration and exploitation.
Effective January 1998, and as a result of PDVSA's restructuring plans, the former
structure comprised of vertically integrated operating subsidiaries (Corpoven,
Lagoven, Maraven) as well as some domestic subsidiaries, was substituted by the
assumption of centralized corporate functions by Corpoven, today, PDVSA, and the
creation of three lines of business with specific fields of activity within such entity: (i)
PDVSA Exploración y Producción performs all exploration and exploitation functions
including those related to the extra-heavy oil joint venture projects and Orimulsion (a
patented fuel for electric power generation), as well as the activities that had been
assigned in the past to Carbozulia (coal) and CVP; (ii) PDVSA Manufactura y Comercio
is in charge of refining, internal commercialization and local and international
transportation; and, (iii) PDVSA Servicios assumed purchase and procurement
services; (iii) Intesa (information processing); and, (iv) Palmaven (fertilizers).
Pequiven continues to be in charge of the petrochemical activities and Deltaven is in
charge of the Domestic or Internal oil Market (fuel and lubricants).
II. Relevant Tax and Legal Aspects of the Venezuelan Oil Industry
The legal basis for the regulation of the hydrocarbons industry in Venezuela is
established in the Constitution of the Republic of Venezuela of 1999. The first principle
is that the creation, collection and control of taxes levied on oil activities is exclusive
to the National Power and, therefore, oil activities may not be taxed by other
territorial entities such as states or municipalities. The National Constitution requires
Congress’ approval for the granting of new concessions and for the execution of
agreements deemed to be of national interest.
III. The Opening of the Venezuelan Oil Industry under the Nationalization Act.
Although the Venezuelan oil industry is one of the few sectors in which participation
by private investors is restricted, under the derogated “Nationalization Act”, PDVSA
effectively started its process to open the Venezuelan oil industry to private foreign
and domestic investors as part of a plan to increase crude oil production using the
legal mechanism of participation set forth in said Act. The following programs comprise
PDVSA's ambitious expansion project that began in 1990 under the Nationalization
Act:

(a) Marginal Field Reactivation Program
PDVSA first announced in 1990 its plans to allow private investment to reactivate 46
marginal abandoned oil fields. These fields are located in nine different regions and
have produced light and medium crude.
Approximately 14 contracts were awarded in two rounds of competitive bids to
operate marginal fields. It is expected that marginal fields could yield 450,000 barrels
per days by the year 2005. The Third Bidding Round for the Marginal Fields Operating
Contracts comprising 20 additional fields in East and West Venezuela took place in
June 1997.
Since “the Nationalization Act” did not allow private entities to hold property rights on
assets used in oil exploration and exploitation activities, the marginal fields contracts
took the form of service agreements. Under these agreements, contractors are paid a
fee for the extraction of oil (Operating Fee) and a fee for the recovery of initial
capital investments (Capital Fee) plus interest on outstanding capital balances. Profits
obtained by operators are taxed at standard corporate income tax rates (34%).
The conditions of the contracts of the Third Round are different from those of the
previous two rounds, particularly with respect to payments to contractors, which
consist of a single fee covering both reimbursements of costs and profits.
(b) Strategic Joint Ventures
In August 1993 the National Congress approved the following strategic association
agreements between PDVSA and foreign energy companies:

The Cristóbal Colón natural gas project
A US$ 4.5 billion project to exploit the natural gas deposits off the coast of the Paria
Peninsula to be performed by a joint venture formed between Exxon (29%), Shell
(30%), Mitsubishi (8%) and PDVSA (33%). The venture plans to export 6 million tons
of liquefied natural gas to markets in the United States of America and Europe. This
project is currently at a standstill waiting for international gas prices to rise.
Development of Reserves of the Orinoco Belt
The "Orinoco Belt" located to the north of the Orinoco River contains recoverable
reserves of heavy and extra-heavy crude estimated at some 270 billion barrels. These
fields will be exploited mainly by two joint ventures.
The first venture was formed by PDVSA and Conoco over a 35-year term to extract
an estimated 120,000 barrels per day of extra-heavy crude to be upgraded in
Pequiven's Jose Complex located on the coast of Anzoátegui State prior to being
shipped to the U.S. for final refining into coke and sulfur.
A second joint venture was formed between PDVSA (35%), French energy company
Total (40%) and the Statoil-Norskhydro Consortium (25%). With an initial investment
of $3.86 billion, the venture plans to exploit and process an estimated 150,000 barrels
per day of extra-heavy crude to be upgraded at the Jose Complex and transformed
into coke and sulfur in refineries in the United States of America, Europe and Japan.

Letters of understanding have been signed for joint ventures between PDVSA and
Arco for the extraction and upgrading of 200,000 barrels per day of medium light
crude in the Hamaca Area and between PDVSA and Mobil for the production of
100,000 barrels per day in the Cerro Negro Zone.
(c) Profit-sharing Agreements
In July 1995 Venezuelan National Congress passed special legislation which for the
first time since the nationalization of the Oil Industry in 1975 allowed the direct
participation of private investors in oil exploration and exploitation activities.
Under this process, PDVSA designated ten previously untapped exploration blocks not
larger than 2,000 square kilometers with total potential reserves of 600 million barrels
each. These areas were put up for auction in January 1996 and were assigned to
bidders that offered the highest participation for the State in operating profits or
"PEG" (a pre-tax deduction), ranging from 0% to 50%.
Eight of the ten blocks were assigned in the bidding rounds, of which only four offered
the maximum 50 percent PEG participation by investors. Ties in the bids for these four
blocks were decided by the offer of cash bonuses totaling US$245 million.
Standard agreements for each block, approved by Congress on May 1996, provide
that the exploration phase lasting from 3 to 5 years will be undertaken solely by
private investors at their exclusive risk in accordance with pre-determined and
mandatory exploration programs. The exploration phase may be extended for a term of
2 to 4 years. In these agreements PDVSA acts through a special purpose subsidiary:
Corporación Venezolana del Petróleo S.A. (CVP).
As soon as a development area within an exploration block is approved by a special
Control Committee formed by the investors and CVP, production and commercialization
of crude will be undertaken by a Consortium formed for each specific development
area in which PDVSA is to elect a variable participation of up to 35%. The
participation of CVP in each consortium will be paid through the reimbursement of the
exploration costs incurred by the investors with the revenues derived from the
exploitation of each development area over the production period. CVP and the
investors will take title to extracted oil in proportion to their participation in each
development area.
The commercial production period may last for a maximum of 20 years from the date
the development plan was approved. The total term of the profit-sharing agreement
may not exceed 39 years as of the date of execution.
Investors must pay income tax on profits at rates of 50%, and royalties of 16.67% on
the commercial value of crude. CVP may, at its discretion, elect to receive the
royalty in bolivars or in the equivalent volume of crude. International experience with
similar contracts indicates that 75% to 85% of operating profits go to the State.
IV. The New Hydrocarbon Law
The New Hydrocarbon Law regulates the exploration, exploitation, refining,
industrialization, transportation, storage, commercialization, and conservation of
hydrocarbon in Venezuela, as well as its derived products and the work that said
activities require. The Hydrocarbon Law expressly establishes that oil and gas
activities would be regulated by the Organic Gaseous Hydrocarbon Law.

a) Upstream activities. Primary activities
As of January 2002, a new law was enacted to regulate hydrocarbon activities in
Venezuela, superseding the Nationalization Act.
According to this new law, upstream activities (initial exploration, production,
collection, transportation and storage) are known as primary activities. These
activities, as well as the related activities required to perform these activities,
continue to be reserved to the State. Primary activities may be carried out by
a) By the State;
b) By companies wholly - owned by the State (for example, PDVSA);
c) By mixed companies- with a capital stock owned in more than 50% by
the State. The organization and conditions under which these
companies are required to operate must be approved by the National
Assembly.
Companies that carry out primary activities are known as operating companies. The
right to carry out primary activities may be transferred to operating companies by
National Executive decree. This right may also be revoked by the National Executive
when operating companies do not comply with their obligations.
b) Downstream Activities
The distillation, purification and transformation of natural hydrocarbon, as contemplated
in this Decree Law, for the purpose of adding value to said substance and the
commercialization of the resulting products, qualify as downstream activities which may
be carried out either by the State or private entities, whether jointly or separately
These activities may be performed exclusively by the private sector without State
participation. According to the preliminary recitals of the Law, it endeavors to
(overturn the country’s oil and gas industry from a) traditional oil and gas extractionexportation model to a model that focuses more on oil and gas activities within the
country.
The building of new refineries should be a result of a national installations and
operations plan and should be related to specific projects approved by the National
Executive through the Ministry of Energy and Mines (“MEM”)
Companies seeking to refine natural hydrocarbon should obtain a license from the MEM,
which awards the licenses once the respective project is defined. The assignment,
transfer or encumbrance of licenses must first be approved by the MEM and shall
otherwise be considered invalid. In order to obtain the license the following requisites
must be met.
c) Industrial Activities
The industrialization of refined hydrocarbon includes separation, distillation, purification,
conversion, mixing and transformation activities carried out for the purpose of adding
value to said substances by obtaining special oil and gas products or other hydrocarbon
derivatives.
The above-mentioned activities may be carried out either directly by the State or by
state-owned companies, by mixed companies irrespective of the State’s proportionate

interest in that company, and by private companies. Nevertheless, commercialization of
certain products from the process is reserved to the State
d) Commercialization
Commercialization activities include domestic and foreign trade of both natural
hydrocarbon and hydrocarbon derivative products Natural hydrocarbon and derivative
products specified by Executive Decree may only be commercialized by State
companies Only State companies may commercialize hydrocarbon in their natural
state.
Those derivative products that are not included in the Decree may be commercialized
directly by the State, by companies exclusively owned by the State, by mixed
companies, irrespective of the State’s proportionate interest therein, or by private
companies.
e) Royalties
The Law establishes royalties of 30% (this rate was 16 2/3% under the Nationalization
Act) computed on the volume of hydrocarbon extracted from any field. The National
Executive may, however, lower this rate down to 20% when it is demonstrated to the
Executive’s satisfaction that a field of mature or extra heavy crude of the Orinoco
Belt is not economically exploitable with royalties of 30%. Moreover, the Executive
has the power to fully or partially restore the royalties to rates of up to 30% when it
can be economically demonstrated that the rate is feasible for the fields.
The National Executive may demand full or partial payment of royalties, in cash or kind.
It is understood that the payment must be made in full and in cash unless otherwise
expressly required by the National Executive.
The exploiter shall pay royalties in cash in accordance with the respective price of the
volumes of hydrocarbon measured in the production field and at market value or at the
value agreed or, in the absence of both, shall otherwise be valued at the tax value
established by the tax assessor.
f) Taxes
Those who carry out the hydrocarbon activities contemplated in the Decree Law shall
pay the following taxes:
•
•

•

Superficial Tax: 100 Tax Units per Km2 or fraction thereof per year for the part of
the superficial extension awarded that is not exploited. This tax is increased
annually by 2% during the first 5 years and 5% in the following years.
Own Consumption Tax: 10% of the value per cubic meter of derivative produced and
consumed as fuel in their own operations, calculated on the price sold to the end
consumer. If said products are not sold in the domestic market, the price will be
fixed by the MEM.
General Consumption Tax: The applicable tax rate will range between a minimum of
30% and a maximum of 50% of the price paid by the end consumer per liter of
hydrocarbon derivative product sold in the domestic market. The applicable rate
shall be determined annually in the Budget Law. The rate for 2002 was fixed at 0%.
This tax payable by the end consumer is to be withheld at source and paid monthly
to the National Treasury.

V.
General Rules Related to the Tax Treatment of Oil Activities
The Income Tax Law provides a specific treatment for profits obtained by the oil
industry. This special regime stipulates a higher income tax rate (67.7%), specific
investment tax credits, and special rules for depreciation and amortization of assets
engaged in exploration and exploitation activities.
(a) Income Tax Rates
Profits obtained from exploration, exploitation, transportation and marketing of
hydrocarbon are subject to a flat rate of 67.7%. Gains resulting from services
rendered to the oil industry by non-state third parties, such as contractors in the
marginal fields program, are subject to standard corporate rates (maximum 34%).
(b) Investment Tax Credits
Taxpayers subject to the 67.7% tax rates are entitled to the following tax credits:
- 8% of the amount of new investments in fixed assets.
- An additional 4% tax credit on costs of new investments to conduct
exploration, drilling, production, transportation and storage activities, as well
as secondary recovery of hydrocarbon and production and storage of gas.
The use of tax credits is limited to 2% of taxable income. Excess credits may be
carried forward for up to three years.
(c) Exploration and Development Costs
Taxpayers engaged in the exploitation of hydrocarbons and related activities must
consider a reasonable amount corresponding to capitalized investments as cost . The
use of the depletion method is required for both exploratory and development
expenses.
Capitalizable costs consist of:
- The cost of concessions which is comprised of the acquisition cost and
related expenses incurred for the specific purpose of obtaining the
concession. The tax treatment of bonuses paid in bidding rounds of profitsharing agreements is not expressly defined.
- Direct exploration costs.
- A reasonable share of indirect expenses related to field operations as
applicable to development work in its different phases.
- Any other expenditure which constitutes a permanent investment.
Exploration Expenses
The basis for the amortization of direct exploration expenses using the depletion
method is the unamortized cost of capitalized investments, the total recoverable
reserves, and the total production of the company.

Exploration expenses must be allocated in accordance with the following rules:
- Exploration expenditures incurred in different areas must be kept in separate
accounts in order to keep detailed records of amortizable expenses.
- Capitalized indirect expenses incurred in different field operations must be
distributed among the different units in reasonable shares, and their
amortization must follow the method established for each unit.
Development Costs
Venezuelan income tax regulations do not provide for any specific depreciation and
amortization rates and, although the Income Tax Law allows the use of any method,
Generally Accepted Accounting Principles (GAAP) are more commonly applied to the
calculation of amortization and depreciation.
Development costs should be capitalized and depreciated in accordance with the
above rules. Costs incurred in successful exploration wells must be amortized by the
depletion method. Dry holes may be amortized or expensed. Once either of the
methods is chosen, taxpayers must obtain authorization from the tax authorities if
they wish to change methods.
(d) Tax Treatment of Special Programs Related to the Opening of the Venezuelan Oil
Industry
Tax rates and investment tax credits
Profits derived from the execution of Marginal Fields Reactivation Agreements and
from Strategic Joint Ventures for the exploitation of offshore gas deposits, heavy and
extra-heavy crude are subject to standard corporate income tax rates (maximum
34%). Profit-sharing agreements are subject to the 67.7% rate generally applied to
the oil industry. Taxpayers engaged in those activities taxed at standard corporate
rates are subject to tax regulations and benefits applicable to taxpayers engaged in
regular commercial activities. Taxpayers involved in joint exploration agreements may
benefit from the 8% and 4% investment tax credits discussed above.
Specific Amortization and Depreciation Rules
There are specific amortization and depreciation methods provided in special
legislation in effect since January 1996 for taxpayers of profit-sharing agreements
that are subject to the 67.7% tax rates.
This specific legislation defines certain aspects and introduces new elements to the
amortization and depreciation regime that generally apply to oil activities provided in
the Venezuelan Income Tax Law, as follows:
- Depreciable and amortizable assets are defined and listed.
- The straight-line depreciation method is established as the only allowable
method. Useful lives of assets may not be less than five years.
- Costs related to direct exploration, drilling of exploitation wells and other
development activities to be amortized through the depletion method each
year must be determined using the unit-of-production method.
- Indirect expenditures related to dry wells may not be expensed but rather
must be amortized using the method described above for direct exploration
expenses or using the straight-line method over a period not less than 3
years.

- Dry holes may be expensed or capitalized at the election of the taxpayer.
Capitalized expenses must be amortized through the depletion method for
direct expenditures.
- Depreciation and amortization rates may not be changed without prior
approval from the tax administration.
VI.
Other taxes
Unless otherwise provided or expressly exempted from a specific tax, state-held and
private entities engaged in oil activities are subject to the same taxes and regulations
applicable to other business concerns.
Consequently, these taxpayers are subject to value added tax, business asset tax
and municipal taxes.
However, there are some exceptions. Revenues obtained by taxpayers from Joint
Operating Agreements (subject to the 67.7% tax rate) are not subject to Municipal
taxation. Value added tax exemptions apply to taxpayers engaged in hydrocarbon
projects during the exploration stage. Under current Business Assets Tax regulations,
taxpayers are exempt from paying the tax during the pre-operating (exploration)
phase. During operations, taxpayers shall also be exempt from this tax based on a
percentage of exports in relation to total sales.
Relevant legal aspects of the Gas Industry
This Decree-Law significantly extenuates the reserve regime to which gaseous
hydrocarbon activities were subject, which was initially created in the Law that
Reserves the Natural Gas Industry to the State (1971) and subsequently ratified by the
Uniform Law that Reserves the Industry and Trade of Hydrocarbons to the State
(1975).
In conformity with the new regime, private initiative could be dedicated to exploration
and exploitation of unassociated gaseous hydrocarbons on their own behalf and risk. A
similar situation applies to downstream activities other than exploration and exploitation,
in which the regime on the opening of the gas industry covers the transportation,
warehousing, distribution and processing of associated and unassociated gaseous
hydrocarbons. The exercise of the above-mentioned activities shall be regulated,
supervised, inspected and audited by the National Executive through the Ministry of
Energy and Mines (MEM) and the National Gas Entity that creates the new regulation.

Section 7 – Telecommunications
I. Introduction
The Uniform Telecommunications Law (hereinafter “TL”) was published on June 12,
2000, in Official Gazette No. 36.970 of the Bolivarian Republic of Venezuela.
The telecommunications sector is, without a doubt, of great interest considering that
it was the economic sector with the most activity in the country over the last year,
according to statistics published by the National Investment Promotion Council Conapri- and the Superintendency of Foreign Investment (SIEX).
Despite its economic importance, the law that had regulated this sector until now was
last pronounced in 1940. During the time that the superseded law was in effect, many
of the activities that were developed in this area were regulated through resolutions,
while others were not subject to any regulations whatsoever, and, thus, were
classified according to the free interpretation of the competent governmental entity.
Following are the most salient aspects of the TL, many of which were adopted from
the principles contained in the General Telecommunications Law of Spain enacted on
April 25, 1998:
•

The State’s exclusive competence over the establishment or exploitation of
telecommunications networks and over the provision of services in this area –as
contemplated in the previous law- was eliminated and declared an “economic
activity of general interest”, allowing the involvement of individuals to participate
by obtaining administrative authorizations other than concessions for the award of
rights for the provision of public services (Articles 1 and 5).

•

The notion of public services was replaced by the principle of “an economic activity
of general interest”, a notion that is also found in the recent Electricity Service
Law published in Official Gazette Nº 36,791 on September 21, 1999, and that
results from the legislative development of the notion of “public services”. The
principle of an “economic activity of general interest” has served as the basis for
the award of telecommunications rights in the comparative legislation and suggests
that companies are now free to exploit those activities that were formerly reserved
to the State, making these services “universal services”.

•

The TL extends the scope of the concept of telecommunications to include “all
transmissions, emissions or reception of signs, signals, documents, images, sound
or information of any nature, by wire, radio-frequency, optical, electromagnetic or
other means that have already been invented or that are to be invented” (Article
4).

The objective of the TL is to “establish the general legal framework to regulate
telecommunications in order to guarantee the human right to communication and to
conduct telecommunications-related economic activities necessary to achieve this
end, without further limitations to those deriving from the Constitution and Laws. The
objective of the Law does not regulate the content of transmissions and
communications through the various means of telecommunications, which shall instead
be regulated by constitutional, legal and regulatory provisions” (Article 1).

•

The content of transmissions and communications through the various means of
telecommunications are expressly excluded from the scope of the application of the
TL. Nevertheless, this exclusion appears not to be strictly consonant if we analyze
one of the general objectives of the TL which is “... To defend the interests of
users, by assuring them their right to access to telecommunications services under
suitable quality conditions and to ensure that constitutional rights are enforced
while these services are provided, particularly, honor, privacy and confidentiality
rights of communication and protection of youth and childhood. Accordingly,
obligations may be imposed on operators of services to guarantee these rights”
(Article 2).

Although the content of transmissions has been excluded from the scope of
application of the Law, the Law does establish that because telecommunications
activities are of general interest “…the content of transmissions or communications
through the various means of communication may be subject to the limitations and
restrictions that are established in the Constitution and Law because they are
deemed to be of public interest” (Article 5).
In this regard, the TL itself establishes that “until a Law is enacted to regulate the
content of transmissions and communications through the various means of
telecommunications, the National Executive may continue to establish regulations
through executive orders, as it deems necessary. Unless pronounced otherwise by
the National Assembly or the National Executive, depending on the case, all legal
provisions and regulations and any other rules that regulate, limit or restrict the
content of transmissions or communication, particularly those contained in…. shall
remain in force” (Article 208).
Moreover, the TL establishes that “until the corresponding Law is enacted, the
National Executive may suspend the transmission of communication through the
various means of telecommunications whenever it deems convenient for the interests
of the Nation or when public order and security so requires, in conformity with the
Constitution of the Bolivarian Republic of Venezuela” (Article 209).
•

Section 28 of article 156 of the Constitution states that "the regime on mail and
telecommunications services and the regime and administration of radio-frequency
spectra shall be of the jurisdiction of the Public Power”, the TL expands on the
forgoing establishing that the integral regime on telecommunications and radiofrequency spectrum shall be a competency of National Public Power (Article 3).
Based on the above, the TL expressly exc ludes this taxation power from the
jurisdiction of states and municipalities (Article 156).

•

One of the general objectives of the law is to defend the rights of users and to
pronounce a series of rules that aim to create various obligations to be met by
telecommunications operators, as well as to establish the rights of users
themselves in order to ensure their access to the quality, private and confidential
telecommunications services (Article 12).

The most relevant rights conferred on users are: the right to free emergency call
services, the right to the inviolability of their telecommunications, and the right to
compensation for any interruption in services.
The most salient of the obligations established in the TL in respect of telephone
services to be observed by operators and that translate into correlative rights of
users, thus enhancing conditions of services received, are (1) the obligation for

operators to guarantee the conservation of numbers assigned to users even if a user
decides to change operator or physical place within a given locality, and (2) the
obligation to allow users to select a national or international long distance telephone
service operator –any rerouting costs of which would be assumed by the operator (Article 117).
The TL leans towards the creation of sound competition between service operators,
allowing for access to telecommunications resources under equal opportunity
conditions. However, although the Law establishes that prices may be freely
determined by telecommunications service operators, if the Superintendency for the
Promotion and Protection of Free Competition determines that a controlling market
position has resulted from cartels, monopolies, oligopolies or any other forms of market
control, the National Telecommunications Commission (“Conatel”), an autonomous
institute attached to the Ministry of Infrastructure (Article 35), may establish the
floor and ceiling rates to which telecommunications service operators must adhere
until such time that the affected market conditions are restored. In this regard,
although monopolies are expressly prohibited by the Constitution of the Republic
(Article 113), we believe that the Regulation should clarify the assumption that
restricts the establishment of prices in light of the fact that a controlling position in
itself does not constitute a prohibited practice according to Venezuelan Law; instead
it is the abuse of a position of control which is prohibited, as contemplated in both
the Constitution and the Law Regulating the Promotion and Protection of Free
Competition.
The Law establishes that operators are required to interconnect to other
telecommunications networks in order to establish “communication that is interoperative and continuous over time” for the users of the service (Article 130). To
this end, they must adopt “open network architecture designs” (Article 131). This
requirement, in our opinion, also aims at enforcing the principle of free competition
between operators and service providers – a principle that, according to article 297 of
the Constitution of the Bolivarian Republic of Venezuela, regulates the socioeconomic
system and allows for the convergence of services, which is where the market is
directed.
In this regard, the TL expressly states that the Ministry of Infrastructure shall
promote, through the National Telecommunications Commission, the convergence of
technology and services provided that this does not affect access to the service or
the quality of services” (Article 24).
The TL establishes that public inquiries shall be conducted with the sectors in question,
through open, electronic or audio-visual mechanisms, before Conatel issues or reforms
any of the rules that regulate the matter. Moreover, the Law also acknowledges
initiatives by private individuals to propose new services.
II. Administrative Authorizations and Concessions
The TL establishes that private entities must proceed to obtain either of the following
two requisites in order to develop private telecommunications activities: (a)
administrative authorization, which is necessary for those interested in establishing or
exploiting telecommunications networks or providing services in this area, as long as the
services do not imply the direct use of the radio-frequency spectrum; or (b) concession
rights, which constitute the unilateral administrative act established to allow for
telecommunications activities that imply the use of a portion of the radio spectrum,
which the TL defines as “…the group of electromagnetic waves with frequencies that

are conventionally established to be under 3000 GHz and that are conveyed through
space without being artificially steered”. The radio spectrum is in turn divided into
frequency bands (groups of radio waves) which may be divided into subbands.
III. Mergers, Acquisitions and Assignments between Operating Companies
The TL expressly prohibits individuals, legal entities or groups of persons from directly
or indirectly obtaining a concession or from controlling more than one radio or
television broadcasting station in the same frequency band per location. The same
prohibition applies to the shareholders of concessionaires (Article 191). In
accordance with the terms of this restriction, we believe that in principle the
prohibition would not apply if the concession is granted for different frequencies per
location.
The law likewise prohibits the assignment or sale of rights of use or exploitation of the
radio spectrum that derives from a concession (Article 73). Nevertheless, title
substitutions to other specified persons may be requested from Conatel, provided that
the person meets the conditions and principles established in the TL (Article 73).
The TL permits the creation of subsidiaries to provide one or more of the services that
are included in the administrative authorization or concession provided that this does
not imply an assignment of said services or features. Nevertheless, service operators
should notify Conatel if they opt to create subsidiaries for this purpose and must
likewise maintain management control and responsibility over its subsidiaries at all
times. The Law also provides that operating companies may assign some of the
features of the administrative authorization or concessions to its subsidiaries to which
they have title, as long as they obtain prior authorization from Conatel (Article 198).
IV. Taxes and Contributions
Furthermore, and as explained in the sections above, under the Telecommunications
Law telecommunications activities are expressly excluded from the taxation
jurisdiction of the states and municipalities. Under the provisions of the former law,
many municipalities attempted to tax telecommunications activities -although these
activities were reserved to the National Power by express provision of the superseded
Constitution- and even established excessive and distinct rates from the other
activities carried out within the municipality. Consequently, the new
Telecommunications Law establishes the rules applicable to municipalities with respect
to telecommunications operators and offers legal security for the exercise of this
activity.
The Government may fully or partially exonerate broadcasters on national borders,
radio and public television broadcasters of non-profit public community service
broadcasting, as well as any of the states and municipalities or their functionally
decentralized entities that carry out non-profit social interest telecommunications
activities, from the payment on these taxes (Article 158).
This tax regime shall take effect as of June 1, 2001, thus derogating the Stamp Tax
Law in respect of the rates therein established for telecommunications activities.

V. Transient Regime/Opening of Basic Telephony
The Telecommunications Law grants a 2-year grace period starting as of the date of
its publication, in order to convert legal titles into authorizations, concessions,
registrations and notices, depending on the case.
The opening of basic telephony will have its own set of regulations, which will include
all necessary models, conditions, requisites, etc. (Article 211). However, the National
Executive will make the necessary arrangements so that operators that have complied
with the requirements established in the corresponding regulations may provide their
services (Article 211) as of the day after the limited competition regime ceases to
exist (December 28, 2000).
VI. Penalty System
The following penalties shall be imposed for any of the violations and crimes
established in the Telecommunications Law (Article 159): (i) public admo nishment; (ii)
fines from 5,000 tax units (TU) to 50,000 TU, depending on the violations; (iii)
revocation of the administrative authorization or concession; (iv) discontinuation of
clandestine activities; (v) disability; (vi) confiscation of equipment and materials used
to perform activities; and, (vii) 4 months to 4 years imprisonment, depending on the
crime committed.

Section 8 – Trade Agreements
I. General Comments
As in many countries around the world, Venezuela has seen the importance of
participating actively in the world economy, opening its market and seeking new
markets in other countries. To this end, since 1989 Venezuela has implemented
important policies and legal reforms which include the reduction of import tariffs and
quotas, reduction and elimination of restrictions on foreign investment and the
execution of several international trade agreements.
As of the date of this publication, Venezuela has entered into the following trade
treaties.
II. Some of the Agreements entered into by Venezuela
(a) World Trade Organization (WTO)
In September 1991, Venezuela joined the General Agreement on Tariffs and Trade
(GATT). Years later, negotiations under the Uruguay Round of Multilateral Trade
Negotiations created on January 1, 1995 the World Trade Organization, including the
amendments to GATT and related agreements to develop trade relations among
member countries. These agreements cover different topics such as agriculture,
access to markets, anti-dumping, customs valuations, import license procedures,
intellectual property, subsidies and compensations, technical obstacles to trade, trade
policy examination procedures, and resolutions to controversies.
This Organization and its agreements demonstrate the commitment by all member
countries to improve trade relations and operations.
(b) Andean Pact / Cartagena Agreement
In 1973 Venezuela entered into the Andean Pact together with Bolivia, Colombia,
Ecuador and Peru. The goal of the Pact is to create and maintain the development of
its members through the economic integration and social cooperation between them.
To achieve its goals, the countries signed the Cartagena Agreement, which contains
regulations related to import tariffs, transportation, intellectual property, labor and
social security, taxes and foreign investment.
In order to achieve a true free trade zone, the members of the Andean Pact have
considered the establishment of a common external tariff, which would apply to
goods, and services of non-member countries, liberalization of trade between its
members and unification of economic and social policies.
More recently, in 1996, Venezuela ratified the amendment to the Cartagena
Agreement, to establish Andean Community of Nations (CAN) and the Andean
Integration System. The resulting polic ies of this amendment purport to strengthen
subregional relations with the European Union, encourage negotiations with the Latin
American Common Market and to consolidate relations with the Pacific Block.

(c) Group of Three (G-3)
Signed June 1994, the Group of Three is a free trade agreement entered into by
Colombia, Mexico and Venezuela. It creates a free-trade zone of 154 million
inhabitants, sets clear rules of mutual benefit in trade and investment which will
provide certainty to the actions of economic agents by promoting trade of goods and
services under arms -length conditions while facilitating investment flows among its
members.
The treaty went into effect on January 1, 1995, and will be effective for a minimum of
three years. At the end of this term, the treaty will become permanent and other
Latin American and Caribbean countries may adhere.
The treaty is based on the following principles:
- National treatment: guarantees that there will be no discrimination of goods
or servic es on the basis of origin by any of the members.
- Most favored nation treatment: guarantees the best treatment for trade
flows among its members and at least equal to the best treatment granted
to other countries.
- Transparency: access to reliable information related to regulations and
conditions of trade in member countries.
The Group of Three objectives are to encourage trade expansion and diversification of
the economy of its members by eliminating trade barriers, facilitating the flow of
goods and services, promoting arms -length trade competition conditions, increasing
investment opportunities, protecting and enforcing intellectual property rights, setting
guidelines for future cooperation in regional and multilateral negotiations, creating
effective procedures to comply and administer the treaty and solve controversies,
and promoting fair relationships.
(d) Latin American Integration Association (ALADI)
Created in 1980 by the Montevideo Treaty, integrated by Argentina, Bolivia, Brazil,
Chile, Colombia, Ecuador, Mexico, Paraguay, Peru, Uruguay and Venezuela -a trade
zone of approximately 400 million inhabitants.
The treaty came into effect in March 1981 with an indefinite duration and an end
objective which is to create a Latin American common market.
As part of the integration process, members of ALADI have signed the Reciprocal
Credits and Payments Agreements, gradual elimination of tariffs among member
countries, and have agreed on programs to correct reciprocal trade imbalances.
(e) Caribbean Community (CARICOM)
The Caribbean Community is integrated by Antigua & Barbuda, Barbados, Belize,
Dominica, Grenada, Guyana, Jamaica, Montserrat, St. Kitts and Nevis, St. Lucia,
Suriname, The Grenadines and Trinidad & Tobago, with a market of approximately 5
million inhabitants. It is also integrated by members without voting rights which are
the Dominican Republic, Haiti, Mexico, Cuba and Venezuela.
Venezuela entered into this agreement in 1992 by granting its members preferential
access to the Venezuelan market.

Its objective is to promote free trade; encourage, promote and protect investments
among member countries; and, to stimulate the creation of regional joint ventures.
Gradual reduction and the ultimate freeing of tariffs are established for specific
products.
(e) Other Agreements
Venezuela has entered into bilateral agreements for reciprocal protection of
investments with most countries with which it trades significantly, such as Spain, the
Netherlands, Canada, the United Kingdom, Switzerland, Portugal, Sweden, Denmark,
Germany, Ecuador, Brazil, Argentina, Barbados, the Czech Republic, Costa Rica, Peru,
Paraguay, Chile, among other countries.
The agreements purport to encourage foreign and national investment as well as to
promote trade through the development and maintenance of favorable conditions,
legal certainty and efficiency to resolve potential controversies.
Through these agreements each member’s investments shall benefit from the national
treatment of the other nation in that territory. Moreover, the members shall permit
the transfer of funds related to their investments, such as starting capital as well as
any additional funds to improve their investments, yields from the sale of the
investment, funds to pay back loans related to the investments, among others.
Lastly, the amendments remit the resolutions of controversies to diplomacy and
arbitrage.
Finally, progress has been made in the negotiations to include Venezuela in the Latin
American Common Market (“Mercosur”), to conform a great Latin American market
with tremendous potential for growth, trade and development of mutual cooperation
relations.

Section 9 - Audit and Financial Reporting Requirements
I. Audit Requirements
There are no provisions in the Commercial Code requiring the audit of financial
statements for companies. Only those companies that meet any of the following
characteristics must file audited financial statements:
- Companies that are formed with foreign investment. These companies must
file annual audited financial statements with the Superintendency of Foreign
Investments (SIEX) within 120 days after year-end. Therefore, companies
formed by multinationals will generally be required to file audited financial
statements.
- Banks and insurance companies must file audited financial statements within
90 days after year-end with the appropriate regulatory agency. All banks and
financial institutions should submit their audited financial statements to the
Superintendency of Banks, 15 days prior to their annual shareholder’s
meeting.
- Companies listed on the stock exchange must file audited financial
statements with the Stock Exchange and the National Securities Commission
(Comisión Nacional de Valores) within 90 days after year-end.
- Companies which are approved registered vendors to PDVSA and its affiliates
must file audited financial statements. The deadline for the submission of
audited financial statements is March 31 of each year.
The audit report must be signed by an independent public accountant (“contador
público colegiado”) certified by the Venezuelan Federation of Public Accountants.
Audit firms in Venezuela must operate under the name of the Venezuelan legal entity
which must consist of the names of the Venezuelan partners. Generally accepted
auditing standards in Venezuela are similar to those in the United States.
The major international auditing firms have formed the “Consejo Empresarial
Venezolano de Auditoría” in order to promote auditing education and world class
auditing standards in Venezuela.
II. Accounting Standards
Although Accounting Standards in Venezuela (VGAAP) are mainly based on the US
accounting model, the preparation of financial statements should look to the following
sources (in the order given) for guidance on accounting practices:
- Accounting standards issued by the Accounting Principles Committee of the
Venezuelan Federation of Public Accountants.
- International Accounting Standards
- Mexican GAAP.
- USGAAP.

Additionally, regulated companies such as financial institutions, insurance companies
and public companies must prepare financial statements in accordance with the
accounting practices of the applicable regulatory agency.
(a) Differences between VGAAP and USGAAP:
The following is a brief summary of the primary distinctions between VGAAP and
USGAAP:
Basis of accounting
In most circumstances, USGAAP requires that account balances and transactions be
stated in the units of currency of the period when the transactions originated. This
accounting model is commonly known as the historical cost basis of accounting. When
US entities consolidate the financial statements of subsidiaries operating in
hyperinflation countries such as Venezuela, USGAAP requires the remeasurement of
the financial statements using the dollar (or similar currency) as the functional
currency.
VGAAP requires that historical cost financial statements be re-expressed in constant
local currency. The methodology adopted by Venezuela for the re-expression of the
financial statements into constant currency is generally consistent with the
methodology suggested by SFAS 89.
Income tax
USGAAP is based on SFAS 109. VGAAP is based on APB 11. Complexities tend to result
from the application of SFAS 109 to the inflation adjusted account balances.
Accounting for contingencies
VGAAP is consistent with the accounting and disclosure principles set forth in
USGAAP, SFAS 5.
Pension liabilities
Defined benefit pension plans are not common in Venezuela with the exception of
government required severance indemnities discussed below.
However, VGAAP for pension plans is based on SFAS 87, although pension liabilities
must be computed using real rates instead of nominal rates and they must be treated
as non-monetary items in the re-expressed financial statements.
Severance indemnities
Severance indemnities are a defined benefits plan and should be accounted for in the
USGAAP financial statements in accordance with SFAS 87 as discussed above. VGAAP
requires that this liability be recorded at its undiscounted value as if the liability were
to be settled on the balance sheet date.
Capitalized interest
USGAAP requires that interest be capitalized in accordance with SFAS 34.
The VGAAP methodology for re-expressing fixed asset balances into units of constant
currency requires that capitalized interest be reversed and expensed.
Other post retirement benefits
Other post retirement benefits are not common in Venezuela. VGAAP does not have
an equivalent to SFAS 106. Through 1997, Venezuelan entities may choose to record
these liabilities on a pay-as-you-go basis or to record a liability based on SFAS 106.
Mexico has adopted a standard similar to SFAS 106 effective for 1998.

Development stage companies
USGAAP generally requires pre-operating costs to be expensed. VGAAP requires that
they be capitalized during the pre-operating period.
Venezuelan Legal reserve
The Commercial Code requires that a minimum of 5% of retained earnings be set aside
annually in a reserve account in shareholders’ equity until the reserve is equivalent to
10% of the company’s capital. The legal reserve is reflected as an appropriation of
retained earnings.
III. Recognition of the inflation effects on financial information
VGAAP-DPC-10 requires historical amounts to be re-expressed into constant currency.
U.S.GAAP requires the use of historical costs. Regulations concerning the inflation
adjustment of financial statements are contained in the Statement of Accounting
Principles Nº 10 (Commonly known as "DPC-10"), issued by the Venezuelan Federation
of Public Accountants on August 1992, and in the related Rulings issued in November
1992, October 1993 and November 1995. The DPC-10 methodology is consistent with
the methodology of SFAS 89.
The purpose of the adjustment for inflation is to reexpress the financial statements
from historical bolivars to constant currency of similar purchasing power. The resulting
amounts do not purport to represent the fair market value, the replacement costs or
any other measure of the current values of the Company’s assets or prices at which
the transactions would be commonly made. The DPC-10 requires that corporations
produce financial statements that are adjusted for inflation in accordance with the
General Consumer Price Index Method or the Integral Mixed Method. Such adjusted
financial statements are mandatory for fiscal years starting after December 31, 1995.
However, financial institutions and insurance companies are still required to prepare
their financial stateme nts in accordance with special regulations issued by their
related regulatory bodies. Since such bodies have not issued any pronouncement in
this regard, the institutions referred to above do not prepare financial statements
adjusted for inflation.
The mo st relevant aspects of the General Consumer Price Index and Mixed
Methods are the following:
(a) General Consumer Price Index (CPI) Method
As a first step, all items of the financial statements must be classified as either
monetary and non-monetary.
Items classified as monetary should be reported in historical values, while items
considered non-monetary should be adjusted by applying consumer price indexes of
their date of origin in accordance with the following formula: (i) Capital, retained
earnings and other shareholders’ equity accounts are adjusted through the same
method by using the CPI indexes at the date of contribution or generation of each
relevant amount; (ii) Items in the profit and loss statements are adjusted by using the
yearly average CPI index or the index for the month in which each relevant revenue or
expense is generated. Cost and expenses associated with non-monetary assets are
adjusted based on the adjustment of each particular asset; and, (iii) The results of
the application of this method are stated in an account denominated “Net Monetary
Result” or “Results due to exposure to inflation” (in Spanish: “Ganancia o Pérdida

Monetaria” or "REI") which is a consequence of the Net Monetary Position of the
company and is reported as a separate item in the profit and loss statement with the
interest expense and currency exchange difference accounts.
(b) Mixed Method
In broad terms the mixed method is applied following the same guidelines as those of
the General Consumer Price Index Method, with the particularity that once the
financial statements of the company are adjusted in accordance with said
methodology, the values of some of the non-monetary assets are substituted by their
current market values as determined in accordance with appraisals, specific indexes,
invoices for the latest purchases and other criteria.
Besides the "Results due to Exposure to Inflation" the results of the application of the
Mixed Method are shown in the following accounts:
- Surplus resulting from holding non-monetary assets: This item, which is
presented as part of the shareholders’ equity, accounts for the difference
between assets valued at current market levels in accordance with the
Mixed Method and the values for those assets in accordance with the
General Consumer Price Index Method.
- Gains from holding non-monetary Assets: This item is presented in the profit
and loss statement and is a measure of the difference between the cost of
goods sold and the depreciation expense calculated on the values of the
assets at their replacement value and those expenses calculated per the
General Consumer Price Index Method.
Net annual profit or loss is always the same under both methods; however, the Mixed
Method additionally accounts for the difference between results from operations and
those arising from holding non-monetary assets.
Other important aspects of financial adjustment for inflation are:
- The statements that must be adjusted are: the balance sheet, the profit and
loss statement, the statement of cash flows and the statement of changes
in shareholders’ equity.
- Items denominated in foreign currency are adjusted by applying the
exchange rate prevailing at the closing date of each fiscal year.
- The method to be used may be chosen by the company’s management;
however, the application of either methodology may be dictated by specific
circumstances that are defined in the Regulations.
- The adjustment of non-monetary assets through the Mixed Method in
consideration of market or appraisal values may comprise alternatively (i) All
the fixed assets; or, (ii) All the fixed assets and inventories.
- Before adjusting historical values, any amount previously included as part of
the cost of the assets as a result of revaluations, capitalized interest or
currency adjustments must be eliminated from the relevant account.

- Profits or losses resulting from the disposal of revalued fixed assets must be
determined considering of the adjusted net value instead of the historical
cost.
- Consolidated financial statements must be prepared under one methodology.
IV. Accounting Records
Although most Venezuelan companies with which the foreign investors may have
contact use computer based accounting systems, the Commercial Code still requires
Venezuelan entities to maintain a formal Daily Journal, Inventory Journal, and General
Ledger. Venezuelan companies comply with this technical requirement by making
monthly manual entries to a set of ledgers. The accounting records must be
maintained in local currency and in Spanish.
The fiscal year of regulated financial institutions and insurance companies must be the
same as the calendar year. The regulatory agency requires two financial audit
statements by year; the first period goes from January to June, and the second from
July to December. Other companies may choose any twelve-month fiscal year.
The Commercial Code requires all companies to prepare an annual balance sheet and
statement of profit and loss, shareholders’ equity and cash flow. Said law also
requires companies to appoint one or more "comisarios" or statutory auditors to
review the operations and the financial statements of the company and render a
report. This report must be presented to the shareholders in an Annual General
Shareholders Meeting prior to the approval of the annual balance sheet.
V. Due Diligence
Foreign investors in Venezuela should be prepared to perform significant due diligence
prior to investing in a Venezuelan company or forming a joint venture. Due diligence
reviews generally focus on the following areas, in addition to substantiation of
account balances and others:
- Reputation and integrity of the proposed Venezuelan joint venture partner or
company.
- Tax and legal: Proper incorporation, valid title to property, litigation, tax
liabilities. Impact of asset transfers on tax and labor liabilities (Severance
indemnities are usually very significant).
- Contracts and other agreements.
- Availability of accounting records to provide the information required to
prepare US dollar financial statements.
- Existence of related party transactions.
- Adequacy of the management information system and internal accounting
controls.
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