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Venezuela Economic Outlook

By Arca Analisis Econémico

Here is our monthly summary of recent economic developments in Venezuela:

The reform of the Large Financial Transactions Tax Law (IGTF) seems not to have received
much encouragement. The IGTF on foreign currency payments attacks the symptom, but not
the cause, of the debilitation of the circulation of the bolivar soberano. And depending on how
it is implemented, it may end up encouraging foreign currency payments to recur to the informal
economy. If so, it will decrease the foreign currency deposits made in the banking system and
weaken the possibility of achieving meaningful and duly regulated credit intermediation
considering the foreign exchange risk. It will also undermine recent improvements in the
payment system that facilitate day-to-day commercial transactions, especially between
individuals.

The new IGTF seeks to preserve the bolivar soberano in the payment system and increase tax
collection by making payments in foreign currency more expensive. The bill approved in the first
discussion recently maintains the current rate for payments in bolivares soberanos at 2 percent
and set a provisional rate of 2.5 percent (previously zero percent) for payments made in foreign
currency or cryptocurrencies, which will be in force until the executive branch establishes a
definitive rate between 2 percent and 20 percent.

The bolivar soberano circulation decreased due to the plummeting demand for bolivares
soberanos. Credibility in this currency as a unit of account and value-bearing asset was lost
due to hyperinflation, interest rate and bank credit regulations, and the collapse of oil revenues.
In addition, the lack of circulating bolivar coins and bills facilitated the dollar as a means of
payment.

The new IGTF may also halt the rise of dollar deposits under Convenio Cambiario No. 1 (CC1).
The accounts based on the CC1 currently amount to $732 million, 34 percent of the total bank
deposits in Venezuela. A year ago, these deposits were $196 million (9 percent of the total.
The year-on-year increase of this balance has been 273 percent in the last 12 months.

The government certainly has strong incentives to increase tax collection. It faces the need
to loosen the draconian cutting regime, which brought spending to 14 percent of the Gross
Domestic Product in 2021 (from 27 percent in 2018) under the banner of the battle against
hyperinflation. Furthermore, the government should not allow increases in Central Bank of
Venezuela (BCV) monetary financing to avoid reviving hyperinflation.

January saw a couple of signs of increased public expenditure, which should be followed up,
including the announcement of the payment of the bonuses that public sector employees
receive through the Patria platform.

This official announcement of "the payment of the Patria bonuses" suggests that the legal
minimum income may remain unchanged. On Jan. 24, 2021, President Nicolas Maduro
promised to pay and increase the bonuses of the Patria system, approving a total of 80 million
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bolivares soberanos for their payment to employees of governors' and mayors' offices.
Considering these salary bonuses will impact social benefits, vacation bonuses and other
labor benefits received by public employees, this measure does not involve the Patria system
bonuses received by the remaining population.

e However, the legal minimum income as of May 2021 is 10 bolivares soberanos (approximately
US$2.20), with 7 bolivares soberanos corresponding to the minimum salary and 3 boliivares
soberanos to the food bonus.

e President Maduro, together with Vice President Delcy Rodriguez, sectorial Vice President of
Economy Tareck El Aissami, Superintendent of the Banking Sector Institutions (SUDEBAN)
Antonio Morales Rodriguez, and Vice Minister of the Banking and Insurance System Roman
Maniglia, had a meeting with the private and public banks of the country to discuss key
elements of the sector.

¢ In this regard, the vice president announced the following measures for the banking sector:

o reduction of the legal reserve requirement from 85 percent to 73 percent — progressively —
to expand the credit base

o banks are authorized to use 10 percent of their foreign currency holdings to grant credits
in bolivares soberanos indexed at the exchange rate issued by the BCV, which is equivalent
to US$74 million

o the National Entrepreneurship Fund was created in compliance with the law recently
approved by the National Assembly, and a "seed" capital of 46 million bolivares soberanos
was assigned to this fund

o the requirements to open accounts with a balance of up to 1,000 bolivares soberanos in all
national banks were simplified

o project for the listing of entrepreneurial projects in the stock exchange
o Engineer Maryury Bargiela was named as president of the National Entrepreneurship Fund

¢ On the oil front, TankerTrackers reported that Venezuela's crude oil exports decreased
25.1 percent in the first three weeks of January compared to the average of 537,000 barrels
per day (bpd) exported in December. China received an average of 354,000 bpd (88.1 percent)
of exports, and an average of 48,000 bpd (11.9 percent) were sent to Cuba. However, this
source's monitoring does not cover all of Venezuela's exit ports.

e An article on the Bloomberg website reported that the Venezuelan government and Chevron
Corp. are in preliminary talks to grant the company greater control of some operations in
exchange for debt relief as the country's socialist leaders seek to increase production despite
U.S. sanctions.

e Javier La Rosa, head of Chevron's Venezuela unit, and Asdrubal Chavez, president of state

oil company Petréleos de Venezuela, S.A. (PDVSA), have been involved in the discussions,
according to two people with knowledge of the matter. However, before a deal can be reached,

Copyright © 2022 Holland & Knight LLP All Rights Reserved



Holland & Knight

Chevron will need a special waiver from the U.S. Department of the Treasury that would allow
it to engage in more formal negotiations.

e According to a third-party source, the company is simultaneously applying for a license from the
Treasury Department's Office of Foreign Assets Control, which oversees foreign sanctions. The
four fields that Chevron and PDVSA jointly operate produced more than 200,000 bpd before the
sanctions, compared with the current production of 140,000 bpd.

Learn more about our Venezuela Focus Team.

Information contained in this newsletter is for the general education and knowledge of our readers. It is not designed to be, and should
not be used as, the sole source of information when analyzing and resolving a legal problem, and it should not be substituted for legal
advice, which relies on a specific factual analysis. Moreover, the laws of each jurisdiction are different and are constantly changing.
This information is not intended to create, and receipt of it does not constitute, an attorney-client relationship. If you have specific
questions regarding a particular fact situation, we urge you to consult the authors of this publication, your Holland & Knight
representative or other competent legal counsel.
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National Assembly Approves Foreign Currency and
Cryptocurrency Transaction Tax Law

By Holland & Knight

The Venezuelan National Assembly approved on Feb. 3, 2022, the Large Financial Transactions Tax
Law (Law). This Law authorizes a new tax on foreign currency transactions carried out in banks and
stores. Tax rates will vary between 2 percent and 20 percent, depending on the type of transaction
and the parties involved. This Law only establishes the percentage range of the new tax rate, but

a final value must be established soon by the executive branch. In addition, the Law aims to provide
preferential treatment to the national currency to encourage and strengthen its use, according to the
explanatory memorandum. Article 4 of the Law establishes the individuals and transactions subject
to this new tax, while Article 13 determines the tax ranges.

The regulation establishes the following ranges for each type of transaction:

e atax rate between 2 percent and 8 percent will be applied to payments made in foreign
currency or cryptocurrencies or cryptoassets different from the official currency, without the
intermediation of a foreign banking correspondent, to individuals, legal and economic entities
that do not have a legal capacity. The exact value of this tax is still to be determined by the
government.

e atax rate between 2 percent and 20 percent will apply for payments made in foreign currency
or cryptocurrencies or cryptoassets that are not issued by the state to individuals, legal and
economic entities that qualify as special taxpayers and do not have a legal capacity. The exact
value of this tax is still to be determined by the executive branch.

Article 24 of the Law establishes that an additional 2.5 percent tax will be imposed temporarily on the
above transactions. However, the executive branch must define an exact value in the near future within
the above ranges. Furthermore, this Law also outlines legal tax exemptions and other exemptions that
may be granted by the executive branch through exoneration decrees.

The tax exonerations are permanent and include:

¢ the Republic and other territorial political entities

¢ the Central Bank of Venezuela

e public entities that qualify as taxpayers, and

e exchange operations carried out by authorized exchange operators

Additionally, this Law establishes that this tax will not be deductible from income tax. The Law also

includes a tax between zero percent and 2 percent that will apply to other transactions involving special
taxpayers. It is expected that this new tax will impact the trade of goods and services because of the
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de facto dollarization that has been taking place in the Venezuelan economy. The magnitude of its
impact will depend on the final percentages fixed by the executive branch.

Learn more about our Venezuela Focus Team.

Information contained in this newsletter is for the general education and knowledge of our readers. It is not designed to be, and should
not be used as, the sole source of information when analyzing and resolving a legal problem, and it should not be substituted for legal
advice, which relies on a specific factual analysis. Moreover, the laws of each jurisdiction are different and are constantly changing.
This information is not intended to create, and receipt of it does not constitute, an attorney-client relationship. If you have specific
questions regarding a particular fact situation, we urge you to consult the authors of this publication, your Holland & Knight
representative or other competent legal counsel.
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Venezuelan National Assembly Issues Reform of the Law
of Registries and Public Notaries

By Tinoco Travieso Planchart & Nuiez

The Venezuelan National Assembly issued on Dec. 16, 2021, in the Extraordinary Official Gazette
No. 6,668, the amendment of the Law of Registries and Public Notaries. The law establishes the petro
cryptocurrency as the unit of account for calculating fees and processing fees before Public, Principal
and Mercantile Registries and Public Notaries.

The fundamental aspects of the reform focus on the following:

1. Articles 29, 83, 84, 85, 86, 87 and 88 regulate the fee applicable to each registry and notary
service issued by the Autonomous Service of Registries and Notaries (SAREN) in all its offices
nationwide. This reform amended these articles to establish the maximum fee limits to be
charged for services delivered by Registries and Public Notaries. Notably, these Articles do
not include the exact fee amounts applicable to each service.

2. The Tax Unit (U.T.) no longer will be used as a unit of account for the calculation of fees and
processing fees, and will be replaced by the petro for such purposes.

3. The fee amounts shall be calculated by multiplying the value of the petro in force on the
application date by the service rate established in the respective rulings.

4. Notices shall be posted at the registries and notaries' offices that indicate the value for each
service and the daily value of the petro as the applicable unit of account for payments.

The amendment of the law became effective on Dec. 16, 2021, on its publication date in the Official
Gazette.

In addition, four Administrative Rulings were issued on Jan. 20, 2022, in the Official Gazette No. 42,301
by the General Directorate of the SAREN, which establish the following:

1. Administrative Ruling No. 001, dated Jan. 6, 2022, outlines the fees for services rendered by the
Public Registries.

2. Administrative Ruling No. 002, dated Jan. 6, 2022, outlines the fees for services rendered by the
Mercantile Registries.

3. Administrative Ruling No. 003, dated Jan. 6, 2022, outlines the fees for services rendered by the
Principal Registries.

4. Administrative Ruling No. 004, dated Jan. 6, 2022, outlines the fees for services rendered by the
Public Notary Offices.
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The above fees must be calculated in the petro (PTR), a sovereign cryptocurrency backed by oil assets
issued by the Venezuelan state, as it is the applicable index or unit of account established by the Law
of Registries and Public Notaries.

The amounts indicated in the administrative rulings must be calculated in bolivares soberanos at the
conversion value of the petro on the application date of its submission before the offices attached to
the SAREN.

The National Assembly also established the acts that may qualify for the rendering of the services (only
in cases of sworn urgency and if accredited by the registries and notaries) along with their respective
rates, as well as the different acts exempted from the corresponding fees.

Learn more about our Venezuela Focus Team.

Information contained in this newsletter is for the general education and knowledge of our readers. It is not designed to be, and should
not be used as, the sole source of information when analyzing and resolving a legal problem, and it should not be substituted for legal
advice, which relies on a specific factual analysis. Moreover, the laws of each jurisdiction are different and are constantly changing.
This information is not intended to create, and receipt of it does not constitute, an attorney-client relationship. If you have specific
questions regarding a particular fact situation, we urge you to consult the authors of this publication, your Holland & Knight
representative or other competent legal counsel.
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