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FORWARD-LOOKING STATEMENTS

Some of the information contained in this annual report are forward-looking statements within

the meaning of Section 27A of the Securities Act of 1933, as amended, or Securities Act, and

Section 21E of the Securities Exchange Act of 1934, as amended, or Exchange Act, that are

not based on historical facts and are not assurances of future results. Many of the

forward-looking statements contained in this annual report may be identified by the use of
forward-looking words, such as “believe,” “expect,” “anticipate,” “should,” “planned,” “estimate” anc
“potential,” among others. We have made forward-looking statements that address, among

other things:

o our marketing and expansion strategy;
o our exploration and production activities, including drilling;

o our activities related to refining, import, export, transportation of oil, natural gas and oil
products, petrochemicals, power generation, biofuels and other sources of renewable energy;

o our projected and targeted capital expenditures and other costs, commitments and
revenues;

o our liquidity and sources of funding;

o our development of additional revenue sources; and

o the impact, including cost, of acquisitions.

Our forward-looking statements are not guarantees of future performance and are subject to
assumptions that may prove incorrect and to risks and uncertainties that are difficult to
predict. Our actual results could differ materially from those expressed or forecast in any
forward-looking statements as a result of a variety of factors. These factors include, among
other things:

o our ability to obtain financing;

o general economic and business conditions, including crude oil and other commodity
prices, refining margins and prevailing exchange rates;

o global economic conditions;
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o our ability to find, acquire or gain access to additional reserves and to develop our
current reserves successfully;

o uncertainties inherent in making estimates of our oil and gas reserves, including recently
discovered oil and gas reserves;

o competition;
o technical difficulties in the operation of our equipment and the provision of our services;

o changes in, or failure to comply with, laws or regulations;

o receipt of governmental approvals and licenses;
o international and Brazilian political, economic and social developments;
3
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o natural disasters, accidents, military operations, acts of sabotage, wars or embargoes;
and

o the cost and availability of adequate insurance coverage.

For additional information on factors that could cause our actual results to differ from
expectations reflected in forward-looking statements, see “Risk Factors” in this annual report.

All forward-looking statements attributed to us or a person acting on our behalf are qualified
in their entirety by this cautionary statement. We undertake no obligation to publicly update
or revise any forward-looking statements, whether as a result of new information or future
events or for any other reason.

The crude oil and natural gas reserve data presented or described in this annual report are
only estimates, and our actual production, revenues and expenditures with respect to our
reserves may materially differ from these estimates.

11
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GLOSSARY OF PETROLEUM INDUSTRY TERMS

Unless the context indicates otherwise, the following terms have the meanings shown below:

ANEEL

ANP

API

Barrels
BNDES

BSR
Condensate

CNPE

CVM

Deep water
Distillation

EWT
Exploration area

FPSO
Heavy (crude) oil
Intermediate (crude) oil

Light (crude) oil
LNG

The Agéncia Nacional de Energia Elétrica (National Electrical Energy
Agency), or ANEEL, is the federal agency that regulates the
electricity industry in Brazil.

The Agéncia Nacional de Petroleo, Gas Natural e Biocombustiveis
(National Petroleum, Natural Gas and Biofuels Agency), or ANP, is
the federal agency that regulates the oil, natural gas and renewable
fuels industry in Brazil.

Standard measure of oil density developed by the American
Petroleum Institute.

Standard measure of crude oil volume.

The Banco Nacional de Desenvolvimento Econémico e Social (the
Brazilian Development Bank)

Buoyancy supported riser.

Light hydrocarbon substances produced with natural gas, which
condense into liquid at normal temperature and pressure.

The Conselho Nacional de Politica Energética (National Energy
Policy Council), or CNPE, is an advisory body of the President of the
Republic assisting in the formulation of energy policies and
guidelines.

The Comissao de Valores Mobiliarios (Securities and Exchange
Commission) of Brazil, or CVM.

Between 300 and 1,500 meters (984 and 4,921 feet) deep.

A process by which liquids are separated or refined by vaporization
followed by condensation.

Extended well test.

A region in Brazil under a regulatory contract without a known
hydrocarbon accumulation or with a hydrocarbon accumulation that
has not yet been declared commercial.

Floating Production, Storage and Offloading Unit.

Crude oil with API density less than or equal to 22°.

Crude oil with API density higher than 22° and less than or equal to
31°.

Crude oil with API density higher than 31°.

Liquefied natural gas.

12
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LPG

MME

MPBM

NGLs

Oil

PLSV

Post-salt reservoir

Pre-salt reservoir

Proved reserves

Proved developed
reserves

Table of Contents

Liquefied petroleum gas, which is a mixture of saturated and
unsaturated hydrocarbons, with up to five carbon atoms, used as
domestic fuel.

The Ministério de Minas e Energia (Ministry of Mines and Energy) of
Brazil.

The Ministério do Planejamento, Orcamento e Gestao (Ministry of
Planning, Budget and Management) of Brazil.

Natural gas liquids, which are light hydrocarbon substances
produced with natural gas, which condense into liquid at normal
temperature and pressure.

Crude oil, including NGLs and condensates.

Pipe laying support vessel.

A geological formation containing oil or natural gas deposits located
above a salt layer.

A geological formation containing oil or natural gas deposits located
beneath a salt layer.

Consistent with the definitions in Rule 4-10(a) of Regulation S-X,
proved oil and gas reserves are those quantities of oil and gas,
which, by analysis of geoscience and engineering data, can be
estimated with reasonable certainty to be economically producible
- from a given date forward, from known reservoirs, and under
existing economic conditions, operating methods, and government
regulations. Existing economic conditions include prices and costs
at which economic producibility from a reservoir is to be
determined. The price is the average price during the 12-month
period prior to December 31, 2013, unless prices are defined by
contractual arrangements, excluding escalations based upon future
conditions. The project to extract the hydrocarbons must have
commenced or we must be reasonably certain that we will
commence the project within a reasonable time.

Reserves which can be produced economically through application
of improved recovery techniques (such as fluid injection) are
included in the “proved” classification when successful testing by a
pilot project, or the operation of an installed program in the
reservoir, provides support for the engineering analysis on which
the project or program was based.

Reserves that can be expected to be recovered: (i) through existing
wells with existing equipment and operating methods or in which
the cost of the required equipment is relatively minor compared to
the cost of a new well; and (ii) through installed extraction

14
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equipment and infrastructure operational at the time of the
reserves estimate if the extraction is by means not involving a well.

15
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Proved undeveloped Reserves that are expected to be recovered from new wells on

reserves undrilled acreage, or from existing wells where a relatively major
expenditure is required. Reserves on undrilled acreage are limited
to those directly offsetting development spacing areas that are
reasonably certain of production when drilled, unless evidence
using reliable technology exists that establishes reasonable
certainty of economic producibility at greater distances.

Undrilled locations are classified as having undeveloped reserves
only if a development plan has been adopted indicating that they
are scheduled to be drilled within five years, unless the specific
circumstances justify a longer time. Proved undeveloped reserves
do not include reserves attributable to any acreage for which an
application of fluid injection or other improved recovery technique
is contemplated, unless such techniques have been proved
effective by actual projects in the same reservoir or an analogous
reservoir or by other evidence using reliable technology
establishing reasonable certainty.

SS Semi-submersible unit.
Synthetic oil and syntheticA mixture of hydrocarbons derived by upgrading (i.e., chemically
gas altering) natural bitumen from oil sands, kerogen from oil shales, or

processing of other substances such as natural gas or coal.
Synthetic oil may contain sulfur or other non-hydrocarbon
compounds and has many similarities to crude oil.

TLWP Tension Leg Wellhead Platform.

Total depth Total depth of a well, including vertical distance through water and
below the mudline.

Ultra-deep water Over 1,500 meters (4,921 feet) deep.

CONVERSION TABLE

1 acre = 43,560 square feet = 0.004047 km?2

1 barrel = 42 U.S. gallons = Approximately 0.13 t of oil

1 boe = 1 barrel of crude oil = 6,000 cf of natural gas
equivalent

1 m3 of natural gas = 35.315 cf = 0.0059 boe

1 km = 0.6214 miles

1 meter = 3.2808 feet

16
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= 1,000 kilograms of crude oil = Approximately 7.5 barrels of crude oil
(assuming an atmospheric pressure
index gravity of 37° API)

17



Edgar Filing: PETROBRAS - PETROLEO BRASILEIRO SA - Form 20-F

Table of Contents

ABBREVIATIONS

bbl Barrels

bcf Billion cubic feet

bn Billion (thousand million)

bnbbl Billion barrels

bncf Billion cubic feet

bnms3 Billion cubic meters

boe Barrels of oil equivalent

bnboe Billion barrels of oil equivalent

bbl/d Barrels per day

cf Cubic feet

GWh One gigawatt of power supplied or demanded for one hour

km Kilometer

km?2 Square kilometers

m3 Cubic meter

mbbl Thousand barrels

mbbl/d Thousand barrels per day

mboe Thousand barrels of oil equivalent

mboe/d Thousand barrels of oil equivalent per day

mcf Thousand cubic feet

mcf/d Thousand cubic feet per day

mm?3 Thousand cubic meters

mm3/d Thousand cubic meters per day

mm3/y Thousand cubic meter per year

mmbbl Million barrels

mmboe Million barrels of oil equivalent

mmcf Million cubic feet

mmcf/d Million cubic feet per day

mmm3 Million cubic meters

mmm3/d Million cubic meters per day

mmt Million metric tons

mmt/y Million metric tons per year

MW Megawatts

MWavg Amount of energy (in MWh) divided by the time (in hours) in which such
energy is produced or consumed

MWh One megawatt of power supplied or demanded for one hour

ppm Parts per million

P$ Argentine pesos

R$ Brazilian reais

t Metric ton

18
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PRESENTATION OF FINANCIAL AND OTHER INFORMATION

This is the annual report of Petréleo Brasileiro S.A.—Petrobras, or Petrobras. Unless the
context otherwise requires, the terms “Petrobras,” “we,” “us,” and “our” refer to Petrdleo Brasileiro

S.A.—Petrobras and its consolidated subsidiaries, joint operations and structured entities.

We currently issue notes in the international capital markets through our wholly-owned
finance subsidiary Petrobras Global Finance B.V., or PGF, a private company with limited
liability incorporated under the law of The Netherlands. We have also used our wholly-owned
subsidiary Petrobras International Finance Company S.A., or PifCo, as a vehicle to issue notes.
We fully and unconditionally guarantee the notes issued by PGF and PifCo, and neither of
them is required to file periodic reports with the U.S. Securities and Exchange Commission, or
SEC. See note 38 to our audited consolidated financial statements.

In this annual report, references to “real,” “reais” or “R$” are to Braaban and references to
“U.S. dollars” or “U.S.$” are to United States dollars. Certain figures included in this annual report
have been subject to rounding adjustments; accordingly, figures shown as totals in certain
tables may not be an exact arithmetic aggregation of the figures that precede them.

Our audited consolidated financial statements as of and for each of the three years ended
December 31, 2013, 2012 and 2011 and the accompanying notes contained in this annual
report have been presented in U.S. dollars and prepared in accordance with International
Financial Reporting Standards, or IFRS, issued by the International Accounting Standards
Board, or IASB. See Item 5. “Operating and Financial Review and Prospects” and Note 2 to our
audited consolidated financial statements. Petrobras applies IFRS in its statutory financial
statements prepared in accordance with Brazilian Corporate Law and regulations promulgated
by the CVM.

Our IFRS financial statements filed with the CVM are presented using reais, while the
presentation currency of the audited consolidated financial statements included herein is the
U.S. Dollar. The functional currency of Petrobras and all of its Brazilian subsidiaries is the
real. The functional currency of Petrobras Argentina is the Argentine peso, and the functional
currency of most of our other entities that operate internationally is the U.S. Dollar. As
described more fully in Note 2.2 to our audited consolidated financial statements, the U.S.
dollar amounts for the periods presented have been translated from the real amounts in
accordance with the criteria set forth in IAS 21 - “The effects of changes in foreign exchange
rates.” Based on IAS 21, we have translated all assets and liabilities into U.S. dollars at the
exchange rate as of the date of the balance sheet and all accounts in the statement of income
and statement of cash flows at the average rates prevailing during the corresponding year.

Unless the context otherwise indicates:

20
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o historical data contained in this annual report that were not derived from the audited
consolidated financial statements have been translated from reais on a similar basis;

o forward-looking amounts, including estimated future capital expenditures and
investments, have all been based on our Petrobras 2030 Strategic Plan, approved on February
25, 2014, which covers the period from 2014 to 2030, and on our 2014-2018 Business and
Management Plan (“2014-2018 Plan”), and have been projected on a constant basis and have
been translated from reais at an estimated average exchange rate of R$2.23 to U.S.$1.00 in
2014, and the real strengthening against the U.S. dollar to R$1.92 in the long term, in
accordance with our 2014-2018 Plan. In addition, in accordance with our 2014-2018 Plan,
future calculations involving an assumed price of crude oil have been calculated using a Brent
crude oil price of U.5.$105.00 per barrel for 2014, declining to U.S.$ 100.00 per barrel in
2017, and to U.S5.$95.00 per barrel in the long term, adjusted for our quality and location
differences, unless otherwise stated; and

21
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o estimated future capital expenditures and investments are based on the most recently
budgeted amounts, which may not have been adjusted to reflect all factors that could affect
such amounts.

PRESENTATION OF INFORMATION CONCERNING RESERVES

Petrobras applies the SEC rules for estimating and disclosing oil and gas reserve quantities
included in this annual report. In accordance with those rules, first adopted by Petrobras at
the end of 2009, reserve volumes have been estimated using the average prices calculated as
the unweighted arithmetic average of the first-day-of-the-month price for each month within
the 12-month period prior to the end of the reporting period and include non-traditional
reserves, such as synthetic oil and gas. In addition, the amended rules also adopted a reliable
technology definition that permits reserves to be added based on field-tested technologies.

DeGolyer and MacNaughton (D&M) used our reserves estimates to conduct a reserves audit of
96% of our net proved crude oil, condensate and natural gas reserves as of December 31,
2013 in certain properties we own in Brazil. In addition, D&M used its own estimates of our
reserves to conduct a reserves evaluation of 100% of the net proved crude oil, condensate,
NGL and natural gas reserves as of December 31, 2013 from the properties we operate in
Argentina. Furthermore, D&M used our reserves estimates to conduct a reserves evaluation of
100% of the net proved crude oil, condensate and natural gas reserves as of December 31,
2013 in certain properties we operate in the United States. The reserves estimates were
prepared in accordance with the reserves definitions in Rule 4-10(a) of Regulation S-X. All
reserves estimates involve some degree of uncertainty. See Item 3. “Key Information—Risk
Factors—Risks Relating to Our Operations” for a description of the risks relating to our reserves
and our reserve estimates.

On January 15, 2014, we filed reserve estimates for Brazil with the ANP, in accordance with
Brazilian rules and regulations, totaling net volumes of 13.5 bnbbl of crude oil and condensate
and 14.8 trillion cubic feet of natural gas. The reserve estimates filed with the ANP were
approximately 27.4% higher than those provided herein in terms of oil equivalent. This
difference is due to: (i) the ANP requirement to estimate proved reserves through the
technical-economical abandonment of production wells, as opposed to limiting reserve
estimates to the life of the concession contracts as required by Rule 4-10 of Regulation S-X;
and (ii) different technical criteria for booking proved reserves, including the use of future oil
prices projected by Petrobras as opposed to the SEC requirement that the 12-month average
price be used to determine the economic producibility of the reserves.

We also file reserve estimates from our international operations with various governmental
agencies under the guidelines of the Society of Petroleum Engineers, or SPE. The aggregate
reserve estimates from our international operations, under SPE guidelines, amounted to 0.4
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bnbbl of crude oil, condensate and NGLs and 1.3 trillion cubic feet of natural gas as of
December 31, 2013, which is approximately 2% higher than the reserve estimates calculated
under Regulation S-X, as provided herein. This difference is due to different technical criteria
for booking proved reserves, including the use of future oil prices projected by Petrobras as
opposed to the SEC requirement that the 12-month average price be used to determine the
economic producibility of the reserves.

PART I

Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

10
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Item 3. Key Information

Selected Financial Data

This section contains selected consolidated financial data presented in U.S. dollars and
prepared in accordance with IFRS as of and for each of the five years ended December 31,
2013, 2012, 2011, 2010 and 2009, derived from our audited consolidated financial
statements, which were audited by PricewaterhouseCoopers Auditores Independentes-PwC
for the years ended December 31, 2013 and 2012 and KPMG Auditores Independentes for the

three years ended December 31, 2011, 2010 and 20009.

The information below should be read in conjunction with, and is qualified in its entirety by
reference to, our audited consolidated financial statements and the accompanying notes and

Item 5. “Operating and Financial Review and Prospects.”
BALANCE SHEET DATA

IFRS Summary Financial Data

As of December 31,

2013 2012 2011 2010M™

(U.S.$ million)
Assets:
Cash and cash equivalents 15,868 13,520 19,057 17,655
Marketable securities 3,885 10,431 8,961 15,612
Trade and other receivables,
net 9,670 11,099 11,756 10,845
Inventories 14,225 14,552 15,165 11,808
Assets classified as held for
sale 2,407 143 — -
Other current assets 6,600 8,049 9,653 7,639
Long-term receivables 18,782 18,856 18,962 22,637
Investments 6,666 6,106 6,530 6,957
Property, plant and
equipment 227,901 204,901 182,918 168,104
Intangible assets 15,419 39,739 43,412 48,937
Total assets 321,423 327,396 316,414 310,194

Liabilities and
shareholders’ equity:

2009™

16,222
77

8,147
11,103

6,629
19,991
4,620

128,754
3,899
199,442

24



Edgar Filing: PETROBRAS - PETROLEO BRASILEIRO SA - Form 20-F

Total current liabilities 35,226 34,070 36,364 33,577 31,067
Non-current liabilities(1) 30,839 42,976 34,744 30,251 23,809
Long-term debt(2) 106,235 88,484 72,718 60,417 48,963
Total liabilities 172,300 165,530 143,826 124,245 103,839
Shareholders’ equity

Share capital 107,371 107,362 107,355 107,341 33,790
Reserves and other

comprehensive income 41,156 53,352 63,961 76,769 60,579

Shareholders' equity

attributable to the

shareholders of Petrobras 148,527 160,714 171,316 184,110 94,369
Non-controlling interests 596 1,152 1,272 1,839 1,234
Total shareholders' equity 149,123 161,866 172,588 185,949 95,603
Total liabilities and

shareholders' equity 321,423 327,396 316,414 310,194 199,442
(1) Excludes long-term debt.

(2) Excludes current portion of long-term debt.

(*) Amounts restated, as set out in Note 2.3 to our audited consolidated financial

statements. Amounts for 2010 and 2009 have not been restated, as the effects are not
material.
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INCOME STATEMENT DATA

IFRS Summary Financial Data

Sales revenues
Net income before
financial results,
profit sharing and
income taxes

Net income
attributable to the
shareholders of
Petrobras
Weighted average
number of shares
outstanding:
Common
Preferred

Net income before
financial results,
profit sharing and
income taxes per:
Common and
Preferred shares
Common and
Preferred ADS
Basic and diluted
earnings per:
Common and
Preferred shares
Common and
Preferred ADS
Cash dividends
per(l):

Common shares
Preferred shares
Common ADS
Preferred ADS

For the Year Ended December 31,

Table of Contents

2013 2009
(U.S.$ million, except for share and per share data)
141,462 144,103 145,915 120,452 91,146
16,214 16,900 27,285 26,372 22,923
11,094 11,034 20,121 20,055 15,308

7,442,454,1427,442,454,142
5,602,042,7885,602,042,788

1.24

2.48

0.85

1.70

0.22
0.41
0.44
0.82

1.30

2.60

0.85

1.70

0.24
0.48
0.48
0.96

7,442,454,1425,683,061,4305,073,347,344
5,602,042,7884,189,764,6353,700,729,396

2.09

4.18

1.54

3.08

0.53
0.53
1.06
1.06

2.67

5.34

2.03

4.06

0.70
0.70
1.40
1.40

2.61

5.22

1.74
3.48
0.59
0.59
1.18
1.18
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Pre-tax.
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RISK FACTORS
Risks Relating to Our Operations
Exploration and production of oil in deep and ultra-deep waters involves risks.

Exploration and production of oil involves risks that are increased when carried out in deep
and ultra-deep waters. The majority of our exploration and production activities are carried
out in deep and ultra-deep waters, and the proportion of our deepwater activities will remain
constant or increase due to the location of our pre-salt reservoirs in deep and ultra-deep
waters. Our activities, particularly in deep and ultra-deep waters, present several risks, such
as the risk of oil spills, explosions on platforms and in drilling operations and natural disasters.
The occurrence of any of these events or other incidents could result in personal injuries, loss
of life, severe environmental damage with the resulting containment, clean-up and repair
expenses, equipment damage and liability in civil and administrative proceedings.

Our insurance policies do not cover all liabilities, and insurance may not be available for all
risks. There can be no assurance that incidents will not occur in the future, that insurance will
adequately cover the entire scope or extent of our losses or that we will not be found liable in
connection with claims arising from these and other events.

International prices of crude oil, oil products and natural gas may affect us
differently than our competitors and may cause our results to differ from our
competitors in periods of higher international prices.

International prices for oil and oil products are volatile and have a significant effect on us. We
may not adjust our prices for products sold in Brazil when the international prices of crude oil
and oil products increase, or when the real in relation to the U.S. Dollar depreciates, which
could have a negative impact on our results of operations.

The majority of our revenue is derived primarily from sales in Brazil of crude oil and oil
products and, to a lesser extent, natural gas. Changes in crude oil prices typically result in
changes in prices for oil products and natural gas. Historically, international prices for crude
oil, oil products and natural gas have fluctuated widely as a result of many global and regional
factors. Volatility and uncertainty in international prices for crude oil, oil products and natural
gas may continue. Substantial or extended declines in international crude oil prices may have
a material adverse effect on our business, results of operations and financial condition, and
the value of our proved reserves.

Our pricing policy in Brazil seeks to align the price of oil and oil products with international
prices over the long term, however we do not necessarily adjust our prices for diesel, gasoline
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and other products to reflect oil price volatility in the international markets or short term
movements in the value of the real. Based on the decisions of the Brazilian federal
government, as our controlling shareholder, we have, and may continue to have, periods
during which our product prices will not be at parity with international product prices (See
“—Risks Relating to Our Relationship with the Brazilian Federal Government—The Brazilian
federal government, as our controlling shareholder, may pursue certain macroeconomic and
social objectives through us that may have a material adverse effect on us.”).

As a result, when we are a net importer by volume of oil and oil products to meet the Brazilian
demand, increases in the price of crude oil in the international markets may have a negative
impact on our costs of sales and margins, since the cost to acquire such oil and oil products
may exceed the price at which we are able to sell these products in Brazil. A similar effect
occurs when the real depreciates in relation to the U.S. dollar, as we sell oil and oil products
in Brazil in reais and international prices for crude oil and oil products are set in U.S. dollars. A
depreciation of the real increases our cost of imported oil and oil products, without a
corresponding increase in our revenues unless we are able to increase the price at which we
sell products in Brazil.
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Our ability to maintain our long-term growth objectives for oil production depends
on our ability to successfully develop our reserves.

Our ability to maintain our long-term growth objectives for oil production, including those
defined in our 2014-2018 Plan and our 2030 Strategic Plan, is highly dependent upon our
ability to successfully develop our existing reserves and, in the long term, upon our ability to
obtain additional reserves. The development of the sizable reservoirs in deep and ultra-deep
waters, including the pre-salt reservoirs that have been assigned to us by the Brazilian federal
government, has demanded and will continue to demand significant capital investments. A
primary operational challenge, particularly for the pre-salt reservoirs, will be (i) securing the
critical resources that are necessary to meet our production targets, (ii) allocating our
resources to build the necessary equipment and deploy such equipment at considerable
distances from the shore and (iii) securing a qualified labor force and offshore oil services to
develop reservoirs of such size and magnitude in a timely manner. We cannot guarantee that
we will have or will be able to obtain, in the time frame that we expect, sufficient resources
necessary to exploit the reservoirs in deep and ultra-deep waters that have been licensed and
assigned to us, or that may be licensed to us in the future, including as a result of the
enactment of the new regulatory model for the oil and gas industry in Brazil.

Our exploration activities also expose us to the inherent risks of drilling, including the risk that
we will not discover commercially productive crude oil or natural gas reserves. The costs of
drilling wells are often uncertain, and numerous factors beyond our control (such as
unexpected drilling conditions, equipment failures or incidents, and shortages or delays in the
availability of drilling rigs and the delivery of equipment) may cause drilling operations to be
curtailed, delayed or cancelled. In addition, increased competition in the oil and gas sector in
Brazil may increase the costs of obtaining additional acreage in bidding rounds for new
concessions. We may not be able to maintain our long-term growth objectives for oil
production unless we conduct successful exploration and development activities of our large
reservoirs in a timely manner.

It may be difficult for us to obtain financing for our planned investments, which
may have a material adverse effect on us.

Under our 2014-2018 Plan, we intend to invest U.5.$220.6 billion from 2014 to 2018,
U.S.$206.8 billion of which is for projects already being implemented or under a bidding
process. The remaining U.5.$13.8 billion is for the portfolio under evaluation with projects that
are still in the planning phase of development and subject to further approvals by our
management. In addition, approximately 23.7% of our existing debt (principal), or U.5.$26.7
billion, will mature in the next three years.
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Our debt, net of cash, cash equivalents and marketable securities, increased by 31% to
U.S.$94,483 million as of December 31, 2013 compared to U.5.$72,012 million as of
December 31, 2012, as our cash flow from operations has been less than the resources
needed to fund our capital expenditures and payment of dividends. This is partly because we
have not fully adjusted the prices for our products in Brazil to international levels.

In order to implement our 2014-2018 Plan, including the development of our oil and natural
gas exploration activities in the pre- and post-salt layers and the development of refining
capacity sufficient to process increasing production volumes, we will need to raise significant
amounts of debt capital in the financial and capital markets, as well as to adjust our product
pricing to international levels. We may not be able to obtain the necessary financing or to
adjust our prices in order to implement our 2014-2018 Plan.
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Our crude oil and natural gas reserve estimates involve some degree of
uncertainty, which could adversely affect our ability to generate income.

Our proved crude oil and natural gas reserves set forth in this annual report are the estimated
quantities of crude oil, natural gas and NGLs that geological and engineering data
demonstrate with reasonable certainty to be recoverable from known reservoirs under
existing economic and operating conditions (i.e., prices and costs as of the date the estimate
is made) according to applicable regulations. Our proved developed crude oil and natural gas
reserves are reserves that can be expected to be recovered through existing wells with
existing equipment and operating methods. There are uncertainties in estimating quantities
of proved reserves related to prevailing crude oil and natural gas prices applicable to our
production, which may lead us to make revisions to our reserve estimates. Downward
revisions in our reserve estimates could lead to lower future production, which could have an
adverse effect on our results of operations and financial condition.

We do not own any of the subsoil accumulations of crude oil and natural gas in
Brazil.

Under Brazilian law, the Brazilian federal government owns all subsoil accumulations of crude
oil and natural gas in Brazil and the concessionaire owns the oil and gas it produces from
those subsoil accumulations pursuant to concession agreements. We possess the exclusive
right to develop the volumes of crude oil and natural gas included in our reserves pursuant to
concession agreements awarded to us by the Brazilian federal government, and we own the
hydrocarbons we produce under those concession agreements. Access to crude oil and
natural gas reserves is essential to an oil and gas company’s sustained production and
generation of income, and our ability to generate income would be adversely affected if the
Brazilian federal government were to restrict or prevent us from exploiting these crude oil and
natural gas reserves. In addition, we may be subject to fines by the ANP and our concessions
may be revoked if we do not comply with our obligations under our concession agreements.

The Assignment Agreement we entered into with the Brazilian federal government
is a related party transaction subject to future price readjustment.

The transfer of oil and gas exploration and production rights to us related to specific pre-salt
areas is governed by the Assignment Agreement, which is a contract between the Brazilian
federal government, our controlling shareholder, and us. The negotiation of the Assignment
Agreement involved significant issues, including (1) the area covered by the assignment of
rights, consisting of exploratory blocks; (2) the volume, on a barrel of oil equivalent basis, that
we can extract from this area; (3) the price to be paid for the assignment of rights; (4) the
terms of any subsequent revision of the contract price and volume; and (5) the terms of the
reallocation of volumes among the exploratory blocks assigned to us.
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The Assignment Agreement includes provisions for a subsequent revision of the contract
terms, including the price we paid for the rights we acquired. The future negotiation with the
Brazilian federal government will be conducted in accordance with the terms of the
Assignment Agreement and will be based on a number of factors, including assumptions
regarding the timing of our oil and gas production, operating and investment costs, and the
value of the crude oil at prevailing international prices at the time of the declaration of
commerciality of the relevant pre-salt area. At the time the Assignment Agreement was
negotiated, the initial contract price paid by us was based on an assumed Brent oil crude
price of approximately U.S.$80 per barrel. Once the revision process is concluded pursuant to
the terms of the Assignment Agreement, if the revised contract price is higher than the initial
contract price, we will either make an additional payment to the Brazilian federal government
or reduce the amount of barrels of oil equivalent subject to the Assignment Agreement.

In December 2013, we began negotiations for the revision process of the Assignment
Agreement with the Brazilian government. See Item 4. “Exploration and Production-Santos
Basin” and Item 10. “Material contracts—Assignment Agreement” for further information. During
the term of the Assignment Agreement, novel issues may arise in the implementation of the
revision process and other provisions that will require further negotiations.

15

33



Edgar Filing: PETROBRAS - PETROLEO BRASILEIRO SA - Form 20-F

Table of Contents

We are subject to numerous environmental, health and safety regulations and
industry standards that are becoming more stringent and may result in increased
capital and operating expenditures and decreased production.

Our activities are subject to a wide variety of federal, state and local laws, regulations and
permit requirements relating to the protection of human health, safety and the environment,
both in Brazil and in other jurisdictions in which we operate, as well as to evolving industry
standards and best practices. Particularly in Brazil, our oil and gas business is subject to
extensive regulation by several governmental agencies, including the ANP, ANEEL, Agéncia
Nacional de Transportes Aquaviarios (Brazilian Water Transportation Agency), or ANTAQ and
Agéncia Nacional de Transportes Terrestres (Brazilian Land Transportation Agency), or ANTT.
Failure to observe or comply with these laws and regulations could result in penalties that
could adversely affect our operations. In Brazil, for example, we could be exposed to
administrative and criminal sanctions, including warnings, fines and closure orders for
non-compliance with these environmental, health and safety regulations, which, among other
things, limit or prohibit emissions or spills of toxic substances produced in connection with our
operations. Waste disposal and emissions regulations may also require us to clean up or
retrofit our facilities at substantial cost and could result in substantial liabilities. The Instituto
Brasileiro do Meio Ambiente e dos Recursos Naturais Renovaveis (Brazilian Institute of the
Environment and Renewable Natural Resources, or IBAMA) and the ANP routinely inspect our
facilities, and may impose fines, restrictions on operations, or other sanctions in connection
with its inspections, including unexpected, temporary shutdowns and delays resulting in
decreased production. In addition, we are subject to environmental laws that require us to
incur significant costs to cover damage that a project may cause to the environment. These
additional costs may have a negative impact on the profitability of the projects we intend to
implement or may make such projects economically unfeasible.

As environmental, health and safety regulations become more stringent with evolving
industry standards, and as new laws and regulations relating to climate change, including
carbon controls, become applicable to us, it is probable that our capital expenditures and
investments for compliance with such laws and regulations and industry standards will
increase substantially in the future. In addition, if compliance with such laws, regulations and
industry standards results in significant unplanned shutdowns, this may have a material
adverse effect on our production. We also cannot guarantee that we will be able to maintain
or renew our licenses and permits if they are revoked or if the applicable environmental
authorities oppose or delay their issuance or renewal. Increased expenditures to comply with
environmental, health and safety regulations to mitigate the environmental impact of our
operations or to restore the biological and geological characteristics of the areas in which we
operate may result in reductions in other strategic investments. Any substantial increase in
expenditures for compliance with environmental, health or safety regulations or reduction in
strategic investments and significant decreases in our production from unplanned shutdowns
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may have a material adverse effect on our results of operations or financial condition.

We may incur losses and spend time and money defending pending litigations and
arbitrations.

We are currently a party to numerous legal proceedings relating to civil, administrative,
environmental, labor and tax claims filed against us. These claims involve substantial
amounts of money and other remedies. Several individual disputes account for a significant
part of the total amount of claims against us. See Item 8. “Financial Information—Legal
Proceedings” and Note 31 to our audited consolidated financial statements included in this
annual report for a description of the legal proceedings to which we are subject. In the event
that claims involving a material amount and for which we have no provisions were to be
decided against us, or in the event that the losses estimated turn out to be significantly higher
than the provisions made, the aggregate cost of unfavorable decisions could have a material
adverse effect on our financial condition and results of operations. We may also be subject to
litigation and administrative proceedings in connection with our concessions and other
government authorizations, which could result in the revocation of such concessions and
government authorizations. In addition, our management may be required to direct its time
and attention to defending these claims, which could prevent them from focusing on our core
business. Depending on the outcome, certain litigation could result in restrictions on our
operations and have a material adverse effect on certain of our businesses.
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We are vulnerable to increased debt service resulting from depreciation of the real
in relation to the U.S. dollar and increases in prevailing market interest rates.

As of December 31, 2013, 80% of our financial debt liabilities are denominated in currencies
other than the real. A substantial portion of our indebtedness is, and is expected to continue
to be, denominated in or indexed to U.S. dollars and other foreign currencies. A depreciation
of the real against these other currencies will increase our debt service, as the amount of
reais necessary to pay principal and interest on foreign currency debt will increase with
depreciation.

This foreign exchange variation will have an immediate impact on our reported income,
except for a portion of our obligations denominated in U.S. dollars that are subject to our
hedge accounting policy. Additionally, following a devaluation of the real, some of our
operating expenses, capital expenditures, investments and import costs will increase. As
most of our revenues are denominated in reais, unless we increase the prices of our products
to reflect the depreciation, our cash generation relative to our capacity to service debt may
decline.

As of December 31, 2013, 52% of our total indebtedness consisted of floating rate debt.
Additionally, we have debt maturities that amount to U.5.$52.7 billion during the next five
years, a portion of which may be refinanced by issuing new debt. To the extent that such
floating rates rise, or the cost of debt increases when we refinance maturing obligations, we
may incur additional expenses. As we refinance our existing debt in the coming years, the mix
of our indebtedness may change, specifically as it relates to the ratio of fixed to floating
interest rates, the ratio of short-term to long-term debt, and the currencies in which our debt
is denominated or to which it is indexed. Such changes may increase our financing expenses.

Furthermore, we decided not to enter into third-party derivative contracts or make other
arrangements with third parties to hedge against the risk of an increase in interest rates.
Accordingly, if market interest rates rise, our financing expenses will increase, which could
have an adverse effect on our results of operations and financial condition.

We are not insured against business interruption for our Brazilian operations, and
most of our assets are not insured against war or sabotage.

We do not maintain insurance coverage for business interruptions of any nature for our
Brazilian operations, including business interruptions caused by labor action. If, for instance,
our workers were to strike, the resulting work stoppages could have an adverse effect on us.
In addition, we do not insure most of our assets against war or sabotage. Therefore, an attack
or an operational incident causing an interruption of our business could have a material
adverse effect on our financial condition or results of operations.
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Risks Relating to Our Relationship with the Brazilian Federal Government

The Brazilian federal government, as our controlling shareholder, may pursue
certain of its macroeconomic and social objectives through us that may have a
material adverse effect on us.

As our controlling shareholder, the Brazilian federal government has pursued, and may pursue
in the future, certain of its macroeconomic and social objectives through us, as permitted by
law. Brazilian law requires that the Brazilian federal government own a majority of our voting
stock, and so long as it does, the Brazilian federal government will have the power to elect a
majority of the members of our board of directors and, through them, a majority of the
executive officers who are responsible for our day-to-day management. As a result, we may
engage in activities that give preference to the objectives of the Brazilian federal government
rather than to our own economic and business objectives.
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Accordingly, we may make investments, incur costs and engage in sales on terms that may
have an adverse effect on our results of operations and financial condition. In particular, we
continue to assist the Brazilian federal government to ensure that the supply and pricing of
crude oil and oil products in Brazil meets Brazilian consumption requirements. Prior to
January 2002, prices for crude oil and oil products were regulated by the Brazilian federal
government, occasionally set below prices prevailing in the world oil markets. We cannot
assure you that price controls will not be reinstated in Brazil.

Our investment budget is subject to approval by the Brazilian federal government,
and failure to obtain approval of our planned investments could adversely affect
our operating results and financial condition.

The Brazilian federal government maintains control over our investment budget and
establishes limits on our investments and long-term debt. As a state-controlled entity, we
must submit our proposed annual budgets to the MPBM, the MME and the Brazilian Congress
for approval. Our approved budget may reduce our proposed investments and incurrence of
new debt, and we may be unable to obtain financing that does not require Brazilian federal
government approval. As a result, we may not be able to make all the investments we
envision, including those we have agreed to make to expand and develop our crude oil and
natural gas fields, which may adversely affect our operating results and financial condition.

Risks Relating to Brazil

Brazilian political and economic conditions have a direct impact on our business
and may have a material adverse effect on us.

The Brazilian federal government’s economic policies may have important effects on Brazilian
companies, including us, and on market conditions and prices of Brazilian securities. Our
financial condition and results of operations may be adversely affected by the following
factors and the Brazilian federal government’s response to these factors:

o exchange rate movements and volatility;

. inflation;

o financing of government current account deficit;

. price instability;

. interest rates;
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o liguidity of domestic capital and lending markets;
o tax policy;
o regulatory policy for the oil and gas industry, including pricing policy; and
o other political, diplomatic, social and economic developments in or affecting Brazil.
Uncertainty over whether the Brazilian federal government will implement changes in policy
or regulations that may affect any of the factors mentioned above or other factors in the
future may lead to economic uncertainty in Brazil and increase the volatility of the Brazilian

securities market and securities issued abroad by Brazilian companies, which may have a
material adverse effect on our results of operations and financial condition.
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Risks Relating to Our Equity and Debt Securities

The size, volatility, liquidity or regulation of the Brazilian securities markets may
curb the ability of holders of ADSs to sell the common or preferred shares
underlying our ADSs.

Petrobras shares are among the most liquid traded on the Sao Paulo Stock Exchange, or
BM&FBOVESPA, but overall, the Brazilian securities markets are smaller, more volatile and
less liquid than the major securities markets in the United States and other jurisdictions, and
may be regulated differently from the way in which U.S. investors are accustomed. Factors
that may specifically affect the Brazilian equity markets may limit the ability of holders of
ADSs to sell the common or preferred shares underlying our ADSs at the price and time they
desire.

The market for PifCo’s and PGF’s debt securities may not be liquid.

Some of PifCo’s notes are not listed on any securities exchange and are not quoted through
an automated quotation system. PGF’s notes are currently listed both on the New York Stock
Exchange and the Luxembourg Stock Exchange and trade on the NYSE Euronext and Euro
MTF market, respectively. PGF can issue new notes that can be listed in markets other than
the New York Stock Exchange and the Luxembourg Stock Exchange and traded in markets
other than the NYSE Euronext and the Euro MTF market. We can make no assurance as to the
liquidity of or trading markets for PifCo’s notes or PGF’s notes. We cannot guarantee that the
holders of PifCo’s notes or PGF’s notes will be able to sell their notes in the future. If a market
for PifCo’s notes or PGF’s notes does not develop, holders of PifCo’s notes or PGF’s notes may
not be able to resell the notes for an extended period of time, if at all.

Holders of our ADSs may be unable to exercise preemptive rights with respect to
the common or preferred shares underlying the ADSs.

Holders of ADSs who are residents of the United States may not be able to exercise the
preemptive rights relating to the common or preferred shares underlying our ADSs unless a
registration statement under the Securities Act is effective with respect to those rights or an
exemption from the registration requirements of the Securities Act is available. We are not
obligated to file a registration statement with respect to the common or preferred shares
relating to these preemptive rights, and therefore we may not file any such registration
statement. If a registration statement is not filed and an exemption from registration does
not exist, The Bank of New York Mellon, as depositary, will attempt to sell the preemptive
rights, and holders of ADSs will be entitled to receive the proceeds of the sale. However, the
preemptive rights will expire if the depositary cannot sell them. For a more complete
description of preemptive rights with respect to the common or preferred shares, see Item 10.
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“Additional Information—Memorandum and Articles of Incorporation—Preemptive Rights.”

If holders of our ADSs exchange their ADSs for common or preferred shares, they
risk losing the ability to remit foreign currency abroad and forfeiting Brazilian tax
advantages.

The Brazilian custodian for our common or preferred shares underlying our ADSs must obtain
a certificate of registration from the Central Bank of Brazil to be entitled to remit U.S. dollars
abroad for payments of dividends and other distributions relating to our preferred and
common shares or upon the disposition of the common or preferred shares. If holders of ADSs
decide to exchange their ADSs for the underlying common or preferred shares, they will be
entitled to continue to rely, for five Brazilian business days from the date of exchange, on the
custodian’s certificate of registration. After that period, such holders may not be able to
obtain and remit U.S. dollars abroad upon the disposition of the common or preferred shares,
or distributions relating to the common or preferred shares, unless they obtain their own
certificate of registration or register under Resolution No. 2,689, of January 26, 2000, of the
National Monetary Council (Conselho Monetario Nacional, or CMN), which entitles registered
foreign investors to buy and sell on the BM&FBOVESPA. In addition, if such holders do not
obtain a certificate of registration or register under Resolution No. 2,689, they may be subject
to less favorable tax treatment on gains with respect to the common or preferred shares.
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If such holders attempt to obtain their own certificate of registration, they may incur expenses
or suffer delays in the application process, which could delay their ability to receive dividends
or distributions relating to the common or preferred shares or the return of their capital in a
timely manner. The custodian’s certificate of registration or any foreign capital registration
obtained by such holders may be affected by future legislative or regulatory changes, and we
cannot assure such holders that additional restrictions applicable to them, the disposition of
the underlying common or preferred shares, or the repatriation of the proceeds from the
process will not be imposed in the future.

Holders of our ADSs may face difficulties in protecting their interests.

Our corporate affairs are governed by our bylaws and Brazilian Corporate Law, which differ
from the legal principles that would apply if we were incorporated in a jurisdiction in the
United States or elsewhere outside Brazil. In addition, the rights of an ADS holder, which are
derivative of the rights of holders of our common or preferred shares, as the case may be, to
protect their interests against actions by our board of directors are different under Brazilian
Corporate Law than under the laws of other jurisdictions. Rules against insider trading and
self-dealing and the preservation of shareholder interests may also be different in Brazil than
in the United States. In addition, shareholders in Brazilian companies ordinarily do not have
standing to bring a class action.

We are a state-controlled company organized under the laws of Brazil, and all of our directors
and officers reside in Brazil. Substantially all of our assets and those of our directors and
officers are located in Brazil. As a result, it may not be possible for holders of ADSs to effect
service of process upon us or our directors and officers within the United States or other
jurisdictions outside Brazil or to enforce against us or our directors and officers judgments
obtained in the United States or other jurisdictions outside Brazil. Because judgments of U.S.
courts for civil liabilities based upon the U.S. federal securities laws may only be enforced in
Brazil if certain requirements are met, holders of ADSs may face greater difficulties in
protecting their interest in actions against us or our directors and officers than would
shareholders of a corporation incorporated in a state or other jurisdiction of the United States.

Holders of our ADSs do not have the same voting rights as our shareholders. In
addition, holders of ADSs representing preferred shares generally do not have
voting rights.

Holders of our ADSs do not have the same voting rights as holders of our shares. Holders of
our ADSs are entitled to the contractual rights set forth for their benefit under the deposit
agreements. ADS holders exercise voting rights by providing instructions to the depositary, as
opposed to attending shareholders meetings or voting by other means available to
shareholders. In practice, the ability of a holder of ADSs to instruct the depositary as to voting
will depend on the timing and procedures for providing instructions to the depositary, either
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directly or through the holder’s custodian and clearing system.

In addition, a portion of our ADSs represents our preferred shares. Under Brazilian law and
our bylaws, holders of preferred shares generally do not have the right to vote in
shareholders’ meetings. This means, among other things, that holders of ADSs representing
preferred shares are not entitled to vote on important corporate transactions or decisions.
See Item 10. “Additional Information—Memorandum and Articles of Incorporation—Voting
Rights” for a discussion of the limited voting rights of our preferred shares.

We would be required to pay judgments of Brazilian courts enforcing our
obligations under the guaranty relating to PifCo’s notes or PGF’s notes only in
reais.

If proceedings were brought in Brazil seeking to enforce our obligations in respect of the
guaranty relating to PifCo’s notes or PGF’s notes, we would be required to discharge our
obligations only in reais. Under Brazilian exchange controls, an obligation to pay amounts
denominated in a currency other than reais, which is payable in Brazil pursuant to a decision
of a Brazilian court, may be satisfied in reais at the rate of exchange, as determined by the
Central Bank of Brazil, in effect on the date of payment.
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A finding that we are subject to U.S. bankruptcy laws and that the guaranty
executed by us were a fraudulent conveyance could result in PifCo noteholders or
PGF noteholders losing their legal claim against us.

PifCo’s and PGF’s obligation to make payments on the PifCo notes and the PGF notes,
respectively, is supported by our obligation under the corresponding guaranty. We have been
advised by our external U.S. counsel that the guaranty is valid and enforceable in accordance
with the laws of the State of New York and the United States. In addition, we have been
advised by our general counsel that the laws of Brazil do not prevent the guaranty from being
valid, binding and enforceable against us in accordance with its terms. In the event that U.S.
federal fraudulent conveyance or similar laws are applied to the guaranty, and we, at the time
we entered into the relevant guaranty:

o were or are insolvent or rendered insolvent by reason of our entry into such guaranty;

o were or are engaged in business or transactions for which the assets remaining with us
constituted unreasonably small capital; or

o intended to incur or incurred, or believed or believe that we would incur, debts beyond
our ability to pay such debts as they mature; and

o in each case, intended to receive or received less than reasonably equivalent value or
fair consideration therefor,

then our obligations under the guaranty could be avoided, or claims with respect to that
agreement could be subordinated to the claims of other creditors. Among other things, a
legal challenge to the guaranty on fraudulent conveyance grounds may focus on the benefits,
if any, realized by us as a result of PifCo’s or PGF's issuance of these notes. To the extent that
the guaranty is held to be a fraudulent conveyance or unenforceable for any other reason, the
holders of the PifCo notes or the PGF notes would not have a claim against us under the
relevant guaranty and would solely have a claim against PifCo or PGF. We cannot assure you
that, after providing for all prior claims, there will be sufficient assets to satisfy the claims of
the PifCo noteholders or the PGF noteholders relating to any avoided portion of the guaranty.

Holders in some jurisdictions may not receive payment of gross-up amounts for
withholding pursuant to the European Council Directive 2003/48/EC on the taxation
of savings income.

Austria and Luxembourg have opted out of certain exchange of information provisions of the
European Council Directive 2003/48/EC on the taxation of savings income (the Directive) and
are instead, during a transitional period, applying a withholding tax on payments of interest,
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at a rate of up to 35%, made by a paying agent within those jurisdictions to, or collected by
such a paying agent for, an individual beneficial owner resident in other member states of the
European Union (EU Member States) or to certain limited types of entities established in other
Member States unless the beneficial owner of the interest payments opts for exchange of
information as required under the Directive. The Luxembourg government is currently in the
process of electing Luxembourg out of the withholding system in favor of automatic exchange
of information with effect from January 1, 2015. Neither we nor the paying agent (nor any
other person) would be required to pay additional amounts in respect of the notes as a result
of the imposition of withholding tax by any EU Member State or another country or territory
which has opted for a withholding system. For more information, see Item 10. “Additional
Information—Taxation—Taxation Relating to PifCo’s and PGF’s Notes—European Union
Savings Directive.” An investor should consult a tax adviser to determine the tax
consequences of holding PifCo’s or PGF’s notes for such investor.
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Item 4. Information on the Company
History and Development

Petréleo Brasileiro S.A.—Petrobras was incorporated in 1953 to conduct the Brazilian federal
government’s hydrocarbon activities. We began operations in 1954 and since then have been
carrying out crude oil and natural gas production and refining activities in Brazil on behalf of
the government. As of December 31, 2013, the Brazilian federal government owned 28.67% of
our outstanding capital stock and 50.26% of our voting shares. Our common and preferred
shares have been traded on the BM&FBOVESPA since 1968 and on the NYSE since 2000.

As part of a comprehensive reform of the oil and gas regulatory system, the Brazilian
Congress amended the Brazilian Constitution in 1995 to authorize the Brazilian federal
government to contract with any state or privately-owned company to carry out upstream, oil
refining, cross-border commercialization and transportation activities in Brazil of oil, natural
gas and their respective products. On August 6, 1997, the Brazilian government enacted Law
No. 9,478/1997, which established a concession-based regulatory framework, ended our
exclusive right to carry out oil and gas activities, and allowed competition in all aspects of the
oil and gas industry in Brazil. The law also created an independent regulatory agency, the
ANP, to regulate the oil, natural gas and renewable fuel industry in Brazil and to create a
competitive environment in the oil and gas sector. See “Regulation of the Oil and Gas Industry
in Brazil—Price Regulation.”

In 2010, new laws were enacted to regulate exploration and production activities in pre-salt
areas not subject to existing concessions. Pursuant to this new legislation, we entered into an
agreement with the Brazilian government on September 3, 2010, the Assignment Agreement,
under which the government assigned to us the right to activities for the exploration and
production of oil, natural gas and other fluid hydrocarbons in specified pre-salt areas. On
December 2, 2013, we executed our first agreement with the Brazilian government under a
production sharing regime. See Item 10. “Material Contracts—Assignment Agreement” and Item
10. “Material Contracts — Production Sharing Agreement.”

We operate through subsidiaries, joint ventures and associated companies established in
Brazil and many other countries. Our principal executive office is located at Avenida
Republica do Chile 65, 20031-912 Rio de Janeiro, RJ, Brazil and our telephone number is
(55-21) 3224-4477.

Overview of the Group

We are an integrated oil and gas company that is the largest corporation in Brazil and one of
the largest companies in Latin America in terms of revenues. As a result of our legacy as
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Brazil’s former sole supplier of crude oil and oil products and our deep and continuous
commitment to find and develop oil fields in Brazil, our operations account for the majority of
Brazil’s oil and gas production, and we hold a large base of proved reserves and a fully
developed operational infrastructure. In 2013, our average domestic daily oil production was
1,931.4 mbbl/d, an estimated 90.9% of Brazil's total oil production. Over 67.1% (8,419.4
mmboe) of our domestic proved reserves are in large, contiguous and highly productive fields
in the offshore Campos Basin, which allows us to optimize our infrastructure and limit our
costs of exploration, development and production. In 45 years of developing Brazil’s offshore
basins, we have developed special expertise in deepwater exploration and production, which
we exploit both in Brazil and in other offshore oil areas.

As of December 31, 2013, we had proved developed oil and gas reserves of 7,605.8 mmboe
and proved undeveloped reserves of 4,934.5 mmboe in Brazil. The exploration and
development of this large reserve base and the new pre-salt areas granted to us by the
Brazilian federal government under the Assignment Agreement has demanded, and will
continue to demand, significant investments and the rapid growth of our operations. To
support this growth we have ordered the construction of 21 new FPSOs and planned 14 more
for the period between 2014 and 2020, and are also making necessary investments in subsea
equipment and infrastructure.
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We operate substantially all of the refining capacity in Brazil. Most of our refineries are
located in southeastern Brazil, within the country’s most populated and industrialized markets
and adjacent to the source of most of our crude oil in the Campos Basin. Our domestic crude
distillation capacity of 2,102 mbbl/d and domestic refining throughput of 2,074 mbbl/d are
currently below the levels required to meet strong and increasing domestic demand for
transportation fuels, particularly gasoline, diesel and jet fuel. We are currently building two
new refining facilities, but the resulting increase in our refining capacity may not fully address
domestic demand. Until there is sufficient refinery capacity to meet such demand, we will
continue to import oil and oil products and our planning to build additional refineries. We are
also involved in the production of petrochemicals. We distribute oil products through our own
retail network and to wholesalers.

We participate in most aspects of the Brazilian natural gas market. We expect the percentage
of natural gas in Brazil’'s energy matrix to grow in the future as a result of the expansion of
Brazil’s gas transportation infrastructure that was largely completed in 2011 and as we
expand our production of both associated and non-associated gas, mainly from offshore fields
in the Campos, Espirito Santo and Santos Basins. We import natural gas from Bolivia and use
LNG terminals to meet domestic demand and diversify our supply. We also participate in the
domestic power market primarily through our investments in gas-fired thermoelectric power
plants. In addition, we participate in the fertilizer business, which is another important natural
gas market.

Outside of Brazil, we operate in 17 countries. In South America, our operations extend from
exploration and production to refining, marketing, retail services, natural gas and electricity
power plants. In North America, we produce oil and gas and have refining operations in the
United States. In Africa, we produce oil in Angola and Nigeria and have oil and gas
exploration in other countries while in Asia we have refining operations in Japan.

Comprehensive information and tables on reserves and production is presented at the end of
Iltem 4. See “—Additional Reserves and Production Information.”

Our activities are organized into six business segments:

o Exploration and Production: crude oil, NGL and natural gas exploration, development
and production in Brazil;

o Refining, Transportation and Marketing: includes refining, logistics, transportation,

trading operations, oil products and crude oil exports and imports and petrochemical
investments in Brazil;
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o Distribution: distribution of oil products, ethanol and vehicle natural gas to wholesalers
and through our Petrobras Distribuidora S.A. (“Petrobras Distribuidora”) retail network in Brazil;

o Gas and Power: transportation and trading of natural gas and LNG, produced in or
imported into Brazil, as well as generation and trading of electric power, and the fertilizer
business;

o Biofuel: production of biodiesel and its co-products and ethanol-related activities such
as equity investments, production and trading of ethanol, sugar and the excess electricity
generated from sugarcane bagasse; and

o International: exploration and production of oil and gas, refining, transportation and
marketing, distribution and gas and power operations outside of Brazil.

Additionally, we have a Corporate segment that has activities that are not attributed to the
other segments, notably those related to corporate financial management, corporate
overhead and other expenses, including actuarial expenses related to the pension and
medical benefits for retired employees and their dependents.
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The following table sets forth key information for each business segment in 2013:

Key Information by Business Segment, 2013
Exploration Refining, Gas
and Transportation and
Production and Marketing Power BiofuelDistributionInternational CorporateEl,
(U.S.$ million)

68,210 111,051 14,017 388 41,365 16,302 -
» income taxes 29,619 (12,417) 921 (168) 1,323 2,035 (7,818)
mber 31 152,707 92,107 27,703 1,196 7,681 18,123 28,540
s and investments 27,566 14,243 2,716 143 514 2,368 547

Exploration and Production

Exploration and Production Key Statistics
2013 2012 2011
(U.S.$ million)
Exploration and Production:

Sales revenues 68,210 74,714 74,117
Income (loss) before income taxes 29,619 35,465 36,809
Property, plant and equipment 126,716 102,779 90,633
Capital expenditures and investments 27,566 21,959 20,405

Oil and gas exploration and production activities in Brazil are the largest component of our
portfolio. We have gradually increased production over the past four decades, from 164
mbbl/d of crude oil, condensate and NGLs in Brazil in 1970 to 1,931.4 mbbl/d in 2013. We aim
to grow oil and gas reserves and production sustainably and be recognized for excellence in
exploration and production operations.

The primary focus of our exploration and production segment is to:

o Continue to explore and develop the Campos Basin, leveraging the current infrastructure
to drill in deeper horizons in existing concessions, including pre-salt reservoirs;
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o Explore and develop Brazil’s most promising offshore basin, Santos (gas and light oil),
with a particular focus on pre-salt development;

o Employ new technologies for secondary recovery and increase production efficiency of
our older offshore fields and production systems, as well as sustain and increase production
from onshore and shallow fields through drilling and enhanced recovery operations;

o Explore light oil and natural gas in new frontiers, including Brazil’s equatorial and
eastern margins; and

o Develop associated and non-associated gas resources in the Santos Basin and elsewhere
(including continued reductions in gas flaring) to meet Brazil’s growing demand for gas and to
increase the contribution of Brazilian gas production as a proportion of total domestic gas

supply.

Brazil’s richest oil fields are located offshore, most of them in deep waters. We have been
active in these waters since 1971, when we started exploration in the Campos Basin, and we
have become globally recognized as innovators in the technology required to explore and
produce hydrocarbons in deep and ultra-deep water. According to production data from PFC
Energy, we operate more production (on a boe basis) from fields in deep and ultra-deep water
than any other company. We focus much of our exploration effort on deepwater drilling,
where the discoveries are substantially larger and our technology and expertise create a
competitive advantage.
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Historically, our offshore exploration and production activities were focused on post-salt
reservoirs, primarily in the Campos Basin. In recent years, we have made important
discoveries in pre-salt reservoirs located in a region of approximately 149,000 km?2 (36.8
million acres) stretching from the Campos to the Santos Basins, also known as the pre-salt
province. Our existing contracts in this area cover 22.2% (approximately 33,100 kmZ2 or 8.2
million acres) of the pre-salt areas, including the acreage assigned to us under the Concession
Contracts and the Assignment Agreement. We are also part of the consortium that was
granted a concession covering approximately 1,547.8 kmZ2 or 0.4 million acres of the Libra
field under the Production Sharing Agreement.

In the southern part of the pre-salt province, within the Santos Basin, where the salt layer is
thick and the hydrocarbons have been more perfectly preserved, we have made several
particularly promising discoveries since 2006, including those made in Blocks BM-S-11 (Lula,
formerly Tupi), BM-S-9 (Lapa and Sapinhoa, formerly Carioca and Guara), in the Assignment
Agreement area (BuUzios and Sul de Lula, formerly Franco and Sul de Tupi) and in Libra, one of
the most important discoveries made in the pre-salt area. In the northern part of the
province, within the Campos Basin, we made significant discoveries in 2008 and early 2010 in
the area known as Parque das Baleias and in the Barracuda, Albacora, Marlim and Caratinga
fields. We are committing substantial resources to develop these pre-salt discoveries, which
are located in deep and ultra-deep waters and reservoirs at total depths of up to 7,000 meters
(22,965 feet).

As of March 31, 2014, we had 147 exploration agreements (covering 96 exploratory blocks
and 51 evaluation plans currently underway), corresponding to a gross exploratory acreage of
103,597 km2 (25.6 million acres), or a net exploratory acreage of 54,210 km2 (13.4 million
acres). We are exclusively responsible for conducting the exploration activities in 38
exploratory blocks and in 17 evaluation plans currently underway. As of March 31, 2014, we
had exploration partnerships with 24 foreign and domestic companies. We conduct
exploration activities under 62 of our 92 partnership agreements. We hold interests ranging
from 20% to 100% in the exploration areas under concession or assigned to us.

In 2013, we invested a total of U.S.$7.8 billion in exploration activities in Brazil. We drilled a
total of 76 exploratory wells in 2013, of which 31 were offshore and 45 onshore. Our
2014-2018 Plan, which was released on February 25, 2014, foresees capital expenditures and
investments in exploration and production activities in Brazil of U.5.$153.9 billion from 2014
to 2018 (not including investments by our partners).

Throughout our history, we have been successful in finding and developing significant oil
reservoirs offshore, which has allowed us to achieve economies of scale by spreading the total
costs of exploration, development and production over a large base. In 2013, offshore
production accounted for 89% of our production and deep water production accounted for

52



Edgar Filing: PETROBRAS - PETROLEO BRASILEIRO SA - Form 20-F

77% of our production in Brazil. In 2013, we started production from 34 wells.

During 2013, our oil and gas production from Brazil averaged 2,165.7 mboe/d, of which 89.2%
was oil and 10.8% was natural gas. On December 31, 2013, our estimated net proved crude
oil and natural gas reserves in Brazil were 12.5 billion boe, of which 85% was crude oil and
15% was natural gas. Brazil provided 91% of our worldwide production in 2013 and
accounted for 96% of our worldwide reserves at December 31, 2013 on a barrels of oil
equivalent basis. Over the last five years, approximately 90% of our total Brazilian production
has been oil.

25

53



Edgar Filing: PETROBRAS - PETROLEO BRASILEIRO SA - Form 20-F

Table of Contents

In 2013, our production of crude oil, condensate and NGLs in Brazil averaged 1,931.4 mbbl/d,
a 2.5% decline in comparison with the previous year. This production decrease is mainly
attributable to:

o production delays caused by the need to rearrange the layout of certain subsea
equipment for the P-63 platform (which operates in the Papa Terra field);

o delays in the delivery and installation of BSRs and the first steel catenary risers to be
connected to the FPSOs Cidade de Sao Paulo and Cidade de Paraty, which delayed the
production ramp-up from the Sapinhod and Lula NE fields;

o delays in the delivery and first oil of some of the production units that began production
in 2013; and

. the lack of sufficient PLSVs available to install the flowlines that connect subsea wells to
our new production systems.

With the new production systems that came online in 2013 and the production systems
expected to come online in 2014, we expect to achieve production growth of between 6.5%
and 8.5% in 2014.

As of December 31, 2013 and December 31, 2012, our reserves and production in Brazil are
summarized in the tables below.

2013 2012
CamposSantosOthers Total CamposSantosOthers Total
Proved Reserves

Oil (mmbbl) 7,642.32,209.8 806.310,658.4 8,199.51,483.5 856.310,539.2
Gas (bcf) 4,662.43,935.42,693.911,291.7 4,911.82,552.02,880.710,344.6
Total (mmboe) 8,419.42,865.71,255.312,540.4 9,018.11,908.81,336.412,263.3
Production®)

Oil (mbb/d) 1,531.1 1369 263.4 1,931.4 1,618.3 98.6 263.2 1,980.1
Gas (bcf/d) 0.6 0.3 0.6 1.5 0.5 0.3 0.6 1.4
Total (mboe/d) 1,623.4 183.7 358.6 2,165.7 1,701.4 148.0 356.1 2,2