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EXECUTIVE SUMMARY

Politics

U Brazil’s labour minister resigns early December, amid accusations of corruption. A
total of seven ministers resigned from the cabinet during 2011.

President Rousseff’s tough stance on corruption brings her record approval ratings.
The large number of political parties present in the Congress makes troublesome
coalitions a natural feature of Brazilian politics. Tensions between the ruling Workers’
Party and its main coalition partner PMDB threaten to halt several of the president’s
proposed reforms.

U A proposed reform of Brazil’s oil laws would alter the distribution of oil royalties in
favour of non-producing states. The state of Rio de Janeiro is vehemently opposed to
the bill, claiming it would disrupt the preparations for the 2014 FIFA World Cup and
2016 Olympics.

U The first auction of pre-salt oil blocks awaits the approval of the oil reform.

QOil

U Brazil’s environmental agency fines Chevron 60 million reais, $32 million, over a leak
from the Frade oil field in early November. Federal prosecutors announce a 20 billion
reais, $10.5 billion, lawsuit while seeking to suspend the operations of both Chevron
and rig operator Transocean.

U The 11™-round oil auction is expected to occur in Q2 2012, after bureaucratic hold-
ups cause delays. The round will feature blocks along Brazil’s equatorial margin.

U The first auction of pre-salt blocks will introduce a production sharing system to

replace the current concession system. Under the new framework, Petrobras will be
the only qualified operator of oil fields deemed strategic by the government.

Economy

U Inflation keeps above the upper target ceiling of 6.5 percent. The central bank cuts its
interest rate to 11 percent, down from 12.5 percent in August.

U The Brazilian economy slows to a halt in Q3, for the first time since Q1 2009. The
government announces several measures aimed to spur growth.

U The real falls steadily against the dollar from its record high in July. It is still
considered among the world’s most overvalued currencies.
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Politics

Key Risks:

I Labour minister resigns amid
allegations of corruption.

I Coalition trouble slows policy-
making.

I Dispute over oil royalties
distribution halts new licensing
rounds.

Labour minister resigns amid

allegations of corruption

Carlos Lupi, Brazil's labour minister,
resigned on December 5t following
accusations of corruption. Lupi underwent
investigation after a magazine reported
that his ministry received kickbacks from
NGOs in exchange for contracts. In one
incident, he reportedly used a private
airplane paid for by an NGO that received
a contract from the ministry worth 14
million reais. Lupi was also accused of
receiving two government salaries
simultaneously. After the public ethics
committee called for his exit in early
December, Lupi eventually resigned while
continuing to claim his innocence. He cited
a political and personal persecution by the
media as the reason for his resignation.

Implications: A total of seven ministers
resigned from the cabinet during Dilma
Rousseff’s first year as president of Brazil.

NRCI

Six of these faced accusations of

corruption, including Rousseff’s chief of
staff and the ministers of transport,
defence, agriculture, tourism and sports.

Critics point to the resignation of more
than a fifth of the total cabinet as
evidence of increased corruption.
However, as former president Lula da Silva
appointed all these ministers, the current
government is not necessarily more
corrupt than previous ones. Besides,
corruption is deeply embedded in
Brazilian politics. President Rousseff,
however, perceives herself as the first
president to seriously combat corruption,
through what she calls a housecleaning.
The tactic proves popular among
Brazilians, leaving her government with a
record high approval rating of 72% in
December, despite the seemingly never-
ending political scandals. Furthermore, an
expected cabinet shuffle early in 2012
gives Rousseff the opportunity to replace

several of her 32 ministers.

The minister of development, trade and
industry, Fernando Pimentel, is the latest
to appear in the corruption spotlight.
Considered one of Rousseff’s closest allies
in the cabinet, he received his
appointment by the president after she
assumed office. Pimentel, the former
mayor of Belo Horizonte, reportedly
received large fees from a consultancy
with close ties to the municipal
government of Belo Horizonte. He denies
any wrongdoing, but faces potential
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intense scrutiny from the Brazilian press.
As Pimentel is a personal friend of
Rousseff and belongs to her political party,
the president’s tough stance on
corruption may face its definitive test.

Coalition trouble slows policy-
making

Brazil’s current political system, enshrined
in the constitution of 1988, is especially
prone to corruption and slow policy-
making. The proportional representation
system ensures a wide array of political
parties represented in Congress. Today 23
parties share the 513 seats in the lower
house of Congress. As the ruling Workers’
Party holds just 17 percent of the seats, it
cannot reach a majority without a
coalition. President Rousseff's governing
coalition currently consists of ten parties,
most of them with little ideology other
than attracting public funds for profit. The
political parties thus expect some
incentive to remain in the coalition.
Rousseff’s predecessor, Lula, solved this
problem by paying out a monthly
allowance to political allies in the
coalition. The corruption scandal in 2005,
however, put an end to this practice.
Instead, ministry appointments became
the main political currency available to the
president, and Lula’s cabinet grew from 26
ministers in 2003 to 37 in 2010. The
ministries include about 25,000 jobs
spread around the country, in addition to
large budgets. Rousseff has not reduced
the number of ministers, although
analysts expect a consolidation of

NRCI

ministries in January. Currently 114

members, more than a fifth, of the lower
house of Congress are under criminal
investigation for a variety of charges.

Important legislation, such as the long-
awaited tax reform, a pension reform, and
the pending reform of the oil laws,
requires a large coalition in Congress. But
the relationship between Rousseff’s
Workers’ Party and the main coalition
partner, the Brazilian Democratic
Movement Party, PMDB, proves
strenuous. First of all, Rousseff is a
technocrat who lacks the political savvy of
her predecessor. Secondly, she refused to
grant key government positions to the
PMDB, except for the vice presidency. She
also angered the PMDB by cutting the
government’s budget for 2011 by $30
billion to keep the economy from
overheating. The PMDB retaliated by
blocking government initiatives, which
culminated with Rousseff’s then-chief of
staff threatening to kick the party out of
the coalition.

Implications: Despite high approval
ratings, Rousseff fails to undertake any
major reforms. Brazil still performs poorly
in the World Bank’s Ease of Doing
Business Index, ranking 126™.  While
Businesses suffer from bad infrastructure,
high labour costs and complex tax
regimes, Rousseff's trouble with the
PMDB may paralyze any overdue reforms
of these issues, by simply refusing to vote.
PMDB member and President of the
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Senate, José Sarney, already threatens to
reject Rousseff’s construction bill, aimed
at improving infrastructure for the 2014
FIFA World Cup and the 2016 Olympics.
Rousseff warns that stadiums may not be
ready in time should the bill fail to pass.
The expected cabinet reshuffle in early
2012, however, could provide Rousseff
with an opportunity to ease tensions in
the coalition, thus allowing the approval
of legislative reforms. However, this would
require the slashing of  ministry
appointments to the ruling Workers’
Party, which seems unlikely.

Current Isues in Congress:

The 2012 budget is the main focus of the
lower house of Congress for the
remainder of the year, with disagreements
over pay rises providing the biggest
battles.  Furthermore, a  spending
amendment could permit the government
to evade certain constitutional restrictions
on public spending. Rousseff also pushes
for reforms to the pension system for
federal employees, including the creation

of Latin America’s largest pension fund.

Dispute over oil-royalties
distribution

A peaceful protest numbering some 150
000 people took place in Rio de Janeiro in
mid-November, as an organised response
to the proposed overhaul of Brazil’s oil
laws in the wake of the massive sub-salt
discoveries. If enacted, the law cuts the
revenues that oil-producing states receive

NRCI

from oil companies, to instead redistribute

the royalties among all 27 Brazilian states.
The reform reduces the government’s
share of oil revenues from 30 to 20
percent, while oil-producing states would
have their share cut from 26.25 to 20
percent. Non-producing states, however,
would initially increase their share to 20
percent.

The governor of the state of Rio de
Janeiro, Sérgio Cabral, of the PMDB party,
is a vocal critic of the reform. He threatens
to involve the Supreme Court if Rousseff
fails to veto the proposal. The states of
Rio de Janeiro and Espirito Santo could
loose an estimated 2.3 billion USD in 2012
alone. According to Cabral, the proposal
would severely impact Rio de Janeiro’s
preparations for both the 2014 FIFA World
Cup and the 2016 Summer Olympics.
Furthermore, the oil-producing states
highlight the need for funds as insurance
against  environmental risks.  This
argument is boosted by the recent spill at
the Chevron-operated Frade field off the
coast of Rio de Janeiro. Nonetheless, the
tension between the state of Rio de
Janeiro and capital Brasilia is escalating.

The Senate approved the bill on October
19. The next hurdle is a vote in the lower
house of Congress, already postponed to
2012, in addition to numerous potential
lawsuits by oil-producing states.

Implications: Change in the oil royalties
distribution does not necessarily affect
I0C taxes. Nonetheless, analysts argue the
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bill could violate existing contracts, thus

signalling that investment deals signed in
Brazil can be altered.

The delay of new licensing rounds bears
significant importance. The first bidding of
the pre-salt oil fields, estimated to hold
over 50 billion barrels, awaits the final
approval of the bill. The long awaited 11"
licensing round, the first since 2008, is
delayed by several months. The round
features fields off the northeast coast,
near the equatorial margin. After
announcing the auction to take place
during the second half of 2011, the
National Petroleum  Agency, ANP,
postponed it to early 2012, citing
bureaucratic hold-ups. Potential legal
battles over the bill could halt the biddings
for a long time, losing Brazil massive sums
of revenue.
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Oil & Gas

Key Risks:
9 Brazil threatens Chevron with massive lawsuits following oil spill.
1 11™-round oil auction delayed to 2012.
9 Production sharing system to replace concession system for future oil projects.

Date NEWS

31 Dec. | The ANP issues its third indictment against Chevron. Fine undisclosed, potentially up to $27 million.

31 Dec. | BG Group declares Guara field in the Santos basin commercially viable, with reserves of 2.1 billion boe.

30 Dec. | Seadrill considers expanding its product range in Brazil trough a joint investment with SupuraCrest, which
already holds a five-year contract with Petrobras for the construction of three pipe laying support vessels.

29 Dec. | Panoro Energy completes a deal to farm out 35% of its 50% stake in exploration licenses in three shallow-
water blocks, BM-5-63, BM-S-71 and BM-S-72, located in the Santos basin to the Brazilian subsidiary of
Vanco. Panoro Energy receives a total $14.5 million for the licenses. Drilling is expected to start in H1 2012.

28 Dec. | Worker dies in accident on Petrobras offshore rig in Rio Grande do Norte.

27 Dec. | Mining giant Vale plans to sell its oil and gas assets to focus on core mining business, thus abandoning its
former strategy to diversify. Vale holds stakes in 18 oil and gas blocks in Brazil, mostly in partnerships with
Petrobras, which has preferential purchase rights.

24 Dec. | Wartsila Ship Design Norway reaches an agreement with Petrobras over a long-term contract, involving the
designing of two pipe-laying vessels to be used in Brazilian waters.

24 Dec. | Brazil's environmental regulator Ibama fines Chevron $5.4 million over a breach of conditions of its
environmental permit. This is the second time Ibama fines Chevron over the Frade oil spill.

23 Dec. | Petrobras cancels the tender for 21 offshore drilling rigs, to instead begin direct negotiations with the two
bidders, Sete Brasil and Ocean Rig.

23 Dec. | Petrobras awards a four-year contract to Farstad Shipping, worth $92.77 million, for the AHTS vessel Far
Scout.
23 Dec. | Petrobras announces $4.4 billion investments in refinery upgrades during 2012.

23 Dec. | OGX Petréleo granted a license to explore natural gas in the Parnaiba basin.

23 Dec. | Petrobras awards a contract, worth $3.8 billion, to the joint venture between Technip, Modec International
and JGC to supply a floating liquefaction vessel to handle natural gas in the pre-salt areas.

23 Dec. | Shell returns to pre-salt fields in the Santos basin, as it targets the Epitonio wildcat in Block BM-S-54, located
a few kilometers north-west of the giant Lula field. Shell holds an 80% stake as operator, with Total holding a
20% stake.

23 Dec. | Petrobras starts working on the pipe-laying project on Capixaba North-South. The project improves
infrastructure for the offloading of natural gas in the southern coast of the Espirito Santo state. Acergy, part
of Subsea 7, will together with Odebrecht be responsible for installing 150 kilometers of 18-inch pipes.

23 Dec. | Saipem presents the lowest bid, $550 million, to Petrobras for gas export installations in the Santos basin.
The proposed pipeline will transport 13 million m3/d of natural gas, and expected operational by mid-2014.

23 Dec. | SembCorp Marine constructs a $550 million yard, consisting of a 120 by 380-meter dry-dock and a one-
kilometer berthing quay, close to the pre-salt Espirito Santo basin. Expected complete by the end of 2014.
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22 Dec. | The state of Rio de Janeiro fines MODEC BRL16.7 million, $9 million, over a fuel spill from a production tanker
off the coast of Rio de Janeiro. Ibama estimates the spill at 4000 liters, or 24 barrels.

22 Dec. | Keppel Corp Unit secures a contract with Sete Brasil, worth $809 million, for the design and construction of a
semi-submersible rig scheduled for delivery in Q4 2015.

22 Dec. | Petrobras' oil production rises 3% in November against October, reaching 2,060,695 bbl/d. The increase
results from the launch of operations in wells at platforms P-57, in the Jubarte field, and P-56, in the Marlim
Sul field and FPSO-Angra dos Reis, in the Lula field. Moreover, operations resumed at platforms closed
maintenance during October.

21 Dec. | Braskem plans to invest $5 billion in new productive capacities in Brazil during 2012.

21 Dec. | Sinopec likely leading candidate to buy part of BG Group's stake in some of Brazil's most promising offshore
areas, thus increasing its presence in Brazil. Petrobras also expresses its interest in the fields, but its $225
billion business plan could constrain the company’s activities.

21 Dec. | Brazilian federal police calls for the prosecution of Chevron and Transocean for crimes against the
environment, seeking charges against 17 individuals. Transocean rejects accusations of negligence, while
Chevron argues the indictments lack merit.

21 Dec. | Petrobras looses its status as a net exporter, as it imports record amounts of gasoline to meet gas station
demand.

20 Dec. | Petrobras seeks to help its suppliers raise capital by matching the companies with willing investors, to ensure
the suppliers can meet deliveries on equipment and services.

20 Dec. | Petrobras plans to drill 66 offshore wells in 2012.

20 Dec. | The ANP authorizes Petrobras to increase production capacity at the Abreu e Lima refinery, currently under
construction, from 200,000 to 230,000 bbl/d. Expected operational in H1 2013.

20 Dec. | Striking workers at the Comperj petrochemical complex in Rio de Janeiro return to work after ten days.

20 Dec. | The ANP approves the sale of El Paso's 40% stake and Panoro Energy's 20% stake in the Sardinha field to
Petrobras, securing 100% of the field.

19 Dec. | Petrobras signs an environmental compensation pledge with Maranhdo state over the Premium | refinery
project. The refinery is due in 2016, with a capacity of 600,000 bbl/d, making it Brazil's largest and the
world's fifth largest refinery. Expected to operate at full capacity in 2019

19 Dec. | Brazilian authorities investigate an oil spill off the coast of Rio de Janeiro. 10,000 liters of oil reportedly
leaked from the Cidade de S3o Paulo vessel, operated by Modec.

18 Dec. | A federal prosecutor seeks a permanent ban on Chevron and Transocean's operations in Brazil. As
Transocean operates 10 of Brazil's 61 rigs, a suspension of its activities is disastrous for the country's oil
industry.

16 Dec. | BP acquires aviation fuel assets from Shell and Cosnan for a total of BRL185 million, $100 million, thus
expanding its share of Brazil's booming jet fuel market. Deal expected completed in Q1 2012.

16 Dec. | Output from the Santos basin topped 200,000 boe/d in early December, following the start of operations at
the second producing well at the giant Lula field.

16 Dec. | Petrobras announces plans of investing $6.8 billion over the next five years to drill new exploration wells
targeting pre-salt reservoirs at depths of up to 7000 meters.

16 Dec. | Petrobras seeks six pipelay vessels with light tonnage capacities to meet the demands of its current business
plan, which calls for 4000 kilometers of flexible pipes in pre-salt fields.

16 Dec. | Chevron announces ANP orders to shut in one of its 11 production wells and four produced water injection
wells at the Frade FPSO facility.

15 Dec. | The federal prosecutor's office files a BRL20 billion, $11 billion, lawsuit in Brazil's federal court system against

Chevron and Transocean over the Frade oil spill. Chevron received no formal notice regarding the lawsuit.
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15 Dec. | OGX reschedules start of oil production in Waimea field in the Campos Basin to late January 2012.

15 Dec. | Statoil hits a dry well in Block BM-CAL-10 in the Camamu-Almada basin. The company considers its next step
in the area.

14 Dec. | Seadrill files for IPO of its local subsidiary, Seabrass, and announces plans to expand its services in Brazil
through a potential joint venture.

14 Dec. | The federal prosecutor's office in Brazil asks Chevron and Transocean to suspend its activities in the country,
following the Frade oil spill.

13 Dec. | Confab reports is in the final stages of a BRL657 million, $357 million, deal with Petrobras to supply steel pipe
for the 394 kilometer Rota Cabiunas pipeline project, which would connect the Cernambi oil field in the
Santos basin to the Cabilnas gas treatment plant in the state of Rio de Janeiro.

13 Dec. | Petrobras reports to have raised $18 billion so far in 2011.

12 Dec. | The ANP approves HRT's BRL1.29 billion, $721 million, buyout of Petra Energia's 45% stake in 21 exploration
blocks in the Solimdes basin.

12 Dec. | Oil output in Brazil exceeded the 2.1 million bbl/d mark for the third time in 2011 in October, averaging
2,105 million bbl/d.

10 Dec. | A 13-year S1 billion loan agreement between the UK Export Finance and Petrobras secures the charter of
several ships from British companies.

9 Dec. | BP seeks to further increase its acreage in Brazil after completing its $7 billion acquisition of Devon Energy's
assets. The company awaits approvals for pending farm-ins.

9 Dec. | Petrobras plans to begin the Cernambi South extended well test in the Santos basin in early Q1 2012, using
the BW Cidade de Sao Vicente FPSO.

9 Dec. Petrobras set to award Petroserv a five-year contract to charter one dynamically-positioned deep-water
drilling rig, as Petrobras seeks to plug a medium-term gap in its fleet.

9 Dec. | Petrobras delays the presentation of bids for topside modules and integration on eight FPSO vessels for use
on the Lula field, from 1 December to 5 January.

9 Dec. Petrobras invites more than a dozen companies to bid in a tender for four FPSO conversions by 22
December.

8 Dec. Petrobras presents a BRL250 million fine to Bertil over a breach of contract.

8 Dec. | The state of Rio de Janeiro seeks BRL150 million, $83.7 million, in reparations from Chevron over the Frade
oil spill.

8 Dec. | Brazilian shipyards struggle to meet the demand from the booming offshore industry. Insufficient
construction capacity could slow the development of offshore oil fields.

8 Dec. Petrobras reaches 205,700 boe/d in the Santos Basin on 6 December.

8 Dec. | The state of Rio de Janeiro announces that it will perform an environmental audit of Chevron's operations in
the Campos basin, following the Frade spill. Chevron must finance the audit, estimated to cost around BRL5
million, or alternatively face a BRL50 million fine.

7 Dec. | Subsea 7 SA obtains anti-trust clearance from the relevant Brazilian authorities regarding the combination of
Subsea 7 SA (former Acergy S.A) and Subsea 7 Inc.

7 Dec. | Tuscany Drilling International signs contract with Petrobras for one of its drilling rigs.

7 Dec. | Subsea 7 awarded a contract from Petrobras for the installation of two rigid oil lines in the Campos basin.
The deal with Petrobras is worth approximately $200 million, and includes umbilicals and related subsea
equipment. The lines are set to kick off in the first half of 2013.

7 Dec. | Petrobras announces it will make the final investment decision in Q1 2012 on whether to build a floating LNG
production facility for gas pumped from sub-salt fields in the Santos Basin.

7 Dec. | The ANP cancels the authorization for UK South Atlantic Refining Company constructing the $3 billion
refinery Atlantico Sul, the first refinery in Brazil not affiliated with Petrobras, in the state of Sergripe.

6 Dec. | Sinopec expands its presence in Brazil by acquiring 30% of Galp Energia's Brazilian branch.
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6 Dec. | The ANP approves QGEP's move to aquire a 10% share from Shell in Block BM-S-8 in the Santos basin. The
block is operated by Petrobras.

6 Dec. Petrobras reports lower than expected production in 2011, 2.5 to 5% down from the target average of 2.1
million bbl/d. According to the company, delays on delivery of drilling rigs, unprogrammed stoppages and
technical problems in reservoirs caused the reduced production.

6 Dec. | Petrobras CEO denies investigation in relation to Frade spill, claiming the company had no personnel at the
rig.

5 Dec. | Brazil signs a MoU with Nigeria, seeking to promote closer ties in oil and gas exploration, refining and power
generation.

5 Dec. | PDVSA makes long-delayed down-payment for its 40% stake in the Abreu e Lima oil refinery, currently under
construction by Petrobras.

5 Dec. | Prosecutors investigating Petrobras' role in the Frade field oil spill. Chevron operates the field, with Petrobras
holding a 30% stake. Although all owners of a concession are co-responsible for any accidents or damages,
the operator must face all regulatory compliance issues.

5Dec. | Brazil increases its year-on-year crude output in October by 5.4% at 2,105 million bbl/d, as offshore
platforms resume production after planned maintenance stoppages.

5 Dec. | Petrobras announces good quality pre-salt discovery in the Santos basin from exploration well on Block BM-
S-8, known as Bigua. The Seval Driller rig drilled the well at a depth of 6465 meters.

2 Dec. | Panoro Energy reports gas production from the Mantini field averaged 5 million m3/d, compared with 3.8
million m3/d in October. Panoro holds a 10% stake in the field through its Brazilian subsidiary Rio das Contas.

2 Dec. | Sete Brasil bids on contracts offered by Petrobras for the production of 21 Brazilian-built ultra-deepwater
rigs, after two months of negotiations. Sete Brasil cooperates with both Seadrill and Odfjell Drilling.

2 Dec. | Petrobras plans a S2 billion tender on the transformation of four oil tankers into platforms to be used for
pre-salt exploration.

2 Dec. | Shell announces plans to increase its production in the Parque das Conchas project in the Campos basin by
up to 40,000 bbl/d over the next few years, up from today's 100,000 bbl/d. Shell appears committed to its
investments in Brazil despite recent reduction in its participations.

2 Dec. | Petrobras again extends the deadline for PDVSA's participation in the Abreu e Lima refinery for 60 days from
30 November, pending formalized guarantees for its share of a loan to finance the joint venture with
Petrobras.

2 Dec. President Rousseff inaugurates the first domestically produced oil tanker for Petrobras, Celso Fortado.

2 Dec. | OGX plans to begin production from its wells in the onshore Gavaio field in H2 2012. Each well will produce
around 700,000 m3/d of natural gas.

2 Dec. Petrobras receives commercial bids from Sete Brasil and Ocean Rig in a massive tender for the chartering of
up to 21 Brazilian built ultra-deepwater rigs.

2 Dec. | A minor gas leak at a producing line in the Marlim Sul field interrupts production at the P-40 production
platform in the Campos basin.

1 Dec. | The government orders Chevron to shut down well in the Frade field, claiming the company failed to report a
presence of sulfur. It has no apparent connection with the ruptured well that caused the November oil spill.
It represents 10% of the field's total output of 79,000 bbl/d.

1 Dec. | BG Group reports increased production potential of the Carioca discovery located on block BM-S-9 in the
Santos basin, following an extended well tests, with indications of potential production of approximately
28,000 bbl/d. Petrobras operates the block with a 45% stake, while BG Group holds a 30% stake.

30 Nov. | Seadrill considers spinning off its Brazilian division into separate company. The company operates three
semi-rigs and two jackup-rigs in Brazil through contracts with Petrobras.

30 Nov. | The ANP fines Petrobras BRL84.5 million ($46.81), claiming the company failed to report the production of

1.3 million bbl over 14 months at Platform P-50 in the Albacora Leste field, and thereby did not pay royalties
on the oil. Petrobras appeals the fines, and seeks a recalculation of the quantity of produced oil from the
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platform.

29 Nowv.

Petrobras reports discovery of "good quality" oil in the Santos basin. The discovery occurred in the
deepwater Bigua well, where oil of 25 degrees APl was found at a 5380 meters depth. Plans of a further well
in the area, excepted complete next year. Petrobras operates the well with a 66% share, Shell has a 20%
share and Petrogral Brasil 14%.

28 Nov.

Petrobras with successful discovery from Tucara well in the Marlin field, with close to 20 degrees API. The
find confirms remaining oil potential in area considered at mature stage of exploration and production.

27 Nowv.

Petrobras reports a year-on-year production growth of 3.3% in October, with output reaching 2,359,325
boe/d. Oil production reached 2,001,393 in October. Natural gas production averaged 56.9 million m3/d. The
major part of the output came from offshore fields in the state of Rio de Janeiro.

26 Nov.

Petrobras reports a minor gas leak from the P-40 platform in the Campos basin. Production continues on the
platform, which has a production capacity of 150,000 bbl/d and 3 million m3/d of gas.

25 Nowv.

Chevron allowed to continue production of oil in Brazil, but not to drill new wells.

24 Nov.

ANP suspends Chevron drilling rights in Brazil following offshore oil spill, claiming evidence of negligent
planning processes. The suspension remains in place for the remainder of the official investigation.

23 Nov.

Petrobras reports good quality find in Patola well in the Santos basin, with 36 degrees API. Volume of
discovery not announced.

23 Nov.

Chevron's chief executive in Brazil testifies before Congress, where the American company accepts full
responsibility of the spill.

22 Nowv.

Oil workers union calls off the postponed Petrobras strike while accepting the company's offer.

22 Nov.

Brazilian authorities issue a BRL 50 million ($27.76 m) fine to Chevron over the Frade oil spill. The ANP claims
that Chevron withheld information about the spill and failed to respond quickly. Further investigation
continues. Both the ANP and the state of Rio de Janeiro pledge to pursue further legal action.

21 Nov.

According to Chevron, the Frade spill resulted in 2400 barrels of leaked oil off the coast of Rio de Janeiro.
Government estimates, however, reach up to 5000 barrels of leaked oil.

20 Nov.

Chevron reports that leakage resulted from misestimated pressure in the targeted reservoir, causing the well
structure to crack which lead to the oil leaking through the sea floor into the ocean.

18 Now.

Petrobras announces reduced profits in Q3 (y-o-y), with a net profit of BRL6.37 billion ($3.7 billion) down
from BRL8.57 billion in Q3 2010. A fall in the Brazilian currency against the dollar boosted the value of the
company's foreign denominated debt.

18 Nov.

Petrobras with successful discovery in the pre-salt field Franco NW of the Santos basin, with 28 degrees API.

17 Now.

Petrobras announces plans to increase output capacity by 23% trough 2012, after averaging 2.6 million
boe/d over the first nine months of 2011. By the end of 2011 Petrobras brings 16 new wells on-stream, with
the potential to produce 175,000 boe/d. A further four platforms come on-stream in 2012, with potential of
an additional 414,000 boe/d. The company expects to operate an additional 15 rigs on Brazilian waters by
the end of 2012, compared with eight new rigs in 2011.

16 Nov.

The union representing Petrobras oil workers postpone a planned strike while considering an offer from
Petrobras. The strike takes place on 22 November should the union reject the offer.

14 Nov.

Subsea 7 awarded a five-year contract from Petrobras, worth an estimated $500 million, for the construction
of a deep-water flexible pipe-lay vessel. The vessel is scheduled to be delivered in the second half of 2014.

14 Nov.

Petrobras announces discovery of good quality oil from the Abara well in the Carioca field in the Santos
basin, with a 28 degrees API. The ANP grants an extension of the evaluation plan and declaration of
commerciality to 31 December 2013.

8 Nov.

Oil spill at Chevron operated Frade field in the Campos Basin, off the coast of Rio de Janeiro.
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Chevron faces harsh sanctions
following oil spill

A relatively minor oil spill occurred off the
coast of Rio de Janeiro on November 7 at
the Frade field, operated by the American
oil company Chevron. Although the
biggest oil spill in Brazil since 2000, it
pales in comparison with last year’s
Deepwater Horizon disaster. Chevron
calculates that some 2400 barrels of
crude leaked into the sea, while the
Brazilian  Petroleum Agency, ANP,

estimates 3000 barrels.

Chevron cited a wrongly estimated
pressure in the reservoir as the cause of a
rupture in the well structure, which leaked
the oil into the ocean. Brazilian authorities
quickly launched an investigation, and the
local chief executive of Chevron, George
Buck, was summoned to testify before
Congress on November 23. Chevron
accepted full responsibility of the spill, but
contested accusations that it took too long
to respond. The company claimed to have
the leak under control after four days.
Nonetheless, the Brazilian environmental
protection agency, Ibama, slapped Chevron
with an initial $28 million fine for
environmental damages, the maximum
legal amount, equivalent of three and a
half days of output from the field. The
state of Rio de Janeiro and the ANP also
pledged to pursue legal action.
Furthermore, on November 23 authorities
suspended Chevron’s drilling operations in
Brazil for the remainder of the
investigation, while also denying its access
to the pre-salt fields. The ANP cited

NRCI

negligence during the preparation phase,

as well as the lack of a clear contingency
plan in the case of an accident, as the
reasons for the suspension. The oil never
reached Brazilian shores.

In mid-December prosecutors from the
state of Rio de Janeiro announced an $11
billion dollar lawsuit against Chevron and
Transocean, the drilling contractor of the
well, over environmental damages,
insufficient

claiming evidence of

environmental planning.

The announcement failed to appear on the
front pages of the main Brazilian
newspapers the following day. This
indicates that editors did not regard the
lawsuit as serious because of its astounding
size. Still, it highlights the resurgence of
nationalistic tendencies concerning the
country’s vast natural resources. The
lawsuit did not name Petrobras, which
holds a minority stake in the field.

In addition to the fines and lawsuits,
Brazilian authorities asked prosecutors to
file charges against several individuals,
among them George Buck, for failing to
provide information to the police. A
potential indictment and conviction could
entail prison sentences of up to 14 years.
Chevron, however, considers these

indictments to lack merit.

In late December Ibama fined Chevron a
further $5.4 million for its mishandling of
the spill, this time stressing the absence of
emergency equipment and the delay in its
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response to the spill. Similarly, the ANP
issued a third citation against the company
on December 30. Thus Chevron faces an
additional fine of up to $28 million,
although the final amount remained
undisclosed.

The ongoing sanctions against Chevron
have several implications for the Brazilian
oil industry. First of all, they highlight the
unpredictable nature of the country’s
regulatory regime, where a new generation
of prosecutors face accusations of letting
politics outweigh legal considerations,
especially when it comes to natural
resources. Secondly, the international
opposition to offshore drilling is likely to
voice its concerns about the dangers of the
growing activity off the Brazilian coast,
while calling for stricter environmental
safeguards. Such debates could prolong
the delay in the concession of new
exploration areas to international
companies, thus boosting Petrobras’ share
of Brazilian oil fields and politicizing the oil
industry further. The increased dominance
of Petrobras could slow developments, as
the company lacks the know-how to
operate efficiently in pre-salt areas.

The issue is on the agenda in Congress,
where oil regulations are in the process of
an overhaul. As the state of Rio de Janeiro
stand to see its main source of revenue
being cut if the current bill passes, it might
seek to attract more funds directly from
foreign oil companies through lawsuits and
fines.

NRCI

11t-round oil auction pushed to
2012

Analysts expect the anticipated 11"-round

oil block auction to occur in the second
quarter of 2012, almost four years after the
previous round in 2008. Although the ANP
initially planned the auction for the second
half of 2011, bureaucratic hold-ups pushed
the 11" auction back to 2012. The round,
though already approved by the National
Energy Policy Council, awaits the final
approval of President Rousseff.

The 11" bidding round will feature a total
of 174 exploration blocks, 87 onshore and
87 offshore, in nine basins located on
Brazil’s equatorial margin in the north and
northeast. The majority of the blocks are
recycled from previous rounds, and
constitute  the  Barreirinhas, Ceara,
Parnaiba, Espirito-Santo, Foz de Amazonas,
Para-Maranhao, Potiguar, Sergipe-Alagoas
and Reconcavo basins. The auction will not,
however, include any of the recent prolific
pre-salt discoveries as these are offered in
a separate bid round, expected to occur in
the third quarter of 2012.

Nevertheless, the auction will draw the
attention of oil producers worldwide, as it
is likely to be the last round based on the
1999 concession system, before a
production sharing model is implemented
for the pre-salt auction. According to the
Ministry of Mines and Energy, all
companies can participate in the round as
long as they comply with local content
requirements.

Norwegian Risk Monitor is written and published by Norwegian Risk Consulting International AS. Norwegian Risk Monitor does not constitute legal advice and must not be regarded as

a substitute for detailed advice in individual cases. It is provided “as is” and without warranty of any kind. Norwegian Risk Consulting International AS shall not have or bear any

liability arising from any use made of this report, or any part of it, to the fullest extent permitted by law by any party or third party. No part of Norwegian Risk Monitor may be

reproduced in any form. Copyright © 2011. All rights reserved.



15

New framework for future oil
projects

Before he left office in 2010, former
President Lula proposed a new production
sharing system for future oil projects to
replace the current concession regime. The
new framework applies to the massive pre-
salt discoveries and other areas deemed
strategic by the government. The proposal
is part of Lula’s effort to increase the
government’s share of revenues from the
pre-salt discoveries.

Under Brazil’s current concession system,
the government auctions concessions to
the highest bidder, where the produced oil
belongs to the companies holding the
concession licenses. The oil companies sell
the oil and keep the profits after paying
taxes and royalties to the government.
Under production sharing systems,
however, oil companies serve as service
providers. The government becomes the
actual owner of all oil output, while the
companies receive a fixed share of the
revenues. The oil companies still bear all
exploratory costs and risks.  Any
commercially viable oil is shared between
the government and the company.
Accordingly, licenses for the pre-salt fields
are awarded to the company willing to
provide the Brazilian government with the
biggest share of produced oil after covering
its exploration costs, in addition to taxes
and royalties.

The proposed Brazilian version of the
production sharing system includes two

NRCI

exclusive features. First, oil companies still

pay royalties to the government. Second,
Petrobras stays the sole operator of all pre-
salt and strategic areas, with a minimum 30
percent stake in each consortium.
Nevertheless, any oilfields licensed
previous to the passing of the law remain

under the current concession system.
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Issue Surveillance

NRCI

11th-round Oil Auction

Status December

Same situation.

Status November

Awaiting the final passing
of the oil-law reform.

Status October
Round approved by
Ministry of Mines and
Energy. Delayed to Q1 2012
because of bureaucratic
hold-ups. Last auction
under old concession
system.

Pre-salt Auction

Same situation.

Expected to occur in Q3
2012.

Awaiting the final passing
of the oil-law reform. First
auction under new
production sharing system.

Oil-Law Reform

Review in lower house of
Congress pushed to 2012.

150,000 takes to the
streets of Rio de Janeiroin
oil royalty protest.
Governor Cabral threatens
to take the issue to the
Supreme Court to halt
reforms.

Regional groupings
disagree over petroleum
royalties. Senate approves
oil royalties distribution
among states, awaits
review in lower house of
Congress.

Oil Spills

Spill from production
tanker, operated by
Modec, off the coast of Rio
de Janeiro. Leak estimated
at 24 barrels. Modec fined
S9 million.

Qil spill at Frade field in the
Campos basin. Operated by
Chevron. Leak estimated at
no more than 3000 barrels.

No news to report.

Chevron Case

Brazil fines Chevron a
further $5.4 million.
Federal prosecutors
announce $11 billion
lawsuit.

Brazil fines Chevron $28
million over Frade oil spill.
Drilling rights suspended.

Brazil Crude Production

TBA

TBA

2,105 million bbl/d

Strikes

No news to report.

Petrobras workers accepts
salary increase, suspend
announced strike.

No news to report.
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Oil Field
Operator
Other Companies
Basin
State
>
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)

Gas Reserves (bn m3)

Comments

Oil Field
Operator
Other Companies
Basin
State
API
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)
Gas Reserves (bn m3)

Comments

Oil and gas fields
Albacora Leste

NRCI

Petrobras (100%) Petrobras (90%) Petrobras (100%)
- Repsol (10%) -
Campos Campos Campos
Rio de Janeiro Rio de Janeiro Rio de Janeiro
28.3 20 15.2
78,380 90,680 4,060
- - 15,000

- - 214,000
350 - -

Petrobras discovered good
quality oil in April 2011.

FPSO P-50. Production
peaked at 145,000 bbl/d in
2006.

Located in the Siri Reservaoir.
FPSO Petrojarl Cidade De Rio
Das Ostras.

Baleia Azul Bijupira & Salema

Petrobras Petrobras (100%) Shell (Enterprise) (80%)
- - Petrobras (20%)
Campos Campos Campos

Rio de Janeiro

Rio de Janeiro

Rio de Janeiro

- 25 28-31

- 106,050 20,500

- 170,000 }
180,000* 150,000 70,000

- 2,000,000 1,200,000

- 867 170

- 10,7 1,6

Petrobras to begin extended
well test with a 100,000-bpd
capacity platform in 2012.
Production expected to start
Q3 2012. *FPSO P-58
expected to be installed in
the field in 2013.

65 million barrel discovery in
February 2010.

FPSO Fluminense.
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Oil Field

Operator
Other Companies
Basin
State
>
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)

Gas Reserves (bn m3)

Comments

Oil Field
Operator
Other Companies

Basin
State
API
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)
Gas Reserves (bn m3)

Comments

Cachalote Espadarte

NRCI

Petrobras (100%) Petrobras (100%) Petrobras (100%)
Campos Campos Campos
Espirito Santo Rio de Janeiro Rio de Janeiro
22.1 22.4 221
26,223 49,660 40,233

44,000 141,000 -
100,000 150,000 100,000
1,600,000 2,000,000 1,900,000

- 362 428
- 4 -

Production started in May
2010. Phase | production
carried out by FPSO
Capixaba.

Two light oil discoveries in
pre-salt reservoir in May
2010.

First oil in 2000, with an
expected field life of 13
years. Espadarte FPSO.

Chevron (51.7%) Petrobras (100%) Petrobras (100%)
Petrobras (30%), Frade Japdo - -
(18,3%)
Campos Campos Campos

Rio de Janeiro

Espirito Santo

Rio de Janeiro

19.4 18.1 19.6
49,927 50,961 246,757
79,000 - -
90,000 - -
100,000 180,000 -

1,550,000 1,600,000 -
2-300 600 170 m boe

Leak in early November,
caused by sudden rise in
pressure. Chevron
cementing suspect well in
mid-November. Well
ordered shut on 1
December, which represents
less than 10% of the field's
production.

Pre-salt, first oil produced
September 2008. FPSO P-57

delivered in December 2010.

One of the biggest
production increases in
November 2011.

One of the biggest
production increases in
Brazil in November 2011.
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Oil Field

Operator
Other Companies
Basin
State
>
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)

Gas Reserves (bn m3)

Comments

Oil Field
Operator
Other Companies

Basin
State
API
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)
Gas Reserves (bn m3)
Comments

NRCI

Marlim Leste Marlim Sul

Petrobras (100%) Petrobras (100%) Petrobras (62.5%)
- - Chevron (37.5%)
Campos Campos Campos
Rio de Janeiro Rio de Janeiro Rio de Janeiro
23.1 23.1 14-17
143,323 250,940 -
- - 140,000 by 2013
180,000 - -
- - 700 -100
FPSO P-53. FPSO Il. First production expected in

2013.

Parque das Conchas

Shell (50%)

Statoil (60%)

Devon (60%)

Petrobras (35%), ONGC
(15%)

Sinochem (40%)

SK do Brasil (40%)

Campos

Campos

Campos

Rio de Janeiro

Rio de Janeiro

Rio de Janeiro

- 13 19.9
- - 19,510
100,000 - -
- 100,000 by Q2 2012 -
100,000 100,000 -
2,000,000 - -
400 300 - 600 50

Consists of five fields; Ostra,
Argonauta B-West, Abalone,
Argonauta O-North and
Nautilus. Production from
phase | began in July 2009.
Phase Il expected to begin in
2013. FPSO Espirito Santo.

New discovery in April 2011.
Awaiting appraisal well. First
production in April 2011,
expected to continue until
2040. Peregrino FPSO.
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Oil Field

Operator
Other Companies
Basin
State
>
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)

Gas Reserves (bn m3)

Comments

Oil Field

Operator
Other Companies

Basin
State
API
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Qil Reserves (m bbl)
Gas Reserves (bn m3)
Comments

NRCI

Fazenda Alegre

Petrobras (100%) Petrobras (100%) Petrobras (100%)
Campos Espirito Santo Espirito Santo
Rio de Janeiro Espirito Santo Espirito Santo
24.1 51.5 13.2
328,153 3,361 5,863
- 700,000 -
3 bn boe - -

Brazil's biggest producing
field. The 180,000 bbl/d P-55
platform expected to start
operating in Q4 2012. FPSO
P-62.

Mainly gas. FPSO Cidade de
Sao Mateus. Prodcution
started in July 2009.

Golfinho Atlanta & Oliva Carioca (Sugar Loaf)

Petrobras (100%)

Shell

Petrobras (45%)

Chevron, Petrobras

BG Group (30%), Repsol

(25%)
Espirito Santo Santos Santos
Espirito Santo - Sdo Paulo

28.8 14 -
50,222 - -
100,000 - -
1,900,000 - -

450 2,1 25-40

First oil produced in May
2006. Oil of high commercial
value, low levels of sulphur.
FPSO Cidade de Vitoria.

Pre-salt. Discovered in 2007.
Expected to hold 25-40
million barrels. Petrobras
makes good quality find in
Abare well in November
2011. The ANP granted
request of extension of
evaluation plan and
declaration of commerciality.
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Oil Field

Operator
Other Companies

Basin
State
API
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)
Gas Reserves (bn m3)

Comments

Oil Field
Operator
Other Companies

Basin
State

Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)

Gas Reserves (bn m3)
Comments

NRCI

Condensado de Merluza Franco Guara

Petrobras (100%)

Petrobras (45%)

BG Group (30%), Repsol

(25%)
Santos Santos Santos
Sdo Paulo Rio de Janeiro Sdo Paulo
58.3 30 29.5
1,568 - 267
- - 120,000*
- - 1,600,00*
- 4,500 2,1 bn boe

Field discovered in May
2010. Second largest pre-salt
find in the Santos basin.
Currently owned by the ANP,
to be auctioned off in pre-
salt round.

Pilot project expected to
start in Q4 2012. First oil
expected in 2013. 120,000
bpd platform planned for Q4
2012. *FPSO Cidade de Sao
Paulo expected in place in
Q4 2012.

Iracema (Cernambi)

Petrobras (65%)

Petrobras (65%)

BG Group (25%), Galp
Energia (10%)

BG Group (25%), Galp
Energia (10%)

Santos Santos Santos
Rio de Janeiro - -
26-30 32 26-30
- 179,889* -
- 1,600,000* -
3-4 1,8 bn boe -

29

Pre-salt. Petrobras
submitted declaration of
commerciality to the ANP in
December 2010. The field
lies at a depth of 2,210
metres.

Pre-salt field, discovered in May
2010. Owned by the ANP, to be
auctioned off in pre-salt round.
Lies under 2000 m. of water and
5000 m- of sand, rock and salt
layers. Reserves could be as
high as 15 billion barrels.
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Oil Field

Operator
Other Companies

Basin
State
>
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)
Gas Reserves (bn m3)

Comments

Oil Field

Operator
Other Companies
Basin
State
API
Production 2010 (bbl/d)
Average Output (bbl/d)
Plateau Prod. Target (boe/d)
FPSO (Prod. Capacity, bbl/d)
FPSO (Storage Capacity, bbl)
Oil Reserves (m bbl)
Gas Reserves (bn m3)
Comments

NRCI

Tupi (Lula) Tambau-Urugua

Petrobras (65%) Petrobras (100%) Petrobras (100%)
BG Brasil (25%), Petrogal - -
(10%)
Santos Santos Santos
Rio de Janeiro Rio de Janeiro Sao Paulo
28.5 32.6 -
17,249 7,259 -
30,000 - 3,650,000 m’/d
5—-8bnboe 250 -
- 944 -

Pre-salt field. Petrobras
submitted declaration of
commerciality to the ANP in
December 2010. One of the
biggest production increases
in November 2011. Could
contain 1.5 - 2 trillion m3 of
gas. Estimated production
rate of 100,000 bbl/d in early
2012. FPSO-Angra dos Reis.

Gas Field. Production started
in 2010. Natural gas pipeline
to the Lula field opened in
September 2011.

Tiro & Sidon

Petrobras Nord (60%) Petrobras (100%)
- Mercury (40%) -
Santos Sergripe Sergripe
S3o Paulo Sergripe Sergripe
34 13.3 41-43
- 10 4,200
25,000 - -
- - 30,000
- - 300,000
150 m boe - 76

Pre-salt. Prod. to start in Q3
2012. Petrobras recently
discovered good quality oil,
36 AP, in Petola, a shallow-
water well. Plans to drill
more wells in the area, in
addition to extended well
tests already in progress.

Production started in
October 2007. Major
exploratory drilling campaign
announced by Petrobras in
March 2010, following
estimations of light oil. Sevan
Piranema FPSO.
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Oil Field

NRCI

Capacity (m
m3/day)

Operator UP Petrodleo Brasil (67,5%) Petrobras (100%)
Other Companies Petrobras (25%), TDC (7,5%) -
EEN Sergripe Solimdes
State Sergripe Amazonas
API 40.9 48.5
50 35,698
: :
- -
: :
FPSO (Storage Capacity, bbl) - -
- -
: :
Pipelines
Gasbol Gasene Urucu-Manaus Gasduc Il
Import Internal Internal Internal
Santa Cruz, Bolivia, via Rio de Janeiro to Bahia Urucu to Manaus Macaé to Duque de
Sao Paulo to Porto Caxias
Alegre, Brazil
On-stream On-stream On-stream On-stream
30 20 5.5 40
Future import growth Inaugurated March Facilitates Inaugurated in 2010.

Comments

expected to be met with
more LNG rather than
conventional pipeline
imports from Boliva

2010. The longest
pipeline in Brazil,
enhances the
country's gas
infrastructure by
connecting the North-
East and South-East
pipelines.

development of the
untapped Amazon
region. Capacity can
be expanded by
adding new
compression stations.

Supplies gas to the
South-East region, with
the highest
consumption of gas in
Brazil.
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NRCI

Ports and Terminals

OIL INFRASTRUCTURE

MAIN OIL PORTS LOCATION STATUS PORT TYPE

Port of Aracaju Sergripe No disruptions to report. Pier, Jetty or Wharf
Port of Belem Para No disruptions to report. Pier, Jetty or Wharf
Port of Fortaleza Ceard No disruptions to report. Harbour

Port of Itaguai Rio de Janeiro No disruptions to report. Harbour

Port of Maceio Alagoas No disruptions to report. Seaport

Port of Natal Rio Grande do Norte No disruptions to report. Harbour

Port of Paranagua Parand No disruptions to report. Seaport

Port of Recife Pernambuco No disruptions to report. Harbour

Port of Rio de Janeiro Rio de Janeiro No disruptions to report. Seaport

Port of Rio Grande Rio Grande do Sul No disruptions to report. Seaport

Port of Salvador Bahia No disruptions to report. Harbour

Port of Santos Sdo Paulo No disruptions to report. Seaport

Port of S3o Francisco do Sul | Santa Catarina No disruptions to report. Seaport

Port of Sdo Sebastido Sdo Paulo No disruptions to report. Pier, Jetty or Wharf
Suape Marine Terminal Pernambuco No disruptions to report. Seaport

Port of Tramandai Rio Grande do Sul No disruptions to report. Off-Shore Terminal
Port of Vitoria Espirito Santo No disruptions to report. Seaport

PROPOSED PORTS

Acu Superport Rio de Janeiro Scheduled to open in 2012 | Super-port

Capacity (m
LNG TERMINALS LOCATION STATUS 3/day) TYPE

Port of Pecém Ceara Inaugurated 2008 Regasification terminal
Guanabara Bay Rio de Janeiro Inaugurated 2009 14 | Regasification terminal
Planned Terminal TBA On-stream by 2012 - -

Petrobras FLNG Santos basin Delayed until 2015 14 | Floating LNG terminal
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NRCI

Refineries
Capacity Start of
REPLAN - Refinaria de Brazil's largest refinery
Paulinia S3o Paulo 365,000 1972 Petrobras
RLAM - Refinaria New hydrotreatment units in
Landulpho Alves Bahia 323,000 1953 Petrobras 2012
REVAP - Refinaria Henrique Undergoing $13.2 bn upgrade
Lage S30 Paulo 251,000 1980 Petrobras
REDUC - Refinaria Duque Rio de Operations halted on 26
de Caxias Janeiro 242,000 1961 Petrobras December due to small fire
REPAR - Refinaria New hydrotreatment units in
Presidente Getulio Vargas Parana 189,000 1977 Petrobras 2012
o Rio

REFAP - Refinaria Alberto Grande Petrobras
Pasqualini S.A. do Sul 189,000 1968
RPBC - Refinaria Presidente
Bernardes S30 Paulo 170,000 1955 Petrobras
REGAP - Refinaria Gabriel Minas
Passos Gerais 144,756 1968 Petrobras
RECAP - Refinaria de New hydrotreatment units in
Capuava S3o0 Paulo 53,000 1954 Petrobras 2012
REMAN - Refinaria Isaac
Sabb3d Amazonas 46,000 1956 Petrobras

Rio

Grande Petrobras Capacity expansion to 120,000
Clara Camarado do Norte 30,000 2010 bpd in 2012

Rio

Grande Petroleo
Ipiranga do Sul 12,500 1937 Ipiranga

Rio de Andrade
Manguinhos Janeiro 14,000 1954 Magro
LUBNOR Ceard 6,032 1966 Petrobras
Total Capacity: 2,009,788
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PLANNED REFINERIES Capacity (bdp) Completion (exp.)

Abreu e Lima Refinery Pernambuco 230,000 | Petrobras 2012
Premium | Ceara 600,000 | Petrobras 2016
Premium Il Maranhao 300,000 | Petrobras 2017
Rio de Janeiro Petrochemical, Comperj Rio de Janeiro 150,000 | Petrobras 2014
Comments:

Refining capacity clearly inadequate in the long-term as oil consumption increases. Petrobras plans to meet domestic
demand by increasing its refining capacity to more than 3 M b/d by 2020. The company announced 5 additional
refineries under its 2010-2014 business plan, and plans to invest $4.41 billion in refining in 2012.
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Economy

Key Risks:
9 Inflation keeps above official
target ceiling.
Economy halts in third quarter.

Economic Indicators

GDP growth (12 months) 3,7%
GDP growth(quart. change) -0.04%
Unemployment rate 5.8%
Public Debt(% of GDP) 54.1
Trade Surplus Nov. (m. USD 583
Inflation (annual rate) 6.64
Inflation (month. change) 0.52¢9
Central Bank Rate ]
Credit Growth (month. change) 0.89

Industrial Prod. (month. change) -0.6%

Crude Qil Prod. (m. bbl/d) 2.18
Natural Gas Prod. (m. frd) 66.3
Retail Sales (month. change) 0.6(

Stock Exchange (montlthange) -2.39%

USD/BRL (month. change) 3.24
USD/BRL (quart. change) -1.30%
EUR/BRL (month. change) -0.67%
Credit Rating (S&P) B

NRCI

Inflation and Central Bank
Policy

Inflation rose 6.64% trough November,
down from 6.97% in October, but still
exceeding the official target ceiling of
6.5%. The government’s inflation target is
4.5%, plus or minus 2 percentage points.
The 0.52% increase in consumer prices is
attributed to rising food prices, especially
meat. This is higher than the 0.43% rise
seen in October, but lower than last
November’s 0.83% rise. The central bank
expects inflation to fall down to the
official target during 2012, as a result of
the deteriorating global economy.
Analysts, however, doubt that inflation
converges to the 4.5% target during 2012,
mainly because of a 14% rise in the
minimum wage due in January.

As inflation slowed, the central bank
continued to slash its rates, with the third
consecutive cut of 50 basis points
reducing the rate to 11%. Brazil was
among the first countries to react to the
Euro crisis when its central bank cut its
rate from 12.5% to 12% in August. The
central bank announced further moderate
cuts to mitigate the effect of the Euro
crisis, which should bring the interest rate
down into single digits during 2012.
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Economy Halting

The decision to start reducing interest
rates surprised the market as inflation
remained above the 6.5% target
ceiling since April. The unorthodox
cuts sparked public speculation
regarding the central bank’s actual
independence. Additionally, President
Rousseff faced accusations of pushing
the bank to focus on economic growth
rather than low inflation in order to
secure her popularity. Analysts
eventually approved of the central
bank strategy since the economy
slowed to a complete halt in the third
quarter, for the first time in ten
qguarters. Analysts believe the Brazilian
economy to grow by 3% in 2011,
compared to a record growth of 7.5%
in 2010. Finance Minister Mantega
readjusted his forecast for 2011 from
3.8% to 3.2%. Mantega attributes the
third quarter slowdown to lagging
effects of restrictive  measures
introduced earlier this year to halt
inflation.

The main brake on Brazil’s economic
activity is considered to be the falling
industrial output. This is caused by a
reduced global demand for the
commodities of which the country is a
major exporter, such as iron ore,
soybeans, meat and coffee.
Consequently, industrial production
sank 1.9% in September and 0.6% in
October. The industry sector as a
whole contracted 0.9% in the third
quarter, with manufacturing falling

NRCI

1.4%, services falling 0.3%, and
agriculture growing 3.2%.

Facing the policy dilemma of balancing
economic growth with curbing
inflation, Rousseff appear far more
worried about the former. Her
popularity depends on economic
growth among her electoral base, the
working and middle classes. To
reignite growth in the Brazilian
economy, the government repealed
several restrictive measures in late
November. These include a reduction
of taxes on financial transaction,
removal of IOF tax on the purchase of
Brazilian stock by foreigners and a
reduction of IPl industrial products tax
on home appliances and certain food
items.  Moreover, the reserve-
requirements for banks regarding
loans with a maturity of less than five
years were cut. The measures are
intended to encourage growth
through increasing short-term
investment flows while loosening

restrictions on credit.

The BM&FBOVESPA, the S3o Paulo
stock exchange, failed to recover from
a mid-December slump, ending down
2.39% in December. With China being
Brazil’s largest trading partner, the
stock market, dominated by
commodity giants such as Petrobras
and Vale, is highly sensitive to
developments in the Chinese

economy.
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Currency Outlook

The Brazilian real has fallen steadily
since its record high in July of 1.53
against the dollar, the highest since
the free-floating currency regime was
adopted in 1999, ending December at
1.8634. Still, the real is considered to
be one of the world’s most overvalued
currencies. High interested rates
attract heavy inflows from foreign
investors, thus strengthening the real
and making Brazilian goods less
competitive. To reignite growth, the
government is committed to keep the
real below the July 12-year high. Over
the last year Mantega implemented a
number of taxes on financial
instruments to deter speculative
inflows, some of which were reversed
by the recent tax cuts.

While both Mantega’s taxes and the
interest rate cuts have eased the
pressure on the real, the Euro crisis is
the main contributor to its decline.
Amid economic uncertainties
investors flee from emerging markets
to safer assets, causing a 18.5% drop
in the real against the dollar from mid-
July to mid-September. A weaker
outlook for commodity prices also
pushes the currency down. The recent
tax cuts intended to boost investor
inflows, on the other hand, are likely
to strengthen the real. So would a
potential progress in Europe.

NRCI

Nonetheless, the real is expected to
keep within the range of 1.70 to 1.90
against the dollar, as President
Rousseff tackles the policy dilemma of
spurring economic growth versus
curbing inflation.
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