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Questions & Answers on the presentation of “Petrozuata’ use of debt financing”

by Team 7 (Anna Pakman, Jieming Wang, Jim Tobin, & Ricky Chen)

1. Aren’t investors scared that Chavez is going to close Venezuela to foreigners, hence Petrozuata?

This deal was passed in 1997 and Chavez was elected in 1998 so investors couldn’t foresee the results of the election with absolute certainty. Also, Chavez had no incentives to close Venezuela to Conoco in particular as Conoco brought core competencies that were necessary to the success of the project. Petrozuata represented a large cash inflow for Venezuela and these gains are attractive were attractive to Chavez as the government, through PDVSA, had a 49.9% stake in the joint venture. 

2. When DuPont sold Conoco, who did they sell it to?

It was spun off in a divestiture, 30% of shares were sold on the market and 70% were traded with Dupont shareholders for their Dupont stock. 

3. What caused the inflation in the country was it something triggered by the split between Conoco & DuPont?

Dupont’s decision on spinning off Conoco didn’t trigger inflation in Venezuela.  In 1998, the inflation rate was around 27%, which eventually had decreased from the previous year’s inflation rate, 37%.   The actual cause of the high inflation rate in 1998 and 1999 was because of the sudden increase of interest rate.  The reasons that Venezuela wanted to maintain at such high interest rate were because Venezuelan government hoped that by raising its interest rate it would be able to avoid capital flight (capital flow out of the country) and to attract foreign investors to keep and invest their money in that country.   

4. I’m still not positive on what the main advantage of Rule 144A Bonds is?

They give investors more flexibility to manage their portfolios. Unlike other bonds, it can only be sold to professional investors who have at least $100 million in their investment asset.  From the company’s perspective (issuer), it is cheaper to issue Rule 144A bonds compared to other types of bond and it has a short timeline to market, because issuers do not need to go through the SEC registration process and companies can issue Rule 144A immediately after it meets the requirements.     Here is a link on the topic of Rule 144A bonds: http://www.seixadvisors.com/pdfdocs/Rule144A.pdf
5. How did Pertrozuata deal with the debt payments during the strike?

In late 2002 and early 2003, there was a strike that going on in Venezuela and Pertrozuata was shut down for two months by that reason.   But Pertrozuata was still able to cover its operating expense as well as its debt obligation.  It was because Pertrozuata had saved some cash from previous months before the strike occurred.  So when the strike occurred, Pertrozuata used those savings to pay its debt interests. 
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