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1- Brazilian Petroleum Industry Overview

B8 Brazil at a glance

\ And what the oil and gas industry represents
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Source: ANP website
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Crude oil exports:
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Source: ANP website
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1 - Brazilian Petroleum Industry Overview
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1 - Brazilian Petroleum Industry Overview
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1 - Brazilian Petroleum Industry Overview
Three different E&P environments

Pre-Salt
One of the World's hottest oil play, home to the largest
offshore oil discoveries in the last decade

A
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Conventional Offshore

All the East Margin besides the pre-salt region and
Equatorial Margin, including new frontier areas and a
significant number of large mature fields

Onshore
Mature Basins and Mew Frontier Basins (mostly gas prone)
Potential for unconventional to be unleashed

Source: ANP website
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1 - Brazilian Petroleum Industry Overview

Three different E&P environments
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* Monthly Preduction Report from Feb/2018

Source: ANP website
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2 - Purpose of Brazilian Petroleum Agency (ANP)
The purpose of ANP is:

e implementing the national policy of oil, natural gas and biofuels
contained in the national energy policy

e promoting regulatory measures and licensing rounds

* monitoring economic activities of the oil industry

e promoting technical studies aimed at supporting MME in the
delimitation of blocks that will be offered in the Bidding Rounds
 enforcing best practices in the oil industry

* preparing tender protocols and agreements


http://www.anp.gov.br/
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ANP is responsible for the implementation of the oil sector policy, in
accordance with Petroleum Law (Law 9.478/1997), Gas Law (Law 11.909/2009) and
Pre-Salt Laws (Laws 12.276/2010, 12.304/2010, 12.351/2010, 12.734/2012).

Source: ANP website

Establishing directives, ordinances, resolutions and normative
statements

Promoting bidding rounds and entering into contracts with

petroleum companies on behalf of the Federal Government

Monitoring the activities of regulated industries, directly or
through agreements with other public agencies
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3 - Granting E&P Rights

- Bidding Rounds carried out by National Petroleum Agency
- ANP

- Farm in/ Farm out approved by ANP (Concession
Agreement) or Energy Ministry — MME (Production
Sharing Agreement - PSA)

Source: ANP website
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4 — ANP Bidding Rounds

From 1999 to 2008 — 10 Bidding Rounds - one per year

. .5' Erasll

ﬁﬁbﬂ..__

Source: ANP website

2010 — New Regulatory Model established

2013 (after 5 years) — 12t Bidding Round and the first PSC Round (Libra)
2015 (after 2 years) - 13t Bidding Round (weak results)

2017 (after 2 years — new changes) — 14t Bidding Round and 2" and 3" PSC
Rounds

2018 — 15 Bidding Round
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4 — ANP Bidding Rounds

Petrobras didn’t participate of the 13th Bidding Round.

e first time since the First Bidding Round in 1999
* context of falling oil prices, devaluation of the Brazilian exchange rate in
2015 increased its debt

e corruption scandals within the scope of the Car Wash scandal undermining
Petrobras’s financing capacity
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4 — ANP Bidding Rounds

Main adopted measures

14t Bidding Round:

Bidding Rounds Schedule until 2019 -

(CMPE Resolution 10/2017) - 37 blocks acquired

- 17 winners companies
More attractive contracts

New Local Content Policy — new rounds
(CMPE Resolution 07/2017)

Apr/2017

Petrobras: no longer sole
operator for the pre-salt play
(Law 13,365/2016)

Mew E&P Policies
({CMNPE Resolution 17/2007)

RS 3.84 billion in bonuses
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LT waiver for contracts up
to the 13% bidding round
[ANP Ordinance
726/2018)

15t Bidding Round

Exploratory Phase Extension
(BID 1 and BID 12)
{CMPE Resolution 708/2017)

Mar/2018

Dec/2017 2018

Oct/2017

REPETRO Extension — fiscal
regime
(Law 13,586/2017)

and 3™ PSC Rounds:
R$ 6.15 billion in bonuses
- 6 pre-salt blocks acquired
- N winners companies

- Record in profit oil

2nd
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5. Farm-in/Farm-out

Law No. 9,478/97, Article 29 reads: The transfer of the concession contract with
the preservation of its object and condition is allowed, as long as the new
concessionaire complies with the technical, economic and legal requirements set

forth by the ANP.

Sole Paragraph. Transfer of the contract may only occur upon prior and
expressed authorization by the ANP.
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5. Farm-in/Farm-out

Considering the following assumptions:

a) Merger, split and acquisition of a company part of the Concessionaire
consortium

b) Change of operator or guarantor

c) Direct or indirect change of control


Présentateur
Commentaires de présentation
There are 3 assumptions to be considered as farm-in/farm-our
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6. International Petroleum Contracts adopted in Brazil

According to Brazilian Regulatory Framework, there are three different
contracts:

* Concession Agreement set by Law No. 9,478/1997 - Petroleum Law
* Onerous Assignment Agreement set by Law No. 12,276/2010
* Production Sharing Agreement set by Law No. 12,351/2010 — PSA Law
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0 Concession Agreement was adopted when Petrobras monopoly
finished, aiming at attracting investments for the new frontiers, which
represented high risks (15 bidding rounds were accomplished)

* the concessionaire has the title of oil produced

* signature bonus

* local content

* minimum work program

* royalty rate is up to 10% - established by the tender protocol

e special participation (a type of windfall profit, charged in cases of high-
volume production)

e payment for area rental

° taxes

e term is divided in two stages: up to 9 years for exploration (set by tender
protocol); 27 years for production
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O Pre-salt discovery (Tupi prospect, currently Lula Field) led to
changes in Regulatory Framework

| Area total da provincia:.......................149.000 Km?* s W ‘j}&E
Area total concedida:... 41,772 Km® (28,03%) |
I Area nfio concedidas. ..o ieecnnnes 107.228 Km? (71,87%) | 1

Area concedida cf partc. Petrobras....35.739 Km® (24%) 4 : 1% { i -4 O SANTO
*_,h_'_.' Sy : . MINAS GERAIS i

e
" IO DE JANEIRO

) ‘}(_‘-“__\,:EGMJJ I‘:-:?Rio dl’.lr_J i ?iro

+ Sao Paulo

; BACIA DE CAMPOS

! ® Pogos Perfurades

: 1 I | Il Reservatdrios Pré Sal
Curitiba : e 7 ET Y bl i | [ Blocos de Exploragio
L e S
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O Onerous Assignment Agreement (signed on September, 3rd of 2010):
It’s Brazilian specific agreement designed to capitalize Petrobras,
without risk (ANP did the appraisal and certified the reserves)

e Petrobras has the oil title, limited to the volume of 5 billion of boe

* Six blocks were awarded: Florim; Franco; Sul de Guara; Entorno de lara
Sul de Tupi; Nordeste de Tupi; and a contingent one: Peroba (relinquished)
*Payment: RS 67,8 billion in Treasury Bills — LFT and RS 7 billion in cash

* mandatory work program

* local content

* 10% of royalty rate

40 years of term, extendable for another 5 years

e Declaration of Commerciality in 2013-2014: Sul de Lula, Buzios, Sul de
Sapinhoa, Itapu, Sepia, Entorno de Berbigao, Entorno de Sururu and Atapu
* Since 2014 the contract is under the process of reviewing
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O Production Sharing Agreement will be adopted in the Pre-salt area,
aiming at increasing the Government participation in the Oil Production
(4 bidding rounds were accomplished and the 5t is happening today)

* PPSA is in the Operating Committee, and appoints the chairman and half of the
members

* Petrobras has the preemptive right over the operation (it was the sole operator
until 2016)

* minimum signature bonus established in the tender protocol

e profit oil % to Gov as a criteria of bidding judgement;

e cost oil recovery to happen only after production

* 4-year minimum work program

* progressive local content

* 15% royalty rate

* taxes

* 35-year term

* the Government has the title of oil the produced. The oil company receives its
profit oil share and the cost oil
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7 - Unitization in Brazil
PSC Law, Article 33 reads:
The unitization procedure for production of oil and natural gas shall be

implemented just when the deposit extends beyond the block granted under
concession regime or contracted under the production sharing regime.

PSC Law, Article 36 reads:

The Government, represented by PPSA, and based on the evaluations carried out
by the ANP, shall, in cases where the deposits from the Pre-salt polygon extend
to areas which are not granted or shared (open areas), enter into a production
unitization _agreement, whose terms and conditions shall bind the future
concessionaire or contractor under the production share regime.
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7 - Unitization in Brazil

PPSA — New Brazilian NOC

Act No. 12,304/2010 — Authorized the Creation of Pre-salt Petroleo S.A — PPSA -
with the purpose of manage PSAs and contracts to trade the Government’s

production.

Act No. 12,351/2010 establishes the competence of PPSA to sign the Unitization
Agreements representing the Government in open areas located in Pre-salt area

Decree No. 8,063 of August, 1st of 2013 — Created PPSA

PPSA started operating in January, 2014 at ANP Central Office (very recent)
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7 - Unitization in Brazil — challenge at Pre-salt area

» Different IPA involved in an unitization agreement negotiation

e |f the reservoir extends beyond an open area, this area must be considered
in the negotiation process

* PPSA will represent the Government’s rights over the open area
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7 - Unitization in Brazil — challenge at Pre-salt area

* Examples: Lula and Sapinhoa fields

L

Entorng de
Sapinhoa

Ful o
Bapinhod

(Zona BVE100) TI000 TaO000
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8 - Conclusion

- Despite the fact that Brazil has considerably changed the
E&P Regulatory Framework, Brazil is set in a stable
regime - Concession Contracts in Pre-salt areas were

maintained.

- The Pre-salt area is very productive, and will place Brazil
between the 10 biggest producers until 2040.

- Unitization is a challenge in Pre-salt area, and must not
jeopardize its attractiveness.
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