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EXPLANATORY NOTE

The filing of this annual report for 2014 was delayed because we required
additional time to complete disclosures in this annual report related to the write-off described
below and to finalize disclosures in this annual report to describe material weaknesses in our
internal control over financial reporting. Those material weaknesses are described in Item 15,
Controls and Procedures.

In the third quarter of 2014, we wrote off U.S.$2,527 million of capitalized costs
representing amounts that Petrobras overpaid for the acquisition of property, plant and
equipment in prior years.

In 2009, the Brazilian federal police began an investigation called “Lava Jato” (Car
Wash) aimed at criminal organizations engaged in money laundering in several Brazilian
states. The Lava Jato investigation is extremely broad and involves numerous investigations
into several criminal practices focusing on crimes committed by individuals in different parts
of Brazil and sectors of the Brazilian economy.

Over the course of 2014, the Brazilian Federal Prosecutor’s Office focused part of its
investigation on irregularities involving Petrobras’s contractors and suppliers and uncovered a
broad payment scheme that involved a wide range of participants. According to testimony
from Brazilian criminal investigations that became available beginning in October 2014,
former senior Petrobras personnel conspired with contractors, suppliers and others from 2004
through April 2012 to establish and implement an illegal cartel that systematically
overcharged Petrobras in connection with the acquisition of property, plant and equipment.
Two former Petrobras executive officers (diretores) and one former executive manager were
involved in this payment scheme, none of whom has been affiliated with us since April 2012;
they are referred to in this annual report as the “former Petrobras personnel.” The
overpayments were used to fund improper payments to political parties, elected officials or
other public officials, individual contractor personnel, the former Petrobras personnel and
other individuals involved in the payment scheme. We did not make the improper payments,
which were made by the contractors and suppliers and by intermediaries acting on behalf of
the contractors and suppliers.
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We believe that under IAS 16, the amounts we overpaid pursuant to this payment
scheme should not have been included in the historical costs of our property, plant and
equipment. However, we cannot specifically identify either the individual contractual
payments that include overcharges or the reporting periods in which overpayments occurred.
As a result, we developed a methodology to estimate the aggregate amount that we overpaid
under the payment scheme, in order to determine the amount of the write-off representing
the overstatement of our property, plant and equipment resulting from overpayments used to
fund improper payments. The circumstances and the methodology are described in this
annual report.

The following sections of this annual report contain disclosures related to the Lava
Jato investigation and the methodology adopted to address the overpayments:

o Iltem 3, Risk Factors, contains risks related to the estimation methodology used to
determine the impact of the overpayments, the ongoing regulatory investigations, the
pending civil litigation in the US, and material weaknesses in internal control over financial
reporting;

o Iltem 4, Information on the Company, contains information regarding affected property,
plant and equipment;

o Iltem 5, Operating and Financial Review and Prospects, contains a description of the
charge for the overpayments, and a discussion of the estimation methodology in the Critical
Accounting Estimates;

o Iltem 6, Directors, Senior Management and Employees, contains a description of the new
board members, senior management, and the special committee serving as a reporting line
for our internal investigations;

10
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o Iltem 8, Financial Information, contains a description of the ongoing legal proceedings
involving us, and a description of certain of our internal commissions established to evaluate
past transactions;

o Iltem 15, Controls and Procedures, contains a discussion of the implications for
effectiveness of internal control over financial reporting, and for effectiveness of disclosure
controls and procedures; and

o Item 18, Financial Statements, Note 3, The Lava Jato (Car Wash) Operation, and its
effects on the Company, contains a description of the Lava Jato investigation, a description of
the estimation methodology, a tabular analysis of the impact of the overpayments and a
description of related civil litigation.

11
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FORWARD-LOOKING STATEMENTS

This annual report includes 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. The forward-looking statements contained in this

annual report, which address our expected business and financial performance, among other
matters, contain words such as “believe,” “expect,” “estimate,” “anticipate,” “i " “aim,”

n ou n u

intend,” “plan,” “aim,
“may,” “should,” “could,” “would,” “likely,” “potential” and similar expressions.

Readers are cautioned not to place undue reliance on these forward-looking
statements, which speak only as of the date on which they are made. There is no
assurance that the expected events, trends or results will actually occur.

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 pricing strategy and development of additional revenue sources; and
o the impact, including cost, of acquisitions and divestments.

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 assumptions and factors. These
factors include, but are not limited to, the following:

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;

12
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o global economic conditions;

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;

13
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o changes in, or failure to comply with, laws or regulations, including with respect to
fraudulent activity, corruption and bribery;

o receipt of governmental approvals and licenses;

o international and Brazilian political, economic and social developments;

o natural disasters, accidents, military operations, acts of sabotage, wars or embargoes;
o the cost and availability of adequate insurance coverage;

o the outcome of ongoing corruption investigations and any new facts or information that
may arise in relation to the Lava Jato investigation;

o the effectiveness of our risk management policies and procedures, including operational
risk; and

o litigation, such as class actions or enforcement or other proceedings brought by
governmental and regulatory agencies.

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.

14
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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

Assignment Agreement

Barrels
BNDES

BSR
CGDU

Condensate

CMN

CNPE

CVM

Deep water

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.

An agreement under which the Brazilian federal government
assigned to us the right to explore and produce oil, natural gas and
other fluid hydrocarbons in specified pre-salt areas in Brazil. See
Iltem 10. “Additional Information—Material Contracts—Assignment
Agreement.” Also referred to as the “Transfer of Rights Agreement.”
Standard measure of crude oil volume.

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

Buoyancy supported riser.

The Controladoria Geral da Unido (General Federal Inspector’s
Office), or CGDU, is an advisory body of the Brazilian Presidency,
responsible for assisting in matters related to the protection of
federal public property (patriménio publico) and the improvement
of transparency in the Brazilian executive branch, through internal
control activities, public audits, and the prevention and combat of
corruption, among others.

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

The Conselho Monetario Nacional (National Monetary Council), or
CMN, is the highest authority of the Brazilian financial system,
responsible for the formulation of the Brazilian currency and credit
policy.

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 (Brazilian Securities and
Exchange Commission), or CVM.

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

15
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A process by which liquids are separated or refined by vaporization
followed by condensation.

16
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DoJ
EWT
Exploration area

FPSO

Heavy (crude) oil
Intermediate (crude) oil
Light (crude) oil

LNG
LPG

MME

MPBM

NGLs

Oil

PGF

PLSV

Post-salt reservoir

Pre-salt reservoir

Proved reserves

Table of Contents

The U.S. Department of Justice.

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.

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 Gestdo (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.

Petrobras Global Finance B.V.

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, 2014, 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.

17
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Proved developed
reserves

Proved undeveloped
reserves

SPE
SS
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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 for which
the cost of the required equipment is relatively minor compared to
the cost of a new well; and (ii) through installed extraction
equipment and infrastructure operational at the time of the reserve
estimate if the extraction is by means not involving a well.
Reserves that are expected to be recovered from new wells on
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.

The Society of Petroleum Engineers.

Semi-submersible unit.

Synthetic oil and syntheticA mixture of hydrocarbons derived by upgrading (i.e., chemically

gas

TCU

TLWP
Total depth

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.

The Tribunal de Contas da Unidao (Federal Auditor’s Office), or TCU,
is an advisory body of the Brazilian Congress, responsible for
assisting it in matters related to the supervision of the Brazilian
executive branch with respect to accounting, finance, budget,
operational and public property (patriménio publico) matters.
Tension Leg Wellhead Platform.

19
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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.
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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

1 t of crude oil

1,000 kilograms of crude oil Approximately 7.5 barrels of crude oil
(assuming an atmospheric pressure

index gravity of 37° API)

10
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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

Tcf Trillion cubic feet

us.$ United States dollars

/d Per day

22
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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 fully and unconditionally
guarantee the notes issued by PGF. In the past, we used our former wholly-owned subsidiary,
Petrobras International Finance Company S.A., or PifCo, as a vehicle to issue notes that we
fully and unconditionally guaranteed. On December 29, 2014, PifCo merged into PGF, and PGF
assumed PifCo’s obligations under all outstanding notes originally issued by PifCo (together
with the notes issued by PGF, the “PGF notes”), which continue to benefit from our full and
unconditional guarantee. PGF is not required to file periodic reports with the U.S. Securities
and Exchange Commission, or SEC. See Note 36 to our audited consolidated financial
statements.

In this annual report, references to “real,” “reais” or “R$” are to Braabanand 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, 2014, 2013 and 2012 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
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and statement of cash flows at the average rates prevailing during the corresponding year.
Unless the context otherwise indicates:

o data contained in this annual report regarding capital expenditures, investments and
other expenditures during the corresponding year that were not derived from the audited
consolidated financial statements have been translated from reais at the average rates
prevailing during such corresponding year;

o historical data contained in this annual report regarding balances of investments,
commitments or other related costs that were not derived from the audited consolidated
financial statements have been translated from reais at the period-end exchange rate; and

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.

12

25



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

Table of Contents

Our management is currently working on our updated business and management
plan, which we expect to release soon. Until we release our updated business and
management plan, and for purposes of this annual report, all of our projections and
forward-looking amounts have been projected on a constant basis and have been translated
from reais using an average exchange rate for 2015 of R$3.10 to U.5.$1.00. In addition,
future calculations involving an assumed price of crude oil have been calculated using a Brent
crude oil price of U.5.$60 per barrel for 2015, adjusted for our quality and location differences,
unless otherwise stated.

PRESENTATION OF INFORMATION CONCERNING RESERVES

We apply the SEC rules for estimating and disclosing oil and gas reserve quantities included in
this annual report. In accordance with those rules, we estimate reserve volumes 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,
except for reserves in certain fields for which volumes have been estimated using gas prices
as set forth in our contractual arrangements for the sale of gas. Reserve volumes of
non-traditional reserves, such as synthetic oil and gas, are also included in this annual report
in accordance with SEC rules. In addition, the rules also utilize a reliable technology definition
that permits reserves to be added based on field-tested technologies.

DeGolyer and MacNaughton (D&M) used our reserve estimates to conduct a reserves audit of
96.5% of our net proved crude oil, condensate and natural gas reserves as of December 31,
2014 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, 2014 from the properties we operate in
Argentina. Furthermore, D&M used our reserve estimates to conduct a reserves audit of 100%
of the net proved crude oil, condensate and natural gas reserves as of December 31, 2014 in
properties we operate in the United States. The reserve estimates were prepared in
accordance with the reserves definitions in Rule 4-10(a) of Regulation S-X. All reserve
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 16, 2015, we filed proved reserve estimates for Brazil with the ANP, in accordance
with Brazilian rules and regulations, totaling net volumes of 13.7 bnbbl of crude oil and
condensate and 15.0 tcf of natural gas. The reserve estimates filed with the ANP were
approximately 27.3% 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
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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 SPE. The aggregate reserve estimates from our
international operations, under SPE guidelines, amounted to 0.3 bnbbl of crude oil,
condensate and NGL and 1.0 tcf of natural gas as of December 31, 2014, which is
approximately 2.6% 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.
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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.

Iltem 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,
2014, 2013, 2012, 2011 and 2010, derived from our audited consolidated financial
statements, which were audited by PricewaterhouseCoopers Auditores Independentes-PwC
for the years ended December 31, 2014, 2013 and 2012 and KPMG Auditores Independentes
for the years ended December 31, 2011 and 2010.

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,
2014 2013 2012 2011 2010
(U.S.$ million)

Assets:

Cash and cash equivalents 16,655 15,868 13,520 19,057 17,655
Marketable securities 9,323 3,885 10,431 8,961 15,612
Trade and other receivables, net 7,969 9,670 11,099 11,756 10,845
Inventories 11,466 14,225 14,552 15,165 11,808
Assets classified as held for sale 5 2,407 143 - -
Other current assets 5,414 6,600 8,049 9,653 7,639
Long-term receivables 18,863 18,782 18,856 18,962 22,637
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Investments

Property, plant and equipment
Intangible assets

Total assets

Liabilities and shareholders’
equity:

Current liabilities

Non-current liabilities(1)
Non-current finance debt(2)

Total liabilities

Shareholders’ equity

Share capital (net of share issuance
costs)

Reserves and other comprehensive
income (deficit)(3)

5,753
218,730
4,509
298,687

31,118
30,373
120,218
181,709

107,101

9,171

6,666
227,901
15,419
321,423

35,226
30,839
106,235
172,300

107,092

6,106
204,901
39,739
327,396

34,070
42,976
88,484
165,530

107,083

6,530
182,918
43,412
316,414

36,364
34,744
72,718
143,826

107,076

6,957
168,104
48,937
310,194

33,577
30,251
60,417
124,245

107,062
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