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Indicate the number of outstanding shares of each of the issuer s classes of capital or common stock as of the close of the period covered by the
annual report.

Class A Shares 251,178,710 Class C Shares 91,937,776
Class B Shares 51,900,000 Class D Shares 392,124,363

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark which financial statement item the registrant has elected to follow. Item 17 * Item 18 x
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INTRODUCTION

As used in this Form 20-F, unless the content otherwise requires, the Company means Compaiifa Anénima Nacional Teléfonos de Venezuela

(CANTV) and its consolidated subsidiaries, and CANTV means Compafiia Anénima Nacional Teléfonos de Venezuela (CANTV). Unless

otherwise specified, all references in this Form 20-F to U.S. dollars, dollars, U.S.$ or $ are to United States dollars and references to bolivars
Bs. are to Venezuelan bolivares, the legal tender currency of the Bolivarian Republic of Venezuela ( Venezuela ). References to access lines in

service are to lines billed. References to minutes of use are to billed minutes of use excluding free minutes offered under certain calling plans.

The Company prepares its financial statements in constant bolivars and in conformity with generally accepted accounting principles in

Venezuela ( Venezuelan GAAP ). Venezuelan GAAP differs in certain important respects from generally accepted accounting principles in the
United States ( U.S. GAAP ). See Note 25 to the Audited Consolidated Financial Statements of the Company as of December 31, 2001 and 2002
and for the years ended December 31, 2000, 2001 and 2002 (the Audited Financial Statements ) also included in this Form 20-F for a description
of the principal differences between Venezuelan GAAP and U.S. GAAP as they relate to the Company and a reconciliation to U.S. GAAP of net
income reported under Venezuelan GAAP for the years ended December 31, 2000, 2001 and 2002 and total stockholders equity as of December
31, 2001 and 2002.

The Venezuelan GAAP financial information of the Company presented herein has been restated to reflect the adoption of International

Accounting Standard No. 19 Employee Benefits ( IAS-19 ) retroactively since 1999. The Venezuelan GAAP and U.S. GAAP financial

information of the Company for the year 2001 presented herein has been restated to reflect an adjustment to revenues in respect of airtime

credits granted to wireless customers in 2002. In addition, the Company has restated the Venezuelan GAAP financial information for all years

presented herein to reflect the change in accounting treatment of shares held in trust for distribution in the form of awards to employees. See
Item 5. Operating and Financial Review and Prospects Critical Accounting Policies Impact of Restatements.

Pursuant to Venezuelan GAAP, financial data regarding the Company have been adjusted to reflect the effects of inflation using the Indice
General de Precios al Consumidor del Area Metropolitana de Caracas (Index of Consumer Prices of the Caracas Metropolitan Area) (the

Consumer Price Index or CPI ) published by the Banco Central de Venezuela (the Central Bank of Venezuela ). See Note 4(b) to the Audited
Financial Statements. Unless otherwise specified, financial data regarding the Company is presented in this Form 20-F in constant bolivars as of
December 31, 2002. Although the restatement of nominal bolivar amounts into constant bolivar amounts lessens the distorting effect that an
inflationary environment has on comparisons of financial statements over time, such restatement does not wholly eliminate those distortions, and
evaluation of period-to-period trends may be difficult. References in this Form 20-F to amounts in nominal bolivars or historical bolivars are to
bolivars that have not been adjusted for inflation. As indicated in this Form 20-F, the rates the Company charges for certain telephone services
are subject to regulation including adjustments to reflect the effects of inflation using the Indice de Precios al Mayor (the Wholesale Price Index
or WPI ) published by the Central Bank of Venezuela.

For the convenience of the reader, this Form 20-F contains translations of certain constant bolivar amounts into U.S. dollars at the average daily
exchange rate announced by the Central Bank of Venezuela (the Daily Exchange Rate ) on December 31, 2002 (unless otherwise specified),
which was Bs. 1,403.00 = $1.00. No representation is made that the bolivar or U.S. dollar amounts shown in this Form 20-F could have been or
could be converted into U.S. dollars or bolivars, as the case may be, at
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such rates or at any other rates. The translation of amounts expressed in nominal or constant bolivars as of a specified date by the then prevailing
exchange rate may result in presentation of dollar amounts that differ from the dollar amounts that would have been obtained by translating
nominal or constant bolivars as of another specified date.

On January 21, 2003, the Venezuelan Government suspended the trading of foreign currency. On February 5, 2003, the Government approved
the initial rules governing foreign currency trading. Pursuant to the new exchange controls regime, the official selling exchange rate has been
fixed at Bs. 1,600 per U.S. dollar and may be subject to periodic revision and adjustment by the Central Bank of Venezuela. See Item 3. Key
Information Risk Factors Exchange Controls and Currency Devaluation and Item 10. Additional Information Exchange Controls.

Operational data regarding the Company contained in this Form 20-F is presented as of December 31, 2002, unless otherwise stated.

Neither the Government of Venezuela (the Government ) nor private independent sources publish definitive data regarding telecommunications
markets in Venezuela. However, certain Government entities have published statistics on wireless service competitors, which the Company has
used in computing the market share data relating to such competitors. Additional data, including population data, were obtained from third-party
sources. To the extent estimates are contained in this Form 20-F, the management of the Company believes that such estimates, which are based
on internal data, are reliable but they have not been confirmed by independent sources.

Table of Contents 6
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PART I

Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

Item 3. Key Information

Selected Financial Data

The following table presents selected financial information for each of the years in the five-year period ended December 31, 2002 and should be
read in conjunction with and is qualified in its entirety by reference to the Audited Financial Statements of the Company, including the Notes
thereto, also included in this Form 20-F. The Company s Audited Financial Statements have been prepared in accordance with Venezuelan
GAAP, which differ in certain important respects from U.S. GAAP, and have been presented in constant bolivars as of December 31, 2002. See

Item 5. Operating and Financial Review and Prospects Introduction and Note 4(b) to the Audited Financial Statements for a discussion of the
methodology used to prepare the constant bolivar financial statements. Note 25 to the Audited Financial Statements provides a description of the
principal differences between Venezuelan GAAP and U.S. GAAP and a reconciliation to U.S. GAAP of net income for the years ended
December 31, 2000, 2001 and 2002 and total stockholders equity at December 31, 2001 and 2002.

Table of Contents 7
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Income Statement Data:
)

Venezuelan GAAP:
Wireline services

Wireless services

Other telecommunications-
related services

Total operating revenues
Operating expenses

Operating income
Other expenses, net

Income (loss) before
income taxes and
cumulative effect of
accounting change
Income tax provision

Income (loss) before
cumulative effect of
accounting change
Cumulative effect of
accounting change
Minority Shareholders
Interest (10)

Net income (loss)

Earnings (loss) per share
before cumulative effect of
accounting change
Earnings (loss) per ADS
before cumulative effect of
accounting change

Earnings (loss) per share
Earnings (loss) per ADS
Basic and diluted earnings
(loss) per share (5)

Basic and diluted earnings
(loss) per ADS (5)

Cash dividends declared
per share (6)

Cash dividends declared
per ADS (6)
Extraordinary cash
dividends declared per
share (6)

Table of Contents

Year Ended December 31,
1998 1) 1999 1) 2000 MQ) 2001 D®) 2002 1) 2002 3)
(in millions, except per share and per ADS data)
Restated Restated Restated Restated
Bs. 2,289,755 Bs. 2,725,772 Bs. 2,625,601 Bs. 2,385,522 Bs. 2,021,429 $ 1,441
511,528 483,484 440,500 517,811 570,780 407
54,267 64,613 68,047 72,949 86,694 62
2,855,550 3,273,869 3,134,148 2,976,282 2,678,903 1,910
(2,529,862) (3,028,803) (3,108,068) (2,778,902) (2,572,212) (1,834)
325,688 245,066 26,080 197,380 106,691 76
(42,799) (61,089) (52,066) (31,815) (15,699) (11)
282,889 183,977 (25,986) 165,565 90,992 65
1,955 22,820 52,196 56,454 23,481 17
280,934 161,157 (78,182) 109,111 67,511 48
(59,695)
(349) 189 (239) (665)
Bs. 280,934 Bs. 160,808 Bs. (137,688) Bs. 108,872 Bs. 66,846 $ 48
283.31 162.42 (82.92) 120.54 86.11 0.06
1,983.17 1,136.94 (580.44) 843.78 608.86 0.43
283.31 162.07 (146.03) 120.28 86.11 0.06
1,983.17 1,134.49 (1,022.21) 841.96 602.77 0.43
283.31 162.07 (146.03) 120.28 86.11 0.06
1,983.17 1,134.49 (1,022.21) 841.96 602.77 0.43
292.11 104.29 97.32 90.84 190.99 0.14
2,044.77 730.03 681.24 635.88 1,336.93 0.98
167.12 693.42 165.00 0.12
1,169.83 4,853.94 1,155.00 0.82
8



Edgar Filing: NATIONAL TELEPHONE CO OF VENEZUELA - Form 20-F

Extraordinary cash

dividends declared per

ADS (6)

Average shares

outstanding (7) 991.63 992.23 942.90 905.15 776.20 776.20
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1998 1999 2000 "? 2001 V¥ 2002 " 2002
(in millions, except per share and per ADS data)

U.S. GAAP:

Total operating revenues Bs. 2,855,550 Bs.3,273,869 Bs.3,134,148 Bs.2,976,282 Bs. 2,678,903 $1,910

Operating income 306,078 233,496 30,833 172,402 107,555 77

Net income (loss) 313,796 291,565 (38,640) 48,963 103,720 74

Earnings (loss) per share 316.44 293.85 (40.97) 54.10 133.63 0.09

Earnings (loss) per ADS 2,215.11 2,056.94 (286.82) 378.71 935.38 0.67

Cash dividends declared per

share (6) 292.11 104.29 97.32 90.84 190,99 0.14

Cash dividends declared per

ADS (6) 2,044.74 730.03 681.24 635.88 1,336.93 0.98

Extraordinary cash dividends

declared per share (6) 167.12 693.42 165.00 0.12

Extraordinary cash dividends

declared per ADS (6) 1,169.83 4,853.92 1,155.00 0.82

Average shares outstanding (7) 991.63 992.23 942.90 905.15 776.20

(1) Bolivar amounts are in constant bolivars as of December 31, 2002.

(2) Year 2000 data includes a workforce reduction charge of Bs. 162.6 billion or approximately $116 million related to a workforce reduction
program. See Item 5. Operating and Financial Review and Prospects.

(3) Bolivar amounts have been translated into U.S. dollars, solely for the convenience of the reader, at the rate of Bs. 1,403.00 = $1.00, the
Daily Exchange Rate on December 31, 2002. Such translations should not be construed as representations that the bolivar amounts actually
represent such U.S. dollar amounts or could be converted at the rate indicated, or at all.

See  Exchange Rates.

(4) 1In 2001, the Company recorded a one-time charge of Bs. 47.4 billion or approximately $34 million, for special termination benefits,
related to the pension and post-retirement plans offered under the employee reduction program implemented in January 2001. See Item 5.
Operating and Financial Review and Prospects.

(5) During the periods presented, there were no common stock equivalents having a dilutive effect.

(6) In 1998, ordinary cash dividends declared per share and per ADS at the dividend declaration date were Bs. 124.10 and Bs. 868.70,
respectively. The Company paid the dividends declared in 1998 in two equal payments. The first payment represented $0.12 per share and
$0.81 per ADS and the second payment represented $0.11 per share and $0.75 per ADS. In 1999, the Company declared and paid an
ordinary dividend and an extraordinary dividend. Ordinary cash dividends declared per share and per ADS at the dividend declaration date
were Bs. 55.33 and Bs. 387.31, respectively, or $0.09 and $0.63, respectively. Extraordinary cash dividends declared per share and per
ADS at the dividend declaration date were Bs. 100.00 and Bs. 700.00, respectively, or $0.15 and $1.05, respectively. In 2000, ordinary
cash dividends declared per share and per ADS at the dividend declaration date were Bs. 60.00 and Bs. 420.00, respectively, or $0.09 and
$0.63, respectively. On March 27, 2001, the Company declared an ordinary cash dividend of Bs. 63 per share and Bs. 441 per ADS, or
$0.09 per share and $0.62 per ADS. This dividend was paid on April 6, 2001. On October 24, 2001, the Company declared an
extraordinary cash dividend of Bs. 520 per share and Bs. 3,640 per ADS payable in two installments. The first payment of Bs. 284 per
share and Bs. 1,988 per ADS equivalent to $0.38 per share and $2.66 per ADS, respectively, was made on December 10, 2001. The second
payment of Bs. 236 per share and Bs. 1,652 per ADS equivalent to $0.26 per share and $1.82 per ADS, respectively, was made on March
18, 2002. On March 22, 2002, the Company declared an ordinary cash dividend of Bs. 41.60 per share and Bs. 291.2 per ADS, equivalent
to $0.03 per share and $0.21 per ADS. This dividend was paid on June 6, 2002. On December 10, 2002, the Company declared an
extraordinary dividend of Bs. 165 per share and Bs. 1,155 per ADS equivalent to $0.12 per share and $0.84 per ADS. The Company also
declared the payment of a portion of the ordinary dividend for 2003 of Bs. 140 per share and Bs. 980 per ADS equivalent to $0.10 per
share and $0.70 per ADS. These dividends were paid on January 15, 2003. Dividend information in U.S. dollars is expressed at the
exchange rate as of the dividend payment date. See  Risk Factors Exchange Controls and Currency Devaluation and Item 10. Additional
Information Exchange Controls.

(7) The average shares outstanding does not include shares held by the Company for distribution to employees in the form of awards.

(8) As of December 31, 2001, consolidated financial statements have been restated in order to reflect an accounting change related to a
promotion for cellular subscribers, which resulted in a net reduction to revenues, operating income and net income of approximately Bs.
19,402.

(9) Venezuelan GAAP financial information has been restated to reflect the adoption of IAS-19 retroactively since 1999. Venezuelan GAAP

and U.S. GAAP financial information for 2001 has been restated to reflect the change in accounting treatment adopted for the promotion
for cellular subscribers in 2002. These restatements resulted in changes to reported operating expenses; operating income; other expenses,
net; and net income. The Venezuelan GAAP financial information for all years presented herein has also been restated to reflect a change
in accounting for shares held in trust to be distributed in the form of awards to employees. These shares are treated as a reduction to
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stockholders equity and the trust that holds such shares has been consolidated with the Company. See Item 5. Operating and Financial
Review and Prospects Critical Accounting Policies Impact of Restatements for a comparison of restated amounts versus previously reported
balances.

(10) Minority Shareholders Interest represents the equity loss (income) in subsidiaries that are not wholly owned. CANTYV owns 80% of
Caveguias, and owned 51% of Altair until May 2002, when CANTYV acquired the remaining 49%.
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At December 31,
1998 1999 " 2000 " 2001 VY 2002 2002
(in millions, except per share and per ADS data)

Balance Sheet Data:(4)
Venezuelan GAAP:
Working capital Bs. 452,297 Bs. 605,794 Bs. 436,323 Bs. (190,151) Bs. (33,314) $ 29
Property, plant and equipment,
net 5,556,980 5,208,557 4,761,313 4,069,499 3,634,420 2,590
Total assets 7,378,393 7,192,995 6,786,723 5,583,298 5,180,197 3,692
Total indebtedness 740,310 660,316 584,698 473,959 404,807 289
Capital stock 2,147,647 2,145,050 1,989,248 1,692,816 1,692,816 1,207
Total stockholders equity (3) 5,547,175 4,995,778 4,449,744 3,356,385 3,150,772 2,245
U.S. GAAP:
Property, plant and equipment,
net Bs. 5,643,757 Bs. 5,310,262 Bs. 4,878,156 Bs. 4,194,599 Bs. 3,772,447 $2,689
Capital stock 2,094,849 2,092,252 1,936,449 1,640,018 1,692,816 1,207
Total assets 7,430,318 7,260,548 6,944,623 5,755,020 5,385,470 3,839

Total stockholders equity (3) 5,456,526 5,279,093 4,832,104 3,678,839 3,499,298 2,494

(1) Bolivar amounts are in constant bolivars as of December 31, 2002.

(2) Bolivar amounts have been translated into U.S. dollars, solely for the convenience of the reader, at the rate of Bs. 1,403.00 = $1.00, the
Daily Exchange Rate on December 31, 2002. Such translations should not be construed as representations that the bolivar amounts actually
represent such U.S. dollar amounts or could be converted into U.S. dollars at the rate indicated, or at all. See =~ Exchange Rates.

(3) Stockholders equity and net assets are interchangeable, but generally stockholders equity applies to business enterprises and net assets to
not-for-profit organizations. Reduction in 2001 primarily due to repurchased shares of Bs. 590,572 million.

(4) Venezuelan GAAP financial information has been restated to reflect the adoption of IAS-19 retroactively to 1999. Venezuelan GAAP and
U.S. GAAP financial information for 2001 has been restated to reflect the change in accounting treatment adopted for the promotion for
cellular subscribers in 2002. These restatements resulted in changes to reported operating expenses; operating income; other expenses, net;
and net income. The Venezuelan GAAP financial information for all years presented herein has also been restated to reflect a change in
accounting for shares held in trust to be distributed in the form of awards to employees. These shares are treated as a reduction to
stockholders equity and the trust that holds such shares has been consolidated with the Company. See Item 5. Operating and Financial
Review and Prospects Critical Accounting Policies Impact of Restatements for a comparison of restated amounts versus previously reported
balances.

Year Ended December 31,
1998 1999 2000 2001 2002
Inflation and Devaluation Data:
Increase in Consumer Price Index 29.9% 20.0% 13.4% 12.3% 31.2%
Increase in Wholesale Price Index 23.3% 13.6% 15.8% 10.2% 44.49%
Rate of bolivar devaluation 11.9% 14.9% 7.8% 8.3% 85.1%

Average Shares Outstanding

Income per share is calculated based on the average number of shares outstanding in each relevant year. The average common shares
outstanding at December 31, 1998, 1999, 2000, 2001 and 2002 under Venezuelan GAAP were 991,633,000; 992,229,000; 942,903,329;
905,150,957 and 776,201,812 shares, respectively. Shares held in trust for distribution to employees in the form of awards have been deducted
from stockholders equity, and are not included in the calculation of average shares outstanding.
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Exchange Rates

The following table sets forth the average, high, low and period-end noon buying rates for the bolivar reported by the Federal Reserve Bank of
New York (the Noon Buying Rate ) expressed as bolivars per U.S. dollar concerning bolivar/U.S. dollar exchange rates for the years 1998, 1999,
2000, 2001 and 2002, each of the last three months of 2002 and each of the first five months of 2003:

End of
Year Ended December 31, High ™ Low o Average @ Year @
1998 582.50 511.15 550.72 565.00
1999 649.25 573.75 609.41 649.25
2000 700.50 655.75 682.41 700.50
2001 758.00 701.25 726.55 758.00
2002 1,473.00 766.20 1,200.00 1,390.50

End of
Monthly High @ Low @ Average ® Month ©
Year 2002
October 1,496.00 1,373.00 1,440.50 1,425.00
November 1,430.00 1,313.50 1,358.61 1,323.50
December 1,399.50 1,256.00 1,328.29 1,390.50
Year 2003
January 1,923.50 1,393.50 1,714.45 1,923.50
February (7) 1,923.50 1,600.00 1,736.21 1,600.00
March 1,600.00 1,600.00 1,600.00 1,600.00
April 1,600.00 1,600.00 1,600.00 1,600.00
May 1,600.00 1,600.00 1,600.00 1,600.00

(1) The highest and lowest of the Noon Buying Rates for the bolivar per U.S. dollar reported by the Federal Reserve Bank of New York on the
last business day of each month during the relevant year.

(2) The average of the Noon Buying Rates on the last date of each month during the relevant year.

(3) The Noon Buying Rates on the last day of each relevant year.

(4) The highest and lowest of the Noon Buying Rates of each day in the relevant month.

(5) The average of the Noon Buying Rates of each day in the relevant month.

(6) The Noon Buying Rates on the last day of each relevant month.

(7) Pursuant to the recently adopted Government controls on foreign exchange, the official selling exchange rate has been fixed at Bs. 1,600
per U.S. dollar and may be subject to periodic revision and adjustment by the Central Bank of Venezuela.

On May 31, 2003, the Noon Buying Rate was Bs. 1,600.00 = $1.00 (equivalent to Bs. 1.00 = $0.00063).

The Company s financial statements are based on the exchange rates announced by the Central Bank of Venezuela, which do not differ
significantly from the Noon Buying Rates reported by the Federal Reserve Bank of New York.
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There are currently controls on foreign exchange in effect under Venezuelan law. On January 21, 2003, the Government suspended the trading
of foreign currency. On February 5, 2003, the Government approved the initial rules governing foreign currency trading. The new rules severely
restrict the access of companies and individuals to foreign currency. As of May 31, 2003 foreign exchange activities have not been fully
normalized and only limited foreign currency exchange requests have been approved. The official selling exchange rate has been fixed at Bs.
1,600 per U.S. dollar and may be subject to periodic revision and adjustment by the Central Bank of Venezuela.
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For a discussion of the effect, and potential effect, of fluctuations in bolivar/U.S. dollar exchange rates as well as exchange controls on the

Company, its results of operations and financial condition and on the market price, liquidity of, and return on investment on the American

Depositary Shares (the ADSs ) and the Class D Shares, see  Risk Factors Exchange Controls and Currency Devaluation,  Item 5. Operating and
Financial Review and Prospects and Item 10. Additional Information Exchange Controls.

Capitalization and Indebtedness

Not applicable.

Reasons for the Offer and Use of Proceeds

Not applicable.

Risk Factors

Factors Relating to Venezuela

Venezuelan Political Risk

Substantially all of the Company s businesses are conducted in Venezuela. The Company s results of operations and financial condition have
been, and are expected to continue to be, affected generally by inflation, exchange rates, interest rates, changes in Government leadership and
policy, taxation and other political, economic or other developments in or affecting Venezuela. Venezuela has had continuous democratically
elected governments since 1958. However, overthrows of the Government were attempted in 1992 and again in April 2002, but were quickly
suppressed by military and civil forces. In May 1993, the Venezuelan Senate voted to authorize impeachment proceedings against then-President
Carlos Andres Perez. The current President, Hugo Chavez Frias, who led one of the 1992 coup attempts, was elected in December 1998 and took
office in February 1999. In April 2002, after growing protests, President Chavez was himself subject to a governmental coup that lasted three
days, and ended with his reinstatement as president on April 14, 2002. In the months following the reinstatement of President Chavez there was
an escalation in public protests culminating in nationwide strikes.

Since taking office, the government of President Chavez has implemented significant political changes. The Chavez administration convened the
National Constituent Assembly for the purpose of writing a new Venezuelan Constitution, which became effective on December 30, 1999 and
provided for anew Citizen Power branch of the Government in addition to the President, National Assembly and Supreme Justice Court. On
July 30, 2000 President Chavez was re-elected and his political party, the Fifth Republic Movement (Movimiento Quinta Republica), also won
77 of 165 seats in the Congress. President Chavez s government has relied heavily on his connection with the Venezuelan military and there has
been increasing controversy over the use of armed forces personnel in traditionally non-military roles. For example, President Chavez appointed
active and retired military officers to high government posts including the presidencies of the major state-owned corporations, Petroleos de
Venezuela, S.A. ( PDVSA ), CITGO Petroleum Corporation and Corporacion Venezolana de Guayana. In August 2000, President Chavez
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announced plans for broad economic reform, designed to promote private investment and economic growth. In November 2000, the Venezuelan
National Assembly passed the Ley Habilitante (the Enabling Law ), which allowed President Chavez for a one-year period to enact laws by
decree relating to infrastructure and the financial sector, which are believed to have negatively affected foreign investment.
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On November 13, 2001, President Chavez enacted forty-nine (49) laws under the Enabling Law, including the Hydrocarbons Law, Land and
Agricultural Development Law, Fishing and Aquaculture Law, Coastal Zones Law, General Law of Marine and Related Activities, General
Banking and other Financial Institutions Law, Cooperative Association Special Law, Partial Reform of Auction Law, Road Transit Law and the
Statute of Public Function Law. The approval of these laws has created controversy and has been called into question by the business sector and
other analysts because of their state-interventionist and undemocratic orientation. Together, these laws are believed to have affected private and
foreign investment and could jeopardize property rights.

The laws enacted in November 2001 under the Enabling Laws have also been questioned by La Federacion Venezolana de Camaras 'y
Asociaciones de Comercio y Produccion ( Fedecamaras ) (The Venezuelan Federation of Commerce and Production Chambers and Associations),
the leading federation of trade and industry organizations. Fedecamaras has expressed the view that these laws were approved without proper
debate and without satisfying the consultative requirements for approving laws pursuant to the Organic Law of Public Administration and the
National Constitution of 1999.

The discontent produced by the laws enacted in November 2001 under the Enabling Law developed into massive public protests. On December

10, 2001, Fedecamaras organized a national strike that received the support of all the important businesses sectors of the country (banking,
commerce and industry) and paralyzed essentially all commercial activity. Additionally, some sectors have petitioned the Supreme Justice Court
for partial or total nullification of these laws. Specifically, La Federacion Nacional de Ganaderos ( Fedenaga ) (The National Federation of Cattle
Producers) filed a request for a nullification order against the Land and Agricultural Development Law, while Fedecamaras filed a nullification
order against all of the laws approved under the Enabling Law. The National Assembly established a forum to discuss all the proposed reforms

to these laws; in particular, Accion Democratica, an opposition political party, asked for a vacatio legis (an extension of the time period between
the enactment of a law and the date on which it becomes effective) for all the laws.

Discontent and dissidence against the current Government have been continually expressed and reflect not only dissatisfaction with the Enabling
Law, but also with the management of economic policy and international relations and the increasing confrontational attitude of the President
against diverse social sectors considered as key institutions, such as the Catholic Church, the media and the Confederacion de Trabajadores de
Venezuela ( CTV ) (Confederation of Venezuelan Workers), the largest labor organization. As indicated by several opinion polls (Consultores 21,
Datanalisis and Alfredo Keller y Asociados), President Chavez s popularity has declined from the 90% reported in 1999 to approximately 35% to
38% in the first quarter of 2003.

In early 2002, several active members of the armed forces and the National Assembly considered loyal to President Chavez publicly expressed
their dissidence with the Government. Moreover, perceived uncertainty regarding laws enacted under the Enabling Law, particularly those
relating to taxation and social security matters, and increasing tensions within the media, labor unions, management of PDVSA and industrial
associations intensified and lead to regular demonstrations both in favor of and against the Government during early 2002. Managers of PDVSA,
who did not support the appointment of President Chavez loyalists to the PDVSA s board of directors and increased government control of the
company, participated in a work slowdown in late February 2002 and began a strike on April 4, 2002. On April 9, 2002, leaders of the CTV and
Fedecamaras joined the PDVSA strike, calling for a general strike that lasted three days and culminated on April 11, 2002 with a massive
opposition march in Caracas. Violence between protesters and supporters of President Chavez during that march resulted in approximately 17
deaths. This event prompted dissident officers of the armed forces to intervene and ask President Chavez to resign. During the early hours of
April 12, 2002, President Chavez, was forced out of office.
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A transitional government led by Pedro Carmona Estanga, head of Fedecamaras, replaced President Chavez on April 12, 2002. Mr. Carmona s
decisions upon taking office to dissolve Venezuela s elected National Assembly, fire members of the Supreme Justice Court and revoke the
package of controversial laws enacted in November 2001 pursuant to the 2001 Enabling Law, was met with severe domestic and international
criticism. Under pressure from military forces loyal to President Chavez and public demonstrations in support of President Chavez (who denied
having resigned as president on April 12), and as a result of the lack of support for Mr. Carmona from moderate factions within the military and
the general public, Mr. Carmona resigned and Hugo Chavez was reinstated as President on April 14, 2002. In a conciliatory move, President
Chavez dissolved the then recently installed Board of Directors of PDVSA.

In response to the country s political crisis, the Government decided in July 2002 to invite the OAS, the Carter Center, and the United Nations
Development Program (UNDP) to act as mediators and aid in the negotiations between the Government and the political opposition. To this end,
the Negotiation and Agreement Round Table (the Round Table ) was inaugurated on November 8, 2002 made up of six government
representatives and six representatives of the Democratic Coordinating Council (Coordinadora Democratica), an anti-government alliance and
with OAS General Secretary Cesar Gaviria acting as international mediator. The Round Table s main objectives were an electoral agreement to
resolve the country s political crisis through elections and achieve consensus on strengthening the electoral system, disarming the civil
population, and creating a Truth Commission to investigate the tragic events of April 11, 2002. A tripartite technical group was also formed,
comprised of the OAS, the Carter Center, and the UNDP, whose task was to provide technical support to the mediators and supervise the
fulfillment of any electoral agreement. In addition, the creation of a Group of Friends (Spain, Portugal, the United States, Chile, Mexico, and
Brazil) was also intended to strengthen the active role of the international participants.

Among specific proposals discussed for solving the political crisis were (i) a Recall Referendum (the Referendo Revocatorio) to revoke the
President s mandate, (ii) a constitutional amendment to shorten the presidential term and call for early elections and (iii) a Constitutional
Assembly with powers to call for elections, dismiss the President and other branches of the Government and write a new constitution.

In the absence of an electoral agreement at the Round Table, former U.S. President Jimmy Carter proposed two options: a modified
constitutional amendment to shorten the presidential term from six years to four with general elections to follow, or for the President to commit
to holding a Recall Referendum no later than August 19, 2003 with general elections held prior to September 19, 2003. The Government
expressed its support for the Recall Referendum option and the opposition supported the constitutional amendment but later agreed to the Recall
Referendum. The Recall Referendum has four basic elements: (i) the Supreme Tribunal of Justice established the date of the Recall Referendum
for August 19, 2003, (ii) the National Assembly is to elect the Electoral Council (CNE), (iii) the Recall Referendum is held on August 19, 2003
and (iv) in the event President Chavez loses the Recall Referendum, general presidential elections would be held 30 days later. President Chavez
would be allowed to run for re-election in the general presidential elections if he determines.

On December 2, 2002, a general strike was called by Fedecamaras, the CTV, and most of the opposition political forces organized in the
Democratic Coordinating Council. Its main goal was to force the President from office. A significant part of the oil industry s personnel joined
the strike, resulting in a suspension of oil exports and shortages of gasoline and household gas in the domestic market and a substantial paralysis
of the non-oil sector. The actions taken by the Government after the December general strike focused chiefly on the firing of approximately
18,000 oil industry workers who had participated in the work stoppage. The Government also appointed a new PDVSA Board.
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On February 2, 2003, the opposition collected enough signatures for initiating an alternative amendment, the Recall Referendum and a
Constitutional Assembly as it became legally impossible to hold a referendum at that time.

During the months following the end of the general strike, the opposition weakened because of its failure to achieve any of its demands.

Meetings of the Round Table participants became intermittent during the December 2002 general strike. Until April 2003, the Round Table
produced no concrete results other than the February 18, 2003 signing by the Government and opposition representatives of a declaration against
violence. On May 29, 2002, the members of the Round Table signed an agreement to resolve the political stalemate through an electoral process
in accordance with the Venezuelan Constitution. The agreement includes a Recall Referendum for all elected government positions, including

the Presidency which, pursuant to the Venezuelan Constitution, could be held no earlier than August 19, 2003, approximately the mid-point of
President Chavez s term in office. The implementation of this Recall Referendum is subject to the collection of signatures in favor from at least
20% of the total voting population and the approval of the CNE. To date, the Government s strength lies in a fragmented opposition that is unable
to generate disapproval with the Government that is shared by more than 60% of the population.

These events demonstrate the deepening divisions within the military as well as the discontent with President Chavez within the business and
labor sectors. The issues and problems that drove many sectors of Venezuela society against President Chavez remain unsolved. These factors
present an environment of increasing ungovernability, political polarization, and political and social instability. There can be no assurance that
the economic and political uncertainty, which has negatively affected the growth of the Venezuelan economy in the past, will not persist.

The Government has historically exercised significant influence over the Venezuelan economy. In 1994 exchange controls were imposed, in
1996 constitutional rights were suspended, and most recently in 2003 exchange controls were again imposed. Although the Government has
intermittently begun reform programs to lessen the public sector s role in the economy over the last few years, it continues to exercise a
significant influence over the economy. Government actions concerning the economy are likely to continue to have an important effect on:

the financial condition and results of operations of companies operating in Venezuela;

the ability of Venezuelan companies to make capital expenditures; and

the market prices, liquidity and return on securities carrying Venezuelan risk, such as the ADSs and the Class D Shares.

Economic Considerations

Demand for telephone services in Venezuela and the Company s results of operations and financial condition have been, and are expected to
continue to be, affected by the state of Venezuela s economy. Venezuela s gross domestic product ( GDP ) decreased by 7.2% in 1999, increased
by 3.2% in 2000 and by 2.7% in 2001 and decreased by 8.9% in 2002. Not accounting for petroleum-related activities, Venezuela s GDP

decreased by 4.9% in 1999, increased by 2.7% in 2000 and 3.8% in 2001 and decreased by 6.5% in 2002. See = Importance of Oil Sector. In 2003,
yearly average oil production will be below that of 2002.

Non-oil activity, for its part, could be undercut by falling consumption and investment in both the public and private sectors. Moreover, private
sector consumption will be depressed by the falling of purchasing power in response to the increase in inflation, while private sector investment
will decrease as
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a result of the drop in demand, the foreign exchange controls regime, the lagging effects of the general strike, and the continuing political
uncertainty.

Prices are expected to rise at a faster pace than last year. The government estimates a 35% inflation rate for 2003. The country s economic
condition may worsen even more if oil prices decline substantially as a result of the rapid end to the conflict in Iraq and as a result of a possible
weak recovery of the global economy.

The economic deterioration experienced last year may well continue in 2003. Only a political agreement to facilitate an institutional solution to
the crisis can create the stability required for private investment and a full revival of the oil industry, which would make it possible to reverse the
deteriorating economy trend during 2003. Such an agreement appears unlikely in the short-term.

There can be no assurance that economic conditions in Venezuela will improve or that they will not continue to have an adverse effect on
demand for the Company s services or on the Company s results of operations and financial condition. See Item 5. Operating and Financial
Review and Prospects.

Inflation, Tariff Regulation and Price Controls

Venezuela has experienced high levels of inflation during the past decade. The general rate of inflation as measured by the Consumer Price
Index, or CPI, was 13.4%, 12.3% and 31.2% for 2000, 2001 and 2002, respectively, and as measured by the Wholesale Price Index, or WPI, was
15.8%, 10.2% and 44.4% for 2000, 2001 and 2002, respectively. Consumer and wholesale prices are expected to increase in 2003, fueled by
currency devaluation. Consumer price inflation reached 31.2% in 2002 and 13.8% during the first five months of 2003. The Company estimates
consumer and wholesale price inflation of 45% and 68%, respectively, for year end 2003 (in highly devaluationary periods, increases in
wholesale prices tend to exceed increases in consumer prices, since the price increases in wholesale foreign components are higher than the price
increases in domestic ones).

Prior to entering into an agreement in February 2000 with Comision Nacional de Telecomunicaciones (the National Commission of

Telecommunications) ( CONATEL ) relating to, among other things, the rates CANTYV charged for telephone services during 2000 (the
Agreement ), CANTV s rates were regulated under the Concession (as described herein). See Item 4. Information on the Company Regulatory

Framework. The Concession had provided for a price-cap mechanism to set and adjust rates on a quarterly basis throughout each calendar year.

The price-cap mechanism was designed to vary quarterly based on the WPI. Although in principle tariffs were to be adjusted to reflect inflation

in the preceding quarter, they were in practice generally calculated based upon rates of inflation during the second quarter preceding the

adjustment. The delay was due to the time period required to calculate the inflation rate during a specific quarter. Accordingly, in many

instances tariffs were implemented based on inflation levels relating to periods ending as much as six months preceding their implementation

date.

The increase in CANTV s tariffs did not, in all cases, fully offset the effects of inflation used in preparing the Company s financial statements
since the rate of inflation used in preparing the Company s financial statements is based on the CPI which, at times, significantly exceeded the
rate of inflation as measured by the WPI prior to 2000. Further, the price-cap mechanism was not always implemented as described in the
Concession. CONATEL sometimes delayed the approval of rate increases or did not allow the full tariff increases allowed by the Concession s
price-cap mechanism. In other cases, the Company decided not to implement the full increase authorized for competitive or other reasons or was
unable to obtain approval to increase its tariffs as stipulated in the Concession until the Agreement.
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Under the Agreement, the first tariff increase became effective on March 23, 2000 and the second tariff increase became effective on June 16,
2000. See Item 4. Information on the Company Regulatory Framework Regulation and the Concession The Agreement. The tariffs under the
Agreement were effective only until March 10, 2001 if CANTV and CONATEL were unable to reach an agreement on the tariffs to apply to
CANTYV after November 27, 2000. During 2000, CANTV and CONATEL failed to reach an agreement on tariffs to apply after November 27,
2000.

On February 19, 2001 pursuant to the Ley Orgdnica de Telecomunicaciones (Gaceta Oficial N° 36,970, enacted on June 12, 2000) (the New
Telecommunications Law ), CONATEL established the maximum tariffs for 2001 that were applicable to the Company effective on March 11,
2001 and the new tariff-setting system that replaced the tariff adjustment mechanism provided under the Agreement. Under the new tariff-setting
system, CONATEL is responsible for setting every six months the maximum tariffs applicable to CANTYV as the established operator in the
telecommunications services market in Venezuela taking into account as a basis the official indices for inflation and devaluation. As a practical
matter, the tariff-setting mechanism involves a series of negotiations between CONATEL and CANTYV to arrive at a consensus for the relevant
basis for the proposed revised maximum tariffs. Under the new tariff-setting system, the maximum tariffs may be further re-adjusted upwards or
downwards based on a formula tied to the Wholesale Price Index and the rate of devaluation in the bolivar. The new tariff-setting system
provides for an extraordinary upward or downward re-adjustment to the established tariffs based on deviations of 2.5% above or 2.5% below
projected monthly estimates of a comprehensive index based on the Wholesale Price Index and the rate of devaluation in the bolivar. See Item 4.
Information on the Company Regulatory Framework Regulation and the Concession Regulation of Tariffs and Price Controls.

Following negotiations between the Company and CONATEL, revised tariffs were established by CONATEL under the New
Telecommunications Law effective July 1, 2001 through June 14, 2002 and further revised tariffs were established effective June 15, 2002
through December 31, 2002. In connection with the revised tariffs, the Company simplified the existing tariff structure by replacing the five
existing residential plans with three plans, Limited Plan (Plan Limitado), Classic Plan (Plan Clasico), and Talk More for Less Plan (Plan Habla
Mas Por Menos). These three plans together with the flat rate plan and the prepaid plan constitute all of the tariff plans currently in effect. This
revision enabled the migration of formerly subsidized residential customer s to higher rate plans resulting in further rate rebalancing. In addition
the revised tariff structure also enabled the Company to better serve customers needs according to their usage patterns. Pursuant to the revised
tariffs the rates for (i) residential basic rent increased 43%, (ii) residential local usage decreased 9%, (iii) non-residential basic rent and usage,
domestic long distance (both residential and non-residential) and other miscellaneous services increased approximately 20%, (iv) international
long distance increased approximately 13% and (v) public telephony increased approximately 23%.

In August 2002, the rates for fixed to mobile connections were subject to a further adjustment as a result of the impact of the accelerated
devaluation of the bolivar. The average adjustment was approximately a 15% additional increase in the rates for local and approximately a 12%
additional increase in domestic long distance calls from fixed to mobile. This increase was published in the Official Gazette No. 37,506 on
August 15, 2002 and became effective on August 31, 2002.

In September 2002, the revised tariffs agreed to in May 2002 were subject to an extraordinary adjustment pursuant to the revised tariffs
price-cap adjustment system. Tariffs for basic rent (residential and non-residential), local services (residential and non-residential), domestic
long distance, public telephony and other miscellaneous services increased approximately 4%. In addition domestic long distance discounts were
terminated and the tariffs and discounts for international long distance remained unchanged. This increase became effective on September 16,
2002.
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In December 2002, the Company and CONATEL finalized an agreement on tariffs to apply during 2003. However as a result of the tumultuous
political events confronting Venezuela, none of the agreed upon tariff revisions became effective in January 2003 as expected. The Ministry of
Production and Commerce and the Ministry of Infrastructure instituted price controls on the maximum residential tariffs that may be applied by
telecommunications operators as a supplementary measure to the new exchange controls regime by resolution published in Official Gazette No.
37,631 on February 13, 2003. The adoption of the price controls also had the additional effect of delaying the approval of the new tariffs
applicable to CANTYV in 2003.

Revised maximum tariffs for 2003 have been allowed for certain non-residential services and are to be applied in three parts during April, July
and October pursuant to resolution No. 255 dated March 18, 2003 published in the Official Gazette No. 37,669 on April 10, 2003 and effective
on April 27, 2003. In connection with the revised tariffs, only the following services were subject to increases: (i) rates for non-residential basic
services increased 28% for basic rent, 19% for local services and approximately 19% for domestic long distance and other miscellaneous
services (installations, subscriptions etc.); (ii) rates for basic public telephony increased from 16% to 20% and (iii) basic rates for internet access
increased approximately 65%. In July 2003, the second series of revisions to tariffs are expected to be implemented and an extra-ordinary
adjustment of approximately 2% to these tariffs is also expected. Residential tariffs are not subject to revisions and remain unchanged pursuant
to the new price controls regime.

The new price control framework for telecommunications services represents a reversal of policy and a troubling development that limits the
ability of the Company to raise its prices in order to keep pace with future changes in currency exchange rates, inflation in Venezuela and other
developments. If the Company is unable to change its prices in response to market conditions, its financial condition and results of operations
could be adversely affected. As in the past, delays and variances in the price control system may cause the inflation rate used as a basis for
adjustment of CANTV s other tariffs to differ from the rate of inflation prevailing during the period in which adjustment is made. Therefore, in
periods of increasing inflation, CANTV s rates may not always fully offset the effects of inflation. Increases in inflation may also cause a
reduction in the value of CANTV s account receivable balance. Also to the extent that CANTV s rates are adjusted on the basis of agreed-upon
projected exchange rates, the devaluation of the Bolivar together with the inability of the Company to raise its residential tariffs to compensate
for exchange losses and inflation while the current price control system remains in effect could result in an adverse effect on the Company s
financial condition and results of operations.

Exchange Controls and Currency Devaluation

On June 27, 1994, the Government established certain foreign currency exchange controls and soon thereafter fixed the official bolivar/U.S.

dollar exchange rate. The rate was originally fixed at Bs. 170.00 per U.S. dollar and was adjusted to Bs. 290.00 per U.S. dollar in December

1995. These controls, together with economic conditions in Venezuela, caused the Company to seek to restructure its debt obligations in 1995.

Such controls also limited the ability of foreign investors to repatriate capital and of Venezuelan companies to remit dividends in shares of
Venezuelan companies represented by American Depositary Shares ( ADSs ), American Depositary Receipts ( ADRs ), Global Depositary Shares
or Global Depositary Receipts. These controls were removed on April 22, 1996.

The Central Bank of Venezuela, in order to avoid significant fluctuations in the exchange rate, intervened to maintain the exchange rate between
7.5% above and 7.5% below a reference rate set by it. Such reference rate was originally set at Bs. 470.00 per U.S. dollar and was adjusted from
time to time to account for projected inflation. On January 14, 1998, the reference rate was reset to Bs. 508.50 per U.S. dollar. The Central Bank
of Venezuela indicated that such reference rate was to be adjusted by 1.16% to 1.28% monthly. Under this policy, the reference rate for the
Central Bank of Venezuela was Bs. 700.00,
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Bs. 758.00 at December 31, 2000, 2001, respectively. The sustained deterioration of Government revenue streams, as well as increasing political
and legal instability, resulted in capital flight and the erosion of the foreign reserves in late 2001. On February 12, 2002, the government was
forced to allow the bolivar to float freely. Under this new exchange rate policy, the reference rate for the Central Bank of Venezuela was Bs.
1,403 per U.S. dollar on December 31, 2002. The currency devalued approximately 85.1% during 2002.

Reacting to the rapid decline of the bolivar, the Government suspended the trading of foreign currency on January 21, 2003 for five business
days and controls on foreign currency exchange were established on February 5, 2003. The Government created by decree N° 2,302 (published
in the Official Gazette No. 37,625) the Commission for Administration of Foreign Exchange (Comision de Administracion de Divisas)

( CADIVI ) and approved the initial rules (published in the Official Gazette of Venezuela No. 37,625 on February 5, 2003) governing foreign
currency trading. These regulations provide for an exchange control regime in Venezuela based on a single mandatory system. A series of
Exchange Agreements between the Ministry of Finance and the Central Bank of Venezuela established the system for administration of foreign
exchange and set the exchange rate at Bs. 1,596 per U.S. dollar purchased by the Central Bank of Venezuela, and Bs. 1,600 per U.S. dollar sold
by the Central Bank of Venezuela.

The new rules severely restrict the access of companies and individuals to foreign exchange. As of May 31, 2003 foreign currency activities

have not been fully normalized and only limited foreign currency exchange requests have been approved. The official selling exchange rate may
be subject to periodic revision and adjustment by the Central Bank of Venezuela. Dividends payments and foreign transfers of income from
capital and interest, individuals and corporations must be registered with the foreign investment superintendence (SIEX). For dividend payment
purposes, ADR programs must be registered with the Comision Nacional de Valores (the Venezuelan National Securities Commission) ( CNV )
and must apply to CADIVI for the authorization to purchase foreign currency. The currency has lost approximately 14.0% of its value from
December 31, 2002 to May 31, 2003 and the Company estimates a total devaluation for 2003 of 32%. See Item 10. Additional

Information Exchange Controls.

Substantially all of the Company s revenues are denominated in bolivars while a substantial majority of its capital expenditures and liabilities
have been and are expected to continue to be denominated in U.S. dollars. The Company is currently making appropriate applications for foreign
currency to CADIVI. The Company expects to be in a position to meet its U.S. dollar denominated obligations. However, if the system of
exchange controls remains in effect, there is no assurance that the Company will be able to secure the required approvals from CADIVI to be
able to have sufficient foreign currency for this purpose. The inability of the Company to obtain foreign currency could have an adverse effect
on the results of operations and financial condition of the Company.

Although the Company continually reviews opportunities to minimize its exposure to devaluation, under current market conditions, the
Company does not engage in hedging activities. Reductions in the value of the bolivar against the U.S. dollar and other foreign currencies have
significantly affected the business and operations of the Company in the past and may do so again in the future. If the value of the bolivar
relative to the U.S. dollar continues to decline substantially, the Company s consolidated net income and stockholders equity, in certain
circumstances, would be greatly diminished when expressed in U.S. dollars, and the market price and liquidity of, or the return on, an investment
in, the ADSs and the Class D Shares could also be adversely affected.
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Cash dividends and other cash distributions, if any, with respect to the Class D Shares underlying the ADSs will be paid by the Company in
bolivars, whereas distributions made by The Bank of New York (the Depositary ) in respect of such dividends and other distributions generally
will be paid in U.S. dollars to holders of ADSs outside Venezuela. Consequently, the U.S. dollar amount of any cash distributions made by the
Depositary pursuant to the Deposit Agreement, to holders of ADSs would be adversely affected by reductions in the value of the bolivar relative
to the U.S. dollar between the dividend declaration date and the dividend payment date. The distribution of dividend payments in U.S. dollars by
the Depositary to ADS holders currently requires the approval by CADIVI under the recently adopted exchange control regime. The currency
has lost approximately 14% from December 31, 2002 to May 31, 2003 and the Company estimates the total devaluation for 2003 will be 32%.

Investment Restrictions

The Government has in the past imposed restrictions on foreign ownership of Venezuelan equity securities, and continues to limit foreign
investment in certain sectors of the economy, including television and radio stations, Spanish language newspapers and professional services
regulated by specific national laws such as accounting and medical services. Currently there are no restrictions on foreign ownership of the
Company s equity securities. Although foreign investment restrictions were liberalized in January 1990, there can be no assurance that any such
restrictions will not be reimposed. The reimposition of any such restrictions could have an adverse effect on the results of operations and
financial condition of the Company and the market price and liquidity of the ADSs and the Class D Shares.

Importance of QOil Sector

The petroleum industry is central to and dominates the Venezuelan economy. Oil GDP increased by 2.0% in 1998, contracted by 7.4% in 1999,
increased by 3.2% in 2000, contracted by 0.9% in 2001 and by 12.6% in 2002. In 2002, the oil industry accounted for an estimated:

25.4% of Venezuela s total GDP;

approximately 48% of the Government s total current revenues; and

81% of the total value of Venezuela s exports.

Therefore, the rate of economic growth, the level of tax revenue, Government spending and Government borrowing and the supply of foreign
exchange in Venezuela are materially affected by oil prices and general conditions in the international petroleum markets. A future downturn in
the economic results of Venezuela s petroleum industry may have a material adverse effect on the Venezuelan economy, which could adversely
affect the financial condition and results of operations of the Company.

Beginning in the fourth quarter of 1997 and continuing through the first quarter of 1999, the Venezuelan economy was adversely affected by the
significant decline in international oil prices. During this period, Venezuela and other oil producing nations realized lower per barrel oil prices

than at any other time in the past ten years. As a result of the decline in oil revenues, cuts in Government spending and a decline in foreign and
domestic private investment, the Venezuelan economy contracted in 1998. Beginning in April 1999, international oil prices increased partially as

a result of production cuts mandated by the Organization of Petroleum Exporting Countries ( OPEC ). The Government has announced a desire to
strengthen OPEC and continue with OPEC s directed production cuts.
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The average price of Venezuelan oil was $20.30 per barrel in 2001 and $22.20 per barrel in 2002. Despite the commitment by OPEC members
to cut output, as a price stabilization mechanism, world oil prices have been falling since 2001. The continuation of OPEC-generated oil
production constraints in the earlier part of 2002 have limited Government revenues. In February 2002, the Government, for
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budgetary purposes, restated its estimate for the average oil price for 2002 downward from $18.50 per barrel to $16 per barrel. To compensate
for the expected shortfall in oil revenues, the Government announced spending cuts, a reform to the value added tax and the implementation of a
financial transactions tax.

Under the power granted to President Chavez by the Enabling Law, the Hydrocarbons Law was enacted in November 2001. This law ratified the
exclusive ownership rights of the state over PDVSA, the state oil company. Primary activities of exploration, extraction and storage are reserved
for state enterprises or companies in which the state has a majority stake. The law reduced the maximum income tax rate for oil companies from
67% to 34% and increased royalties based on production and prices from 16.7% to 30%, one of the highest in any oil-producing country. The
revenue impact of the royalty increase was in excess of the anticipated income tax reduction, making several PDVSA projects unprofitable. The
Hydrocarbons Law limited the potential for foreign investments in the country s oil sector by reserving exploration, extraction and storage for
state-owned enterprises or those companies in which the state is a majority shareholder requiring legislative approval for all joint ventures and
strategic alliances pursuant to the Public Patrimony Safeguard Act and the Public Credit Act. Additionally, the National Assembly retains the
right to modify the terms of any proposed joint venture or strategic alliance. These factors have limited investors willingness to participate in
financing of Government-controlled projects. Under the law, privately owned companies are allowed to operate in the refining sector but the
Government has the right to set prices of refined products sold in the domestic market.

On December 2, 2002 opposition groups called for a national general strike that included both the private sector and the oil industry, which
accounts for approximately 81% of the country s exports. As a result, Venezuela s oil production was drastically reduced. The irreconcilable
positions of the Government and the opposition and oil industry leaders resulted in a longer-than-expected strike during which almost all
commercial and economic activity was suspended. The opposition partially called off the strike on February 2, 2003 and commercial activity has
since partially recovered. Oil industry leaders have decided to remain on strike until fired employees are rehired.

Recognizing the lasting damaging effects of the December 2002 strike on the economy and the country s international reserves, the Government
took action to reduce public expenditures, suspend the trading of foreign currency and, most recently, introduced an exchange control regime.

Different Corporate Disclosure and Governance

The securities laws of Venezuela, which govern publicly traded companies such as the Company, differ from those in the United States in

certain important respects. Publicly available information about issuers of securities listed on the Venezuelan stock exchanges provides less

detail in certain respects than information regularly published by or about listed companies in the United States or certain other countries.

Although the Company is subject to the periodic reporting requirements of the U.S. Exchange Act of 1934 (the Exchange Act ), the periodic
disclosure required for foreign issuers under the Exchange Act is more limited than the periodic disclosure required for U.S. issuers. In addition,

the Venezuelan securities market is not as highly regulated and supervised as the United States securities market. Minority stockholders of the
Company may also have fewer and less well defined rights under Venezuelan law and CANTV s Estatutos (the By-laws ) than they might have as
minority stockholders of a corporation incorporated in the United States. See Item 10. Additional Information Memorandum and Articles of
Association.

The liability of stockholders of a Venezuelan company, such as CANTYV, including holders of Class D Shares, for the company s losses is
generally limited to their shareholdings in the company. The Venezuelan Commercial Code provides, however, that in the event that a company s
accumulated losses
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(calculated in accordance with Venezuelan GAAP on a constant bolivar basis), reduce stockholders equity to an amount equal to or less than
two-thirds of the company s capital stock (i.e., the aggregate of the par value of the company s outstanding capital stock on a nominal bolivar
basis) a stockholders meeting must be convened. At such meeting the stockholders must consider whether to: (i) liquidate the company, (ii)
reduce the company s capital stock to an amount equal to the company s remaining stockholders equity, (iii) require capital contributions from
stockholders to the extent required so that stockholders equity is equal to more than two-thirds of the company s capital stock or (iv) take none of
the foregoing actions. If accumulated losses reduce stockholders equity to an amount equal to or less than one-third of the company s capital
stock, the company must be liquidated unless a stockholders meeting is convened at which the stockholders determine to: (i) reduce the
company s capital stock to the company s remaining stockholders equity or (ii) require capital contributions from stockholders to the extent
required so that stockholders equity is equal to more than two-thirds of the company s capital stock. If the stockholders decide to require capital
contributions or to increase the capital stock as described above, each stockholder is required under penalty of forfeiture of such stockholders
shares, to contribute additional capital to the company based upon the number of shares that it holds, provided that any stockholder that did not
attend the meeting in person or by proxy or that voted against the increase of capital is entitled to withdraw from the company and to receive an
amount equal to the book value per share for the number of shares that it holds, calculated based upon the company s most recent unconsolidated
balance sheet that has been approved at a meeting of the company s stockholders.

The primary differences between U.S. GA