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ANNUAL REPORT
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OF THE SECURITIES EXCHANGE ACT OF 1934
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Commission File Number 001-15106

Petróleo Brasileiro S.A.�Petrobras
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(Address of principal executive offices)

Ivan de Souza Monteiro

Chief Financial Officer and Chief Investor Relations Officer

(55 21) 3224-4477�ivanmonteiro@petrobras.com.br Avenida República do Chile, 65�23rd Floor 20031-912�Rio de
Janeiro�RJ�Brazil

(Name, telephone, e-mail and/or facsimile number and address of company contact person)

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Title of each class: Name of each exchange on which registered:
Petrobras Common Shares, without par value* New York Stock Exchange*

Petrobras American Depositary Shares, or ADSs

(evidenced by American Depositary Receipts, or ADRs),
each representing two Common Shares New York Stock Exchange

Petrobras Preferred Shares, without par value* New York Stock Exchange*
Petrobras American Depositary Shares

(as evidenced by American Depositary Receipts), each
representing two Preferred Shares New York Stock Exchange

5.750% Global Notes due 2020, issued by PGF (successor
to PifCo) New York Stock Exchange

5.375% Global Notes due 2021, issued by PGF (successor
to PifCo) New York Stock Exchange

6.875% Global Notes due 2040, issued by PGF (successor
to PifCo) New York Stock Exchange

6.750% Global Notes due 2041, issued by PGF (successor
to PifCo) New York Stock Exchange

4.375% Global Notes due 2023, issued by PGF New York Stock Exchange
5.625% Global Notes due 2043, issued by PGF New York Stock Exchange

Floating Rate Global Notes due 2019, issued by PGF New York Stock Exchange
4.875% Global Notes due 2020, issued by PGF New York Stock Exchange
6.250% Global Notes due 2024, issued by PGF New York Stock Exchange
7.250% Global Notes due 2044, issued by PGF New York Stock Exchange

Floating Rate Global Notes due 2020, issued by PGF New York Stock Exchange
6.850% Global Notes due 2115, issued by PGF New York Stock Exchange
8.375% Global Notes due 2021, issued by PGF New York Stock Exchange
8.750% Global Notes due 2026, issued by PGF New York Stock Exchange
6.125% Global Notes due 2022, issued by PGF New York Stock Exchange
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7.375% Global Notes due 2027, issued by PGF

5.750% Global Notes due 2029, issued by PGF

New York Stock Exchange

New York Stock Exchange

* Not for trading, but only in connection with the registration of American Depositary Shares pursuant to the
requirements of the New York Stock Exchange.

Securities registered or to be registered pursuant to Section 12(g) of the Act: None

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act: None
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The number of outstanding shares of each class of stock as of December 31, 2017 was:

7,442,454,142 Petrobras Common Shares, without par value

5,602,042,788 Petrobras Preferred Shares, without par value

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined by Rule 405 of the
Securities Act.

Yes  ☑     No  ☐

If this report is an annual or transitional report, indicate by check mark if the registrant is not required to file
reports pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934.

Yes  ☐     No  ☑

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days.

Yes  ☑     No  ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web
site, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation
S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant
was required to submit and post such files).

Yes  ☑     No  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a
non-accelerated filer, or an emerging growth company. See the definitions of �large accelerated filer,� �accelerated
filer,� and �emerging growth company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer  ☑     Accelerated filer  ☐     Non-accelerated filer  ☐     Emerging growth company  ☐

If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate
by check mark if the registrant has elected not to use the extended transition period for complying with any
new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act.    ☐

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements
included in this filing:

U.S. GAAP  ☐     International Financial Reporting Standards as issued by the International Accounting
Standards Board  ☑     Other  ☐

If �Other� has been checked in response to the previous question, indicate by check mark which financial
statement item the registrant has elected to follow.
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Item 17  ☐     Item 18  ☐

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule
12b-2 of the Exchange Act).

Yes  ☐     No  ☐
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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,� �intend,� �plan,� �aim,� �will,� �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:

� our marketing and expansion strategy;

� our exploration and production activities, including drilling;

� 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;

� our projected and targeted Capital Expenditures According to Our Plan Cost Assumptions, commitments and
revenues;

� our liquidity and sources of funding;

� our pricing strategy and development of additional revenue sources; and

� 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:

� our ability to obtain financing;
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� general economic and business conditions, including crude oil and other commodity prices, refining margins
and prevailing exchange rates;

� global economic conditions;

� our ability to find, acquire or gain access to additional reserves and to develop our current reserves
successfully;

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

� competition;

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

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

� receipt of governmental approvals and licenses;

� international and Brazilian political, economic and social developments;

� natural disasters, accidents, military operations, acts of sabotage, wars or embargoes;

� the cost and availability of adequate insurance coverage;

� our ability to successfully implement assets sales under our divestment program;

1
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� the outcome of ongoing corruption investigations and any new facts or information that may arise in relation
to the Lava Jato investigation;

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

� 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.

2
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GLOSSARY OF CERTAIN TERMS USED IN THIS ANNUAL REPORT

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

ADR American Depositary Receipt.
ADS American Depositary Share.
AMS Our health care plan (Assistência Multidisciplinar de Saúde).
ANP The Agência Nacional de Petróleo, Gás Natural e Biocombustíveis

(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.

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

Assignment Agreement 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 Item
10.�Additional Information�Material Contracts�Assignment Agreement.�

B3 The São Paulo Stock Exchange.
Bahiagás Companhia de Gás da Bahia, the natural gas distribution company for

the State of Bahia.
Banco do Brasil Banco do Brasil S.A.
Bank of New York Mellon The Bank of New York Mellon, which serves as depositary for both

our common and preferred ADSs.
Barrels Standard measure of crude oil volume.
Braskem Braskem S.A.
Brent Crude Oil A major trading classification of light crude oil that serves as a major

benchmark price for commercialization of crude oil worldwide.
BNDES The Banco Nacional de Desenvolvimento Econômico e Social (the

Brazilian Development Bank).
Câmara de Arbitragem do Mercado An arbitration chamber governed and maintained by B3.
Capital Expenditures According to Our Plan
Cost Assumptions

Capital expenditures based on the cost assumptions and financial
methodology adopted in our 2018-2022 Plan, which include items
that do not necessarily qualify as cash flows used in investing
activities, primarily geological and geophysical expenses, research
and development expenses, pre-operating charges, purchase of
property, plant and equipment on credit, borrowing costs directly
attributable to works in progress and investments in investees.

CCEE The Câmara de Comercialização de Energia Elétrica (Electric
Energy Trading Chamber).

CDB China Development Bank.
CEG Rio Gas Natural Fenosa, the natural gas distribution company for the

State of Rio de Janeiro.
Central Depositária The Central Depositária de Ativos e de Registro de Operações do

Mercado, which serves as the custodian of our common and preferred
shares (including those represented by ADSs) on behalf of our
shareholders.
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CMN The Conselho Monetário Nacional (National Monetary Council), or
CMN, is the highest authority of the Brazilian financial system,
responsible for the formulation of the Brazilian currency, exchange
and credit policy, and for the supervision of financial institutions.

CNODC CNODC Brasil Petróleo e Gás Ltda.
CNOOC CNOOC Petroleum Brasil Ltda.

3

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

Table of Contents 13



Table of Contents

Condensate Hydrocarbons that are in the gaseous phase at reservoir conditions but
condense into liquid as they travel up the wellbore and reach
separator conditions.

COMPERJ The  Complexo Petroquímico do Rio de Janeiro � COMPERJ
(Petrochemical Complex of Rio de Janeiro).

CONAMA The Conselho Nacional do Meio Ambiente (National Council for the
Environment in Brazil).

COSO Committee of  Sponsoring Organizat ions of  the Treadway
Commission.

COSO-ERM Committee of  Sponsoring Organizat ions of  the Treadway
Commission�Enterprise Risk Management Integrated Framework.

CNPE The Conselho Nacional de Política 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.

CVM The Comissão de Valores Mobiliários (Brazilian Securities and
Exchange Commission), or CVM.

D&M DeGolyer and MacNaughton.
Deepwater Between 300 and 1,500 meters (984 and 4,921 feet) deep.
Distillation A process by which liquids are separated or refined by vaporization

followed by condensation.
DoJ The U.S. Department of Justice.
Eletrobras Centrais Elétricas Brasileiras S.A. � Eletrobras.
ERP Enterprise Resource Planning.
EWT Extended well test.
Exploration area A region under a regulatory contract without a known hydrocarbon

accumulation or with a hydrocarbon accumulation that has not yet
been declared commercial.

Fitch Fitch Ratings Inc., a credit rating agency.
FPSO Floating production, storage and offloading unit.
Gaspetro Petrobras Gás S.A.
GSA Long-term Gas Supply Agreement entered into with the Bolivian

state-owned company Yacimientos Petroliferos Fiscales Bolivianos.
GTB Gas Transboliviano S.A.
HSE Health, Safety and Environmental.
IASB International Accounting Standards Board.
IBAMA The Instituto Brasileiro do Meio Ambiente e dos Recursos Naturais

Renováveis (Brazilian Institute of the Environment and Renewable
Natural Resources).

IBGC The Instituto Brasileiro de Governança Corporativa (Brazilian
Institute of Corporate Governance).

IBGE The Instituto Brasileiro de Geografia e Estatística (Brazilian Institute
of Geography and Statistics).

IOF Imposto sobre Operações Financeiras (Brazilian taxes over financial
transactions).

IPCA The Índice Nacional de Preços ao Consumidor Amplo (National
Consumer Price Index).

ISO The International Organization for Standardization.
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Lava Jato investigation See Item 3. �Key Information�Risk Factors�Compliance, Legal and
Regulatory Risks� and Item 8. �Financial  Information�Legal
Proceedings�Lava Jato Investigation.�

LFTs Letras Financeiras do Tesouro (Brazilian federal government bonds).
LNG Liquefied natural gas.

4

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

Table of Contents 15



Table of Contents

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

Mitsui Mitsui Gás e Energia do Brasil Ltda.
MME The Ministério de Minas e Energia (Ministry of Mines and Energy)

of Brazil.
Moody�s Moody�s Investors Service, Inc., a credit rating agency.
MPDM The Ministério do Planejamento, Desenvolvimento e Gestão

(Ministry of Planning, Development and Management) of Brazil.
MT-CGU The Ministério da Transparência e Controladoria Geral da União

(General Federal Inspector�s Office), or MT-CGU, is an advisory
body of the Brazilian Presidency, responsible for assisting in matters
related to the protection of federal public property (patrimônio
público) 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.

NGLs The liquid resulting from the processing of natural gas and containing
the heavier gaseous hydrocarbons.

NYSE The New York Stock Exchange.
NTS Nova Transportadora do Sudeste S.A.
OHSAS Occupational Health and Safety Management Systems.
Oil Crude oil, including NGLs and condensates.
ONS The Operador Nacional do Sistema Elétrico (National Electric

System Operator) of Brazil.
OPEC Organization of the Petroleum Exporting Countries.
OSRL The Oil Spill Response Limited.
PESA Petrobras Argentina S.A.
Petros Petrobras� employee pension fund.
Petros 2 Petrobras� sponsored pension plan.
PFC Energy A global energy research and consultancy group.
PGF Petrobras Global Finance B.V.
PifCo Petrobras International Finance Company S.A.
PLSV Pipe laying support vessel.
PO&G Petrobras Oil & Gas.
Post-salt reservoir A geological formation containing oil or natural gas deposits located

above a salt layer.
PPSA Pré-Sal Petróleo S.A.
Pre-salt reservoir A geological formation containing oil or natural gas deposits located

beneath a salt layer.

5
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Proved reserves 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,
unless prices are defined by contractual arrangements, excluding
escalations based upon future conditions. The project to extract the
hydrocarbons must have commenced or we must be reasonably
certain that we will commence the project within a reasonable time.

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

Proved developed reserves 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.

Proved undeveloped reserves 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.
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PTAX The reference exchange rate for the purchase and sale of U.S. dollars
in Brazil, as published by the Brazilian Central Bank.

PwC PricewaterhouseCoopers Auditores Independentes.
RNEST The Refinaria Abreu e Lima (Abreu e Lima Refinery).
S&P Standard & Poor�s Financial Services LLC, a credit rating agency.
SDNY The United States District Court for the Southern District of New

York.
SEC The United States Securities and Exchange Commission.
SELIC The Brazilian Central Bank base interest rate.
Sete Brasil Sete Brasil Participações, S.A.
Suape Petrochemical Complex The Complexo Industrial Petroquímica Suape, an industrial complex

with facilities owned by Companhia Petroquímica de Pernambuco �
PetroquímicaSuape and Companhia Integrada Têxtil de Pernambuco �
Citepe.

6
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Shell Shell Brasil Petróleo Ltda.
SPE The Society of Petroleum Engineers.
SS Semi-submersible unit.
Synthetic oil and synthetic gas A mixture of hydrocarbons derived by upgrading (i.e., chemically

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.

TAG Transportadora Associada de Gás S.A.
TCU The Tribunal de Contas da União (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 (patrimônio público) matters.

TBG Transportadora Brasileira Gasoduto Bolívia-Brasil S.A. (TBG).
TLWP Tension Leg Wellhead Platform.
Total Total E&P do Brasil Ltda.
Total depth Total depth of a well, including vertical distance through water and

below the mudline.
Transfer of Rights Agreement An agreement under which a concessionaire sells, assigns or transfers

by any means, in whole or in part, indivisible rights and obligations
provided for in the concession agreement to a new third-party
concessionaire, provided that the new concessionaire meets technical,
economic and legal requirements established by the ANP.

Transpetro Petrobras Transporte S.A.
Ultra-deepwater Over 1,500 meters (4,921 feet) deep.
YPFB Yacimientos Petroliferos Fiscales Bolivianos.

7
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CONVERSION TABLE

1 acre = 43,560 square feet = 0.004047 km2

1 barrel = 42 U.S. gallons = Approximately 0.13 t of oil
1 boe = 1 barrel of crude oil equivalent = 6,000 cf of natural gas
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)

8
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ABBREVIATIONS

bbl Barrels
bcf Billion cubic feet
bn Billion (thousand million)
bnbbl Billion barrels
bncf Billion cubic feet
bnm3 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
km2 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
mm3 Thousand cubic meters
mm3/d Thousand cubic meters per day
mm3/y Thousand cubic meter per year
mmbbl

mmbbl/d

Million barrels

Million barrels per day
mmboe Million barrels of oil equivalent
mmboe/d Million barrels of oil equivalent per day
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
R$ Brazilian reais
t Metric ton
Tcf Trillion cubic feet
US$ United States dollars
/d Per day
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/y Per year
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PRESENTATION OF FINANCIAL AND OTHER INFORMATION

This is the annual report of Petróleo Brasileiro S.A.�Petrobras, or Petrobras. Unless the context otherwise requires, the
terms �Petrobras,� �we,� �us,� and �our� refer to Petróleo 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$� are to Brazilian reais and references to �U.S. dollars� or �US$� 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, 2017, 2016
and 2015 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. We apply IFRS in our 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 in reais, while the presentation currency of the
audited consolidated financial statements included herein is the U.S. dollar. Our functional currency and that of all our
Brazilian subsidiaries is the real. The functional currency of most of our other entities that operate internationally,
such as PGF, 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, all accounts in the
statement of income, other comprehensive income and statement of cash flows at the average rates prevailing during
the corresponding year. Equity items are translated at the exchange rates prevailing at the dates of the transactions. All
exchange differences arising from the translation are recognized as cumulative translation adjustments (CTA) within
consolidated shareholders� equity.

Unless the context otherwise indicates:

� 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;

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

Table of Contents 23



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

� forward-looking amounts, including estimated future capital expenditures and investments, have all been
based on our 2018-2022 Business and Management Plan, as approved in December 2017 (�2018-2022 Plan�),
and have been projected on a constant basis. Future calculations involving an assumed price of crude oil
have been calculated using an average Brent crude oil price of US$53 per barrel for 2018, US$58 per barrel
for 2019, US$66 per barrel for 2020, US$70 per barrel for 2021 and US$73 per barrel for 2022. In addition,
in accordance with our 2018-2022 Plan, we have used an estimated average nominal exchange rate of
R$3.44 to US$1.00 for 2018, R$3.55 to US$1.00 for 2019, R$3.62 for US$1.00 for 2020, R$3.69 to
US$1.00 for 2021 and R$3.80 to US$1.00 for 2022. For further information on our 2018-2022 Plan, see
Item 4. �Information on the Company�2018-2022 Plan and Strategic Monitoring Process.�; and

� information related to oil and gas reserves and production includes our participation in consortia and joint
operations agreements in which we don�t own 100% working interest. For refining activities, the information
presented in this document refers to total production, as we currently hold 100% of refining capacity.
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PRESENTATION OF INFORMATION CONCERNING RESERVES

We apply the SEC rules for estimating and disclosing oil and natural gas reserve quantities included in this annual
report. In accordance with those rules, we estimate reserve volumes considering for the economics 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.

DeGolyer and MacNaughton (D&M) used our reserve estimates to conduct a reserves audit of 95% of our net proved
crude oil, condensate and natural gas reserves as of December 31, 2017 in Brazil. In addition, 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, 2017 in properties we operate in the United States. D&M also used our reserve estimates to conduct a
reserves audit of 93% of the net proved crude oil, condensate and natural gas reserves as of December 31, 2017 in our
total proved reserves. See Item 4. �Information on the Company�Additional Reserves and Production Information.� 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 31, 2018, we filed proved reserve estimates for Brazil with the ANP, in accordance with Brazilian rules
and regulations, totaling net volumes of 10.4 bnbbl of crude oil, condensate and synthetic oil and 11.1 tcf of natural
gas and synthetic gas. The reserve estimates filed with the ANP were approximately 28% higher than those provided
herein in terms of oil equivalent. This difference is due to: (i) the fact that the ANP permits the estimation of proved
reserves through the technical-economical abandonment of production wells, as opposed to limiting reserve estimates
to the life of the concession contracts as required by Rule 4-10 of Regulation S-X; and (ii) different technical criteria
for booking proved reserves, including the use of our projected future oil prices 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 0.2 bnbbl of crude oil and condensate and 0.2 tcf of natural gas as of December 31, 2017, which is
approximately 2% higher than the reserve estimates calculated under Regulation S-X, as provided herein. This
difference is due to different technical criteria for booking proved reserves, including the use of our projected future
oil prices as opposed to the SEC requirement that the 12-month average price be used to determine the economic
producibility of the reserves.

11
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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.

Item 3.     Key Information

Selected Financial Data

This section contains selected consolidated financial data presented in U.S. dollars and prepared in accordance with
IFRS as of and for each of the five years ended December 31, 2017, 2016, 2015, 2014, and 2013, derived from our
audited consolidated financial statements. The selected consolidated financial data as of and for the year ended
December 31, 2017 derive from our year-end financial statements audited by KPMG Auditores Independentes and the
selected consolidated financial data as of and for the years ended December 31, 2016, 2015, 2014 and 2013 derive
from the respective year-end financial statements audited by PricewaterhouseCoopers Auditores Independentes
(�PwC�).

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.�

12
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STATEMENT OF FINANCIAL POSITION

IFRS Summary Financial Data

As of December 31,
2017 2016 2015 2014 2013

(US$ million)
Assets:
Cash and cash equivalents 22,519 21,205 25,058 16,655 15,868
Marketable securities 1,885 784 780 9,323 3,885
Trade and other receivables, net 4,972 4,769 5,554 7,969 9,670
Inventories 8,489 8,475 7,441 11,466 14,225
Assets classified as held for sale 5,318 5,728 152 5 2,407
Other current assets 3,948 3,808 4,194 5,414 6,600
Long-term receivables 21,450 20,420 19,426 18,863 18,782
Investments 3,795 3,052 3,527 5,753 6,666
Property, plant and equipment 176,650 175,470 161,297 218,730 227,901
Intangible assets 2,340 3,272 3,092 4,509 15,419

Total assets 251,366 246,983 230,521 298,687 321,423

Liabilities and equity:
Total current liabilities 24,948 24,903 28,573 31,118 35,226
Non-current liabilities(1) 42,871 36,159 24,411 30,373 30,839
Non-current finance debt(2) 102,045 108,371 111,482 120,218 106,235

Total liabilities 169,864 169,433 164,466 181,709 172,300

Equity
Share capital (net of share issuance costs) 107,101 107,101 107,101 107,101 107,092
Reserves and other comprehensive income (deficit)(3) (27,299) (30,322) (41,865) 9,171 41,435

Shareholders� equity attributable to the shareholders of
Petrobras 79,802 76,779 65,236 116,272 148,527

Non-controlling interests 1,700 771 819 706 596
Total equity 81,502 77,550 66,055 116,978 149,123

Total liabilities and equity 251,366 246,983 230,521 298,687 321,423

(1) Excludes non-current finance debt.
(2) Excludes current portion of long-term finance debt.
(3) Capital transactions, profit reserve and accumulated other comprehensive income (deficit).
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STATEMENT OF INCOME DATA

IFRS Summary Financial Data

For the Year Ended December 31,
2017(1) 2016(1) 2015 (1) 2014 (1) 2013

(US$ million, except for share and per share data)
Sales revenues 88,827 81,405 97,314 143,657 141,462
Net income (loss) before
finance income (expense),
results in equity-accounted
investments and income
taxes 11,219 4,308 (1,130) (7,407) 16,214
Net income (loss)
attributable to the
shareholders of Petrobras (91) (4,838) (8,450) (7,367) 11,094
Weighted average number
of shares outstanding:
Common 7,442,454,142 7,442,454,142 7,442,454,142 7,442,454,142 7,442,454,142
Preferred 5,602,042,788 5,602,042,788 5,602,042,788 5,602,042,788 5,602,042,788
Net income (loss) before
finance income (expense),
results in equity-accounted
investments and income
taxes per:
Common and Preferred
shares 0.86 0.33 (0.09) (0.57) 1.24
Common and Preferred
ADS 1.72 0.66 (0.18) (1.14) 2.48
Basic and diluted earnings
(losses) per:
Common and Preferred
shares (0.01) (0.37) (0.65) (0.56) 0.85
Common and Preferred
ADS (0.02) (0.74) (1.30) (1.12) 1.70
Cash dividends per(2):
Common shares �  �  �  �  0.22
Preferred shares �  �  �  �  0.41
Common ADS �  �  �  �  0.44
Preferred ADS �  �  �  �  0.82

(1) In 2014, we wrote-off US$2,527 million of incorrectly capitalized overpayments. In 2017, 2016, 2015
and 2014, we recognized impairment losses of US$1,191 million, US$6,193 million, US$12,299 million
and US$16,823 million, respectively. See Notes 3 and 14 to our audited consolidated financial statements
for further information. In 2017, we recognized US$3,449 as other expenses, due to the provision for
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legal proceedings relating to the agreement to settle the Consolidated Securities Class Action (as defined
in Note 30.4.1 to our audited consolidated financial statements and in Item 8. �Financial Information�Legal
Proceedings�Class Action�) before the United States District Court for the Southern District of New York..

(2) Pre-tax interest on capital and/or dividends proposed for the year. Amounts were translated from the original
amounts in reais considering the balance sheet date exchange rate.
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RISK FACTORS

Risks Relating to Our Operations

We are exposed to risks of health, environment and safety in our operations, which may lead to accidents,
significant losses, administrative proceedings and legal liabilities.

Some of our main activities, operated by us or our partners, present risks capable of leading to accidents, such as oil
spills, product leaks, fires and explosions. In particular, deepwater and ultra-deepwater activities present various risks,
such as oil spills and explosions in drilling or production units. These events may occur due to technical failures,
human errors or natural events, among other factors. The occurrence of one of these events, or other related incidents,
may result in various damages such as death, serious environmental damage and related expenses (including, for
example, cleaning and repairing expenses), may have an impact on the health of our workforce or on communities,
and may cause environmental or property damage, loss of production, financial losses and, in certain circumstances,
judicial liability in civil, labor, criminal and administrative lawsuits. As a consequence, we may incur expenses to
repair or remediate damages caused. Further, we may face difficulties in obtaining or maintaining operating licenses
and may suffer damages to our reputation.

Our insurance policies do not cover all types of risks and liabilities associated with our activities. There can be no
guarantee that incidents will not occur in the future, that there will be insurance to cover the damages or that we will
not be held responsible for these events, all of which may negatively impact our results. See Item 4. �Information on
the Company�Health, Safety and Environmental Initiatives� and ��Insurance,� as well as Note 33.7 to our audited
consolidated financial statements for further information.

We rely on suppliers and service providers to operate and expand our business and, as a result, we are susceptible
to performance risks, product quality deterioration and the financial condition of those suppliers and service
providers.

We rely upon various key third party suppliers, vendors and service providers to provide us with parts, components,
services and critical resources, which we need to operate and expand our business. We are susceptible to the risks of
performance, product quality and financial condition of our key suppliers, vendors and service providers. If these key
suppliers, vendors and service providers critically fail to deliver, or are delayed in delivering, equipment, service or
critical resources to our major projects, we may not meet our operating targets in the timeframe we expected. We may
ultimately need to delay one or more of our major projects, which could have an adverse effect on our results of
operations and financial condition.

In addition, we are subject to minimum local content requirements in some of our concession agreements, in the
Assignment Agreement and in the Production Sharing Agreements. Although there has been occasional flexibility in
certain large projects it is difficult to meet the full range of requirements in the domestic market in an economically
feasible way, adding risk to contracting processes, which has the potential to impact our operating and financial
results.

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

We generally do not maintain insurance coverage for business interruptions of any nature for our Brazilian operations,
including business interruptions caused by labor disputes. If, for instance, our workers or those of our key third-party
suppliers, vendors and service providers were to strike, the resulting work stoppages could have an adverse effect on
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us. In addition, we do not insure most of our assets against war or sabotage. See ��Risks Relating to Our
Operations�Strikes, work stoppages or labor unrest by our employees or by the employees of our suppliers or
contractors could adversely affect our results of operations and our business�, Item 4. �Information of the
Company�Insurance� and Note 33.7 to our audited consolidated financial statements. Therefore, an attack or an
operational incident causing an interruption of our business could have a material adverse effect on our results of
operations and financial condition.

Strikes, work stoppages or labor unrest by our employees or by the employees of our suppliers or contractors, as
well as potential shortages of skilled personnel, could adversely affect our results of operations and our business.

Approximately 42% of our employees are represented by labor unions. Disagreements on issues involving
divestments or changes in our business strategy, reductions in our personnel, as well as potential employee
contributions to a Petros shortfall, could lead to labor unrest. Strikes, work stoppages or other forms of labor unrest at
any of our major suppliers, contractors or their facilities could impair our ability to complete major projects and
impact our ability to achieve our long-term objectives.

15
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In addition, we could experience potential shortages of skilled personnel. In the past, we announced a voluntary
separation incentive program open to all of our employees. For further information on this program, see Item 6.
�Directors, Senior Management and Employees�Employees and Labor Relations�Voluntary Separation Incentive
Program�PIDV.� If the voluntary separation incentive program is successfully implemented, and we are unable to timely
replace the key skilled personnel that decide to enroll in such program, there could be an adverse effect on our results
of operations and our business. Our success also depends on our ability to continue to successfully train and qualify
our personnel so they can assume qualified senior positions in the future. We cannot assure you that we will be able to
properly train, qualify or retain senior management personnel, or do so without costs or delays, nor can we assure you
that we will be able to find new qualified senior managers, should the need arise. Any such failure could adversely
affect our results of operations and our business.

The mobilization and demobilization of our employees as a result of our partnership and divestment program may
adversely affect the results of our business and operations.

Our 2018-2022 Plan includes, among other initiatives, a divestment program that contemplates partnerships and the
sale of approximately US$21 billion in assets during the period 2017-2018, with the goal of improving our short-term
liquidity position and allowing us to deleverage. For further information on our divestments, see Item 4. �Information
on the Company � Overview of the Group.� Many of the assets that we have sold, or expect to sell, utilize our
employees, that could be relocated to other areas and projects and we may have to train these employees to perform
other tasks. Potential difficulties could arise from the need to relocate portions of our employees related to these assets
and may generate additional costs, judicial inquiries related to labor lawsuits, strikes and may negatively impact our
reputation.

Failures in our information technology systems, information security (cybersecurity) systems and
telecommunications systems and services can adversely impact our operations and reputation.

Our operations are heavily dependent on information technology and telecommunication systems and services.
Interruptions in these systems, caused by obsolescence, technical failures or intentional acts, can disrupt or even
paralyze our business and adversely impact our operations and reputation. In addition, security failures related to
sensitive information due to intentional or unintentional actions, such as cyberterrorism, or internal actions, including
negligence or misconduct of our employees, may have a negative impact on our reputation, our relationship with
external entities (government, regulators, partners and suppliers, among others), our strategic positioning with relation
to our competitors, and our results, due to the leakage of information or unauthorized use of such information.

Financial Risks

We have substantial liabilities and may be exposed to significant liquidity constraints in the near and medium term,
which could materially and adversely affect our financial condition and results of operations.

We have incurred a substantial amount of debt in order to finance the capital expenditures needed to meet our
long-term objectives, 48% of which (principal), or US$53 billion, will mature in the next five years. For more
information about our debt, see Item 5. �Operating and Financial Review and Prospects�Liquidity and Capital
Resources.� Since there may be liquidity restrictions on the debt market to finance our planned investments and the
principal and interest obligations under the terms of our debt, any difficulty in raising significant amounts of debt
capital in the future may impact our results of operations and the ability to fulfill our 2018-2022 Business Plan.

Between 2015 and mid-2016, we lost our investment grade ratings. Our Moody�s, S&P and Fitch ratings have
fluctuated substantially over the past three years. The loss of our investment grade credit rating and any further
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lowering of our credit ratings has had, and may continue to have, adverse consequences on our ability to obtain
financing in the market for our debt and equity securities, or may impact our cost of financing, also making it more
difficult or costly to refinance maturing obligations. The impact on our ability to obtain financing and the cost of
financing may adversely affect our results of operations and financial condition. For further information on our rating,
see Item 5 �Operating and Financial Review and Prospects � Liquidity and Capital Resources � Rating.�

In addition, despite the fact that the Brazilian federal government (as our controlling shareholder) is not responsible or
liable for any of our liabilities, any further lowering of the Brazilian federal government�s credit ratings may have
additional adverse consequences on our ability to obtain financing or the cost of our financing, and consequently, on
our results of operations and financial condition.
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We are vulnerable to increased debt service resulting from depreciation of the real in relation to the U.S. dollar and
increases in prevailing market interest rates.

As of December 31, 2017, 80% of our financial debt was denominated in currencies other than the real (73% was
denominated in U.S. dollars). A substantial portion of our indebtedness is, and is expected to continue to be,
denominated in or indexed to the U.S. dollar and other foreign currencies. A further depreciation of the real against
these other currencies will increase our debt service in reais, as the amount of reais necessary to pay principal and
interest on foreign currency debt will increase with this depreciation. See Item 5. �Operating and Financial Review and
Prospects�Inflation and Exchange Rate Variation�Exchange Rate Variation� for further information.

Foreign exchange variations may have an immediate impact on our reported income, except for a portion of our
obligations denominated in U.S. dollars that are designated as hedging instruments in cash flow hedging relationships.
According to our cash flow hedge accounting policy, hedging relationships are designated for the existing natural
hedge between our U.S. dollar denominated future exports that are considered to be highly probable (hedged item) and
U.S. dollar denominated financial debt (hedging instruments). See Item 5. �Operating and Financial Review and
Prospects�Critical Accounting Policies and Estimates� for further information.

Following a devaluation of the real, some of our operating expenses, capital expenditures, investments and import
costs will increase. As most of our revenues are denominated in reais, unless we increase the prices of our products to
reflect the depreciation of the real, our cash generation relative to our capacity to service debt may decline.

Additionally, we have a substantial amount of debt maturing during the next five years, a portion of which may be
refinanced by issuing new debt. To the extent we refinance our maturing obligations with newly contracted debt, we
may incur additional interest expense.

As of December 31, 2017, 49% of our total indebtedness consisted of floating rate debt. We generally do not enter
into derivative contracts or similar financial instruments or make other arrangements with third parties to hedge
against the risk of an increase in interest rates. To the extent that such floating rates rise, we may incur additional
expenses. Additionally, as we refinance our existing debt in the coming years, the mix of our indebtedness may
change, specifically as it relates to the ratio of fixed to floating interest rates, the ratio of short-term to long-term debt,
and the currencies in which our debt is denominated or to which it is indexed. Changes that affect the composition of
our debt and cause rises in short- or long-term interest rates may increase our debt service payments, which could have
an adverse effect on our results of operations and financial condition.

Our commitment to meet the obligations of our pension plan (�Petros�) and health care benefits (�AMS�) may be
higher than what is currently anticipated, and we may be required to make additional contributions of resources to
Petros.

The criteria used for determining commitments relating to pension and health care plan benefits are based on actuarial
and financial estimates and assumptions with respect to (i) the calculation of projected short-term and long-term cash
flows and (ii) the application of internal and external regulatory rules. Therefore, there are uncertainties inherent in the
use of estimates that may result in differences between the predicted value and the actual realized value. For further
information on Petros and AMS, see Item 6. �Directors, Senior Management and Employees�Employees and Labor
Relations�Pension and Health Care Plan� and Item 5. �Operating and Financial Review and Prospects�Critical Accounting
Policies and Estimates�Pension and other post-retirement benefits.�

In addition, the financial assets held by Fundação Petros to cover pension obligations are subject to risks inherent to
investment management and such assets may not generate the necessary returns to cover the relevant liabilities, in
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which case extraordinary contributions from us, as sponsor, and the participants, may be required.

These risks may result in an increase in our liabilities and adversely affect our results of operations and our business.
See Note 22 to our audited consolidated financial statements for further information about our employee benefits,
including pension and health care plans.
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We are exposed to the credit risks of certain of our customers and associated risks of default. Any material
nonpayment or nonperformance by some of our customers could adversely affect our cash flow, results of
operations and financial condition.

Some of our customers may experience financial constraints or liquidity issues that could have a significant negative
effect on their creditworthiness. Severe financial issues encountered by our customers could limit our ability to collect
amounts owed to us, or to enforce the performance of obligations owed to us under contractual arrangements.

For example, as of December 31, 2017, certain subsidiaries of Centrais Elétricas Brasileiras S.A. � Eletrobras owed us
US$5,247 million under energy supply agreements. In 2017 and 2016, we recognized an allowance for impairment of
trade receivables from the isolated electricity sector in the Northern region of Brazil amounting to US$250 million and
US$307 million, respectively, mostly to cover certain trade receivables due by Eletrobras�s subsidiaries. For further
information on our trade receivable in the electricity sector, see Note 8.4 to our audited consolidated financial
statements.

In addition, many of our customers finance their activities through their cash flows from operations, the incurrence of
short- and long-term debt. Declining financial results and economic conditions in Brazil, and resulting decreased cash
flows, combined with a lack of debt or equity financing for our customers may affect us, since many of our customers
are Brazilian, and may have significantly reduced liquidity and limited ability to make payments or perform their
obligations to us. This could result in a decrease in our cash flows from operations and may also reduce or curtail our
customers� future demand for our products and services, which may have an adverse effect on our results of operations
and financial condition.

Compliance, Legal and Regulatory Risks

We are exposed to behaviors incompatible with our ethics and compliance standards, and failure to timely detect or
remedy any such behavior may have a material adverse effect on our results of operations and financial condition.

In the past, some of our senior managers and contractors have engaged in fraudulent activities incompatible with our
ethics and compliance standards. Although we have adopted measures to identify, monitor, mitigate and remediate
such actions, we are subject to the risk that our management, employees, contractors or any person doing business
with us may engage in fraudulent activity, corruption or bribery, circumvent or override our internal controls and
procedures or misappropriate or manipulate our assets for their personal or business advantage to our detriment. This
risk is heightened by the fact that we have a large number of complex, valuable contracts with local and foreign
suppliers, as well as the geographic distribution of our operations and the wide variety of counterparties involved in
our business.

Our business, including relationships with third parties, is guided by ethical principles. We have adopted a Code of
Ethics, a Conduct Guide and a number of internal policies designed to guide our management, employees and
contractors and reinforce our principles and rules for ethical behavior and professional conduct. For further
information on our Code of Ethics, see Item 16B. �Code of Ethics.� We offer an external whistleblower channel
overseen by our General Ombudsman Office for employees, contractors and other third parties. See Item 6. �Directors,
Senior Management and Employees�Ombudsman.�

It is difficult for us to ensure that all of our employees and contractors, around 185,000, will comply with our ethical
principles. Any failure � real or perceived � to follow these principles or to comply with applicable governance or
regulatory obligations could harm our reputation, limit our ability to obtain financing and otherwise have a material
adverse effect on our results of operations and financial condition.
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In the past, our management has identified material weaknesses in our internal control over financial reporting.
Although our management has concluded that our internal control over financial reporting was effective as of
December 31, 2017, we are subject to the risk that our controls may become inadequate in the future because of
changes in conditions, or that our degree of compliance with our policies and procedures may deteriorate.

Our management identified a number of material weaknesses in our internal control over financial reporting in prior
years. As a result, due to the identified material weaknesses, our management concluded that our internal control over
financial reporting was not effective as of December 31, 2015 and December 31, 2016. We have developed and
implemented several measures to remedy these material weaknesses, and our management has concluded that our
internal control over financial reporting was effective as of December 31, 2017. However, because of its inherent
limitations, internal control over financial reporting may not prevent or detect misstatements. It is also difficult to
project the effectiveness of internal control over financial reporting for future periods, as our controls may become
inadequate because of changes in conditions, or because our degree of compliance with our policies or procedures
may deteriorate.

Any failure to maintain our internal control over financial reporting could adversely impact our ability to report our
financial results in future periods accurately and in a timely manner, and to file required forms and documents with
government authorities, including the SEC. We may also be unable to detect accounting errors in our financial
reporting, and we cannot be certain that in the future additional material weaknesses will not exist or otherwise be
discovered in a timely manner. Any of these occurrences may adversely affect our business and operation, and may
generate negative market reactions, potentially leading to a decline in the price of our shares, ADSs and debt
securities.

Ongoing SEC and DoJ investigations regarding the possibility of non-compliance with the U.S. Foreign Corrupt
Practices Act could adversely affect us. Violations of this or other laws may require us to pay fines and expose us
and our employees to criminal sanctions and civil suits.

In November 2014, we received a subpoena from the SEC requesting certain documents and information about us
relating to, among other things, the Lava Jato investigation and any allegations regarding a violation of the U.S.
Foreign Corrupt Practices Act. The DoJ is conducting a similar inquiry, and the internal investigation and related
government inquiries concerning these matters remain ongoing. While we are cooperating fully with these
investigations, there is a risk that the scope of the investigations could be expanded or that the authorities could decide
to bring civil or criminal charges or that there could be other adverse developments in connection with these
investigations. Such adverse developments could negatively impact us and could divert the efforts and attention of our
management team from our ordinary business operations. In connection with the resolution of the SEC or DoJ
investigations, or any other investigation carried out by any other authority, we may be required to pay fines or other
financial relief, or consent to injunctions or orders on future conduct or suffer other penalties, any of which could have
a material adverse effect on us. It is also possible that further information damaging to us and our interests will come
to light in the course of the ongoing investigations of corruption by Brazilian authorities. See Item 8. �Financial
Information�Legal Proceedings.�

Our methodology to estimate the overpayments incorrectly capitalized, uncovered in the context of the Lava Jato
investigation, involves some degree of uncertainty. If substantive additional information comes to light in the
future that would make our estimate for the overstatements of our assets appear, in retrospect, to have been
materially underestimated or overestimated, this could require a restatement of our financial statements and may
have a material adverse effect on our results of operations and financial condition and affect the market value of
our securities.
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As a result of the findings of the Lava Jato investigation, in the third quarter of 2014, we wrote off US$2,527 million
of capitalized costs representing amounts that we overpaid for the acquisition of property, plant and equipment in
prior years.

See Note 3 to our audited consolidated financial statements and Item 5. �Operating and Financial Review and
Prospects�Critical Accounting Policies and Estimates�Estimation Methodology for Determining Write-Off for
Overpayments Incorrectly Capitalized� for further information about the Lava Jato investigation, the overpayments
charged by certain contractors and our suppliers and our methodology to estimate the overstatement of our assets.
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We concluded that a portion of our costs incurred to build property, plant and equipment that resulted from contractors
and suppliers in the cartel overcharging us to make improper payments should not have been capitalized in our
historical costs of property, plant and equipment. As it is impracticable to identify the specific periods and amounts
for the overpayments made by us, we considered all the available information to determine the impact of the
overpayments charged to us. As a result, to account for these overpayments, 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 assets resulting from overpayments used to fund improper payments.

The Lava Jato investigation is still ongoing and it could be a significant amount of time before the Brazilian federal
prosecutors conclude their investigation. As a result of this investigation, substantive additional information might
come to light in the future that would make our estimate for overpayments appear, in retrospect, to have been
materially low or high, which may require us to restate our financial statements to further adjust the write-offs
representing the overstatement of our assets recognized in our interim consolidated financial statements for the
nine-month period ended September 30, 2014.

We believe that we have used the most appropriate methodology and assumptions to determine the amounts of
overpayments incorrectly capitalized based on the information available to us, but our estimation methodology
involves some degree of uncertainty. There can be no assurance that the write-offs representing the overstatement of
our assets, determined using our estimation methodology, and recognized in our interim consolidated financial
statements for the nine-month period ended September 30, 2014, are not underestimated or overestimated. In the event
that we are required to write-off additional historical costs from our property, plant and equipment or to reverse
write-offs previously recognized in our financial statements, this might impact the total value of our assets and we
may be subject to negative publicity, credit rating downgrades, or other negative material events, which may have a
material adverse effect on our results of operations and financial condition and affect the market value of our
securities. For more information, see Item 5. �Operating and Financial Review and Prospects�Critical Accounting
Policies and Estimates�Write-off � for overpayments incorrectly capitalized� and Note 3 to our audited consolidated
financial statements.

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

We are currently party to numerous legal proceedings relating to civil, administrative, tax, labor, environmental and
corporate claims filed against us. These claims involve substantial amounts of money and other remedies. Several
individual disputes account for a significant part of the total amount of claims against us. See Item 8. �Financial
Information�Legal Proceedings� and Note 30 to our audited consolidated financial statements included in this annual
report for a description of the legal proceedings to which we are subject.

In the event that claims involving a material amount and for which we have no provisions were to be decided against
us, or in the event that the losses estimated turn out to be significantly higher than the provisions made, the aggregate
cost of unfavorable decisions could have a material adverse effect on our results of operations and financial condition.
We may also be subject to litigation and administrative proceedings in connection with our concessions and other
government authorizations, which could result in the revocation of such concessions and government authorizations.
In addition, our management may be required to direct its time and attention to defending these claims, which could
prevent them from focusing on our core business. Depending on the outcome, litigation could result in restrictions on
our operations and have a material adverse effect on some of our businesses.

In addition, employees and unions have filed actions against us to require a review of the method adopted for
calculating the Minimum Remuneration by Level and Regime (RMNR) complement. The claims involve substantial
amounts of money and the costs derived from unfavorable decisions may have an adverse effect on our results of

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

Table of Contents 41



operations and financial condition.

20

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

Table of Contents 42



Table of Contents

We may face additional civil proceedings related to the Lava Jato investigation.

We are subject to a number of civil proceedings relating to the Lava Jato investigation, including the Consolidated
Securities Class Action and 13 Pending Individual Actions (as defined in Note 30.4.1 to our audited consolidated
financial statements and in Item 8. �Financial Information�Legal Proceedings�Class Action�) before the United States
District Court for the Southern District of New York (�SDNY�). See Item 8. �Financial Information�Legal Proceedings�
and Note 30.4 to our audited consolidated financial statements for a description of the U.S. securities class action
litigation and other civil proceedings. As detailed in Item 8. �Financial Information�Legal Proceedings� and Note 30.4 to
our audited consolidated financial statements, our board of directors has approved agreements to settle the
Consolidated Securities Class Action, which is still subject to the SDNY�s approval, as well as agreements to settle
several of the Individual Actions. In 2017, we provisioned US$3,449 million to reflect the settlement reached in the
Consolidated Securities Class Action (including expected withholding taxes). We also provisioned US$448 million to
reflect Settled Individual Actions and Pending Individual Actions in advanced stages of negotiations, of which US$76
million was provisioned in 2017, and US$372 million had been provisioned in 2016.

The Pending Individual Actions involve highly complex issues that are subject to substantial uncertainties and depend
on a number of factors. Except as set forth above, the possible loss or range of losses, if any, arising from the Pending
Individual Actions cannot be estimated and consequently we have made no provisions with respect to these litigations.
In the event that these litigations are decided against us, or we enter into an agreement to settle such matters, we may
be required to pay substantial amounts. Depending on the outcome, such litigations could also result in restrictions on
our operations and have a material adverse effect on our business We will continue to defend ourselves vigorously in
all Pending Individual Actions.

We are also currently a party to class actions commenced in Holland, and to arbitration and judicial proceedings
commenced in Brazil, all of which are currently in their initial stages. In each case, the proceedings were brought by
investors that purchased our shares traded in B3 or other securities issued by us outside of the United States, alleging
damages caused by facts uncovered in the Lava Jato investigations. In addition, EIG Management Company filed a
complaint against us on February 23, 2016 in connection with their investment in Sete Brasil Participações, S.A., or
Sete Brasil, also arising out of the allegations related to the Lava Jato investigation.

It is possible that additional complaints or claims might be filed in the United States, Brazil or elsewhere against us
relating to the Lava Jato investigation in the future. It is also possible that further information damaging to us and our
interests will come to light in the course of the ongoing investigations of corruption by Brazilian authorities. Our
management may be required to direct its time and attention to defending these claims, which could prevent them
from focusing on our core business.

Differing interpretations of tax regulations or changes in tax policies could have an adverse effect on our financial
condition and results of operations.

We are subject to tax rules and regulation that may be interpreted differently over time, or that may be interpreted
differently by us and Brazilian tax authorities (including the federal, state and municipal authorities), both of which
could have a financial impact on our business. For example, in 2017, we recognized material charges related to
settlements of certain tax liabilities (see Notes 21.2 and 21.3 to our audited financial statement ended December 31,
2017). Although unanticipated, these charges relate to the settlement of disputes relating to tax regulations that
allowed for certain tax contingencies to be settled at a reduced value. In some cases, when we have exhausted all
administrative appeals relating to a tax contingency, further appeals must be made in the judicial courts, which may
require that, in order to appeal, we provide collateral to judicial courts, such as the deposit of amounts equal to the
potential tax liability in addition to accrued interest and penalties. In certain of these cases, settlement of the matter
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may be a more favorable option for us.

In the future, we may face similar situations in which our interpretation of a tax regulation may differ from that of tax
authorities, or tax authorities may dispute our interpretation and we may eventually take unanticipated provisions and
charges. In addition, the eventual settlement of one tax dispute may have a broader impact on other tax disputes.
Changes in interpretation or differing interpretations as to tax regulations, as well as our decision to settle any claims
relating to such regulations, could have a material adverse effect on our financial condition and results of operations.
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Differences in interpretations and new regulatory requirements by the agencies in our industry may result in our
need for increased investments, expenses and operating costs, or may cause delays in production.

Our activities are subject to regulation and supervision by regulatory agencies, including the ANP. Issues such as local
content policies, procedures for the unitization of areas, definition of reference prices for the calculation of royalties
and governmental participation, among others, are under the ANP�s control.

Changes in the regulations applicable to us, as well as differences of interpretation between us and the agencies that
regulate our industry, may have a material adverse effect on our financial condition and results of operations. For
example, we filed four arbitrations with the ICC against the ANP�s decision to unify unconnected oil fields belonging
to us (Lula and Cernambi; Baúna and Piracaba; Tartaruga Verde and Tartaruga Mestiça; and Parque das Baleias). As a
result, we have been granted a favorable precautionary decision in the arbitration proceedings established before the
ANP in connection with Parque das Baleias, which addresses the possibility of unifying the fields. However, we will
continue to discuss the legal merits of the unification of the Parque das Baleias fields before the arbitral tribunal,
which corresponds to the difference in special participation between the second quarter of 2014 and the fourth quarter
of 2017, in the amount of US$2.4 billion. For more information, see Item 8. �Financial Information � Legal Proceedings �
Other Legal Proceedings.�

Any future differences in interpretation between us and these regulatory agencies may materially impact our results of
operations, since such interpretations directly affect the economic and technical premises that guide our investment
decisions. In particular, there is no guarantee that we will not be subject to any assessment by the ANP related to the
local content requirements or other decisions that impact our business.

We are subject to the granting of new environmental licenses and permits that may result in delays to deliver some
of our projects and difficulties to reach our crude oil and natural gas production objectives.

Our activities are subject to and depend on the granting of new environmental licenses and permits by a wide variety
of federal, state and local laws, relating to the protection of human health, safety and the environment, both in Brazil
and in other jurisdictions in which we operate. As environmental, health and safety regulations become increasingly
complex, it is possible that our efforts to comply with such laws and regulations will increase substantially in the
future.

We cannot ensure that the planned schedules and budgets of our projects will not be affected by internal procedures of
the regulatory body or that the relevant licenses and permits will be issued in a timely manner, and this could impact
our crude oil and natural gas production objectives, negatively influencing our results of operations and financial
condition. For example, in April 2017, although the production unit P-66 was ready to operate at the Lula Field, in the
pre-salt Santos Basin, the implementation of that project was delayed until the applicable operating license from the
environmental federal authority (IBAMA) was issued.

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

We entered into an Assignment Agreement in 2010 with the Brazilian federal government, our controlling
shareholder, to obtain oil and gas exploration and production rights for specific pre-salt areas, subject to a maximum
production of five billion boe. At the time the Assignment Agreement was negotiated, the initial contract price paid by
us was based on an assumed Brent oil crude price of approximately US$80 per barrel. However, the Assignment
Agreement includes provisions for a subsequent revision of certain of its terms, including the price we paid for the
rights we acquired, maximum volume, maturity and local content percentages.

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

Table of Contents 45



Negotiations with the Brazilian federal government to revise the Assignment Agreement began in December 2013,
and are still ongoing. Once the revision process is concluded pursuant to the terms of the Assignment Agreement, if
the revised contract price is higher than the initial contract price, we will either make an additional payment to the
Brazilian federal government or reduce the amount of barrels of oil equivalent subject to the Assignment Agreement.

We do not know when this negotiation will be completed, nor can we assure that the terms of this new agreement
would be favorable to us, which could negatively impact our operating and financial results. See Item 4. �Information
on the Company�Exploration and Production-Santos Basin�Assignment Agreement,� Item 10. �Material
Contracts�Assignment Agreement�Additional Production in the Assignment Agreement Areas� and Note 12.3 to our
audited consolidated financial statements for further information.
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Operations with related parties may not be properly identified and handled.

Generally, transactions with related parties are part of the business of large companies. For further information on our
related party transactions, see Item 7. �Major Shareholders and Related Party Transactions�Related Party Transactions.�
Such transactions must follow market standards and generate mutual benefit. Decision processes surrounding such
transactions must be objective and documented. Further, we must comply with the rules of competition and adequate
disclosure of information, in accordance with the applicable legislation and as determined by the CVM and the SEC.
The possible failure of our process to identify and deal with these situations may adversely affect our economic and
financial condition, as well as lead to regulatory assessments by agencies.

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

Our activities are subject to evolving industry standards and best practices, and a wide variety of federal, state and
local laws, regulations and permit requirements relating to the protection of human health, safety and the environment,
both in Brazil and in other jurisdictions in which we operate. In addition, we are subject to environmental laws that
require us to incur significant costs to cover any damages that a project may cause to the environment. These
additional costs may have a negative impact on the profitability of the projects we intend to implement or may make
such projects economically unfeasible. See Item 4. �Information on the Company�Regulation of the Oil and Gas
Industry in Brazil�Environmental Regulations.�

As environmental, health and safety regulations become more stringent with evolving industry standards, and as new
laws and regulations relating to climate change, including carbon controls, become applicable to us, it is possible that
our capital expenditures and investments to comply with such laws and regulations and industry standards will
increase substantially in the future. Any substantial increase in expenditures for compliance with environmental,
health or safety regulations or reduction in strategic investments and significant decreases in our production from
unplanned shutdowns may have a material adverse effect on our results of operations and financial condition.

We may be required by law to guarantee the supply of products or services to defaulted counterparties.

As a company controlled by the federal government and operating throughout Brazil, we may be required by the
Brazilian courts to provide products and services to clients, and public and private institutions, with the purpose of
guaranteeing supplies to the domestic oil market, even in situations where these clients and institutions are in default
with contractual or legal obligations. Such supply in exceptional situations may adversely affect our financial position.

Risks Relating to our Strategy

Our divestment program depends on external factors that could impede its successful implementation.

Our 2018-2022 Plan includes, among other initiatives, a divestment program that contemplates partnerships and the
sale of US$21 billion in assets for the 2017-2018 period, with the goal of improving our short-term liquidity position
(by increasing our cash balance) and allowing us to deleverage. For further information on our cash flow, see Item 5.
�Operating and Financial Review and Prospects�Liquidity and Capital Resources�Sources of Funds�Our Cash Flow.�
However, external factors, such as the sustained decline in oil prices, exchange rate fluctuations, the deterioration of
Brazilian and global economic conditions, the Brazilian political crisis and judicial decisions, among other factors,
may reduce or hinder sale opportunities for our assets or affect the price at which we can sell our assets, and may force
us to alter the terms of our divestment program.
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For the period from 2015-2016, we were unable to successfully implement all of the goals of our divestment program,
due to administrative and judicial decisions. If we are unable to successfully implement our divestment program, this
may negatively impact our business, results of operations and financial condition, including by potentially exposing us
to short and medium-term liquidity constraints. In addition, the sale of strategic assets under our divestment program
will result in a decrease in our cash flows from operations, which could negatively impact our long-term operating
growth prospects and consequently our results of operations in the medium and long-term. For further information,
see Item 8. �Financial Information � Legal Proceedings � Legal Proceedings and Preliminary Procedure on TCU �
Divestments� and Note 10 to our audited consolidated financial statements.
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Many of our projects and operations are conducted in joint arrangements which may not perform as expected,
negatively impacting our results.

In our 2018-2022 Plan, we plan to establish partnerships to reduce risks in exploration and production, refining,
transportation, logistics, distribution and commercialization activities. In cases where we are not the operator, we have
limited influence and control over the behavior, performance and costs of operation of such joint arrangements or
associations. Despite not having control, we could still be exposed to the risks associated with these operations,
including reputational, litigation (where joint and several liability could apply) and government sanction risks, which
could have a material adverse effect on our operations, cash flow and financial condition.

For example, our partners or members of a joint arrangement may not be able to meet their financial or other
obligations, threatening the viability of the relevant project. Where we are the operator of a joint arrangement, the
other partner(s) could still veto or block certain decisions, which could be to our overall detriment.

The selection and development of our investment projects involve risks that may affect our originally expected
results of operation.

We have numerous project opportunities in our portfolio of investments. Since most projects are characterized by a
long development period, we may face changes in market conditions, such as changes in prices, consumer preferences
and demand profile, exchange rates, and financing conditions of projects that may jeopardize our expected rate of
return on these projects.

In addition, we face specific risks for oil and gas projects. Despite our experience in the exploration and production of
oil in deepwater and ultra-deepwater and the continuous development of studies during the planning stages, the
quantity and quality of oil produced in a certain field will only be fully known in the phases of deployment and
operation, which may require adjustments throughout the project life cycle.

In addition, we are not immune to potential risks arising from problems in contracting goods and services and in
relationships with suppliers, partners, governments and local representatives. All these factors can impact our business
and results of operation.

Our projects and operations may affect, and be affected by, the expectations and dynamics of the communities
where we operate, impacting our business, reputation and image.

As part of our policy, we respect human rights and we maintain responsible relationships with the local communities
located where we operate. However, the various locations where we operate are exposed to a wide range of issues
related to political, social and economic instability, as well as intentional acts, such as illegal diversion, crime, theft,
sabotage, terrorism, roadblocks and protests. We cannot control the changes in local dynamics and the expectations of
the communities where we operate and establish our businesses. Social impacts that result from our decisions and
direct and indirect activities � especially those related to divestments � and disagreements with these communities and
local governments may affect the schedule or budget of our projects, hinder our operations due to potential lawsuits,
have a negative financial impact and harm our reputation and image.

The performance of companies licensed to use our brand may negatively impact our image and reputation.

In our 2018-2022 Plan, we plan to continue to carry out divestitures and partnerships. Some of these transactions may
involve licensing our brand for future buyers and partners. Recently, in line with our 2018�2022 Plan, we sold our
distribution businesses in Argentina and Chile and licensed our brand for a certain period after the transfer of control
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of operations to the buyers. Once a licensee holds the right to display our brand in products, services and
communications, it can be perceived by stakeholders as our legitimate representative or spokesperson. Licensees�
failures, accidents, errors in the performance of their businesses, environmental crises, corruption scandals and
improper use of our brand, among other factors, may negatively impact our image and reputation.
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We have assets and investments in other countries, where the political, economic and social situation may
negatively impact our business.

We operate and have businesses in several countries, particularly in the Gulf of Mexico, in the U.S., in South
America, in Europe, in Asia and in Africa, in areas where there may be political, economic and social instabilities. For
further information on our operations abroad, see Item 4. �Information on the Company�Exploration and Production.� In
such regions, external factors may adversely affect the operating results and the financial condition of our subsidiaries
in these countries, including: (i) the imposition of price controls; (ii) the imposition of restrictions on hydrocarbon
exports; (iii) the fluctuation of local currencies against the real; (iv) nationalization of our oil and gas reserves and our
assets; (v) increases in export tax and income tax rates for oil and oil products; and (vi) unilateral (governmental) and
contractual institutional changes, including controls on investments and limitations on new projects.

If one or more of the risks described above occurs, we may lose part or all of our reserves in the affected country and
may also fail to achieve our strategic objectives in these countries, or in our international operations as a whole, which
may negatively impact our operating results and financial resources.

The ability to develop, adapt, access new technologies, and take advantage of opportunities related to innovations
in digital technology, is fundamental to our competitiveness.

The oil industry is characterized by a strong technological base. Development and accessibility of, and adaptability to,
technological change is essential for our competitiveness. In the event some disruptive technology is introduced into
the oil industry, changing performance standards, it would be important for us to have access to this technology,
which may impact our competitiveness in relation to other companies. Digital technologies are already a relevant part
of our processes and operations. Recent advances in data acquisition and analysis, connectivity, artificial intelligence,
robotics and other technologies are changing the sources that create competitive advantage. Failure to capture these
opportunities may have an impact on our competitiveness in the oil and gas market and our long term objectives.

In addition, the availability of technologies that ensure the maintenance of our reserve rates and the viability of
production in an efficient manner, as well as the development of new products and processes that respond to
environmental regulations and new market trends, play a key role in maintaining our long-term competitiveness. Our
pre-salt operations require continuous technological development for exploration, production and continuous cost
reduction, which impact our competitiveness in the market.

Climate change could impact our operating results and strategy.

Climate change poses new challenges and opportunities for our business. More stringent environmental regulations
can result in the imposition of costs associated with greenhouse gas emissions, either through environmental agency
requirements relating to mitigation initiatives or through other regulatory measures such as greenhouse gas emissions
taxation and market creation of limitations on greenhouse gas emissions that have the potential to increase our
operating costs.

The risks associated with climate change could also manifest in difficulties accessing capital due to public image
issues with investors; changes in the consumer profile, with reduced consumption of fossil fuels; and energy
transitions in the world economy, such as increasing electrification in urban mobility. These factors may have a
negative impact on the demand for our products and services and may jeopardize or even impair the implementation
and operation of our businesses, adversely impacting our operating and financial results and limiting some of our
growth opportunities.
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Business Risks

We are exposed to the effects of fluctuations in the prices of oil, gas and oil products.

Most of our revenue in Brazil is from sales of crude oil products and, to a lesser extent, natural gas. International
prices for oil and oil products are volatile and the prices of our products are strongly influenced by conditions and
expectations of world supply and demand. Volatility and uncertainty in international prices for crude oil, oil products
and natural gas will most likely continue. See Item 5. �Operating and Financial Review and Prospects�Sales Volumes
and Prices� for further information on the variation of oil, oil products and gas prices. Changes in oil prices usually
result in changes in the prices of oil products and natural gas.
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In October 2016, our board of directors approved a new diesel and gasoline pricing policy. For further information on
our current pricing policy, see Item 5. �Operating and Financial Review and Prospects�Sales Volumes and Prices.� Since
one of the goals of our new pricing policy is to maintain fuel prices in parity with international market trends,
substantial or extended declines in international crude oil prices may have a material adverse effect on our business,
results of operations and financial condition, and may also affect the value of our proved reserves and lead to a
decision to cancel or extend our projects.

In the past, we did not always adjust our prices to reflect parity with the international market trends or reflect
exchange rate volatility. Our pricing policy is adapted from time to time by our management; we cannot assure you
that our pricing policy will not be changed in the future. In the event our pricing policy changes based on the decisions
of the Brazilian federal government, as our controlling shareholder, we may have periods in the future during which
our prices for diesel and gasoline will not be at parity with international product prices (See ��Risks Relating to Our
Relationship with the Brazilian Federal Government�The Brazilian federal government, as our controlling shareholder,
may pursue certain macroeconomic and social objectives through us that may have a material adverse effect on us�).
Such change in policy could have a material adverse effect on our businesses, results of operations and financial
condition.

Market fluctuations, related to political instability, acts of terrorism, armed conflict and war in various regions of
the world, may have a material adverse effect on our business.

Geopolitical risk factors have recently become more prominent in the world. Events such as the increasing tension
between the U.S. and other countries, the escalation of the conflict in Syria, the terrorist attacks and political
movements in Europe indicate the growing possibility that new events may occur that affect, directly or indirectly,
markets related to the oil industry, which could negatively impact our business and result in substantial losses.

Developments in the oil and gas industry and other factors have resulted, and may result, in substantial
write-downs of the carrying amount of certain of our assets, which could adversely affect our results of operations
and financial condition.

We evaluate on an annual basis, or more frequently when the circumstances require, the carrying amount of our assets
for possible impairment. Our impairment tests are performed by a comparison of the carrying amount of an individual
asset or a cash-generating unit with its recoverable amount. Whenever the recoverable amount of an individual asset
or cash-generating unit is less than its carrying amount, an impairment loss is recognized to reduce the carrying
amount to the recoverable amount.

Changes in the economic, regulatory, business or political environment in Brazil or other markets where we operate,
such as the recent significant decline in international crude oil and gas prices, the devaluation of the real and lower
projected economic growth in Brazil, as well as changes in financing conditions, such as deterioration of risk
perception and interest rates, for such projects, among other factors, may affect the original profitability estimates of
our projects. For information about the impairment of certain of our assets, see Item 5. �Operating and Financial
Review and Prospects�Results of Operations�2017 compared to 2016� and Item 5. �Operating and Financial Review and
Prospects�Results of Operations�2016 compared to 2015�, Item 5. �Operating and Financial Review and Prospects�Critical
Accounting Policies and Estimates� and Notes 5.2 and 14 to our audited consolidated financial statements.

Future developments in the economic environment, in the oil and gas industry and other factors could result in further
substantial impairment charges, adversely affecting our operating results and financial condition.
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Maintaining our long-term objectives for oil production depends on our ability to successfully obtain and develop
oil reserves.

Our ability to maintain our long-term objectives for oil production is highly dependent upon our ability to successfully
develop our existing reserves, and to obtain additional reserves. The development of the sizable reservoirs in
deepwater and ultra-deepwaters, including the pre-salt reservoirs that have been licensed and granted to us by the
Brazilian federal government, has demanded and will continue to demand significant capital investments. See Item 4.
�Information on the Company�Exploration and Production� and �Information on the Company�Additional Reserves and
Production Information,� for further information on the capital investments required for exploration and production.
We cannot guarantee that we will have or will be able to obtain, in the time frame that we expect, sufficient resources
and financing necessary to exploit the reservoirs in deepwater and ultra-deepwaters that have been licensed and
granted to us, or that may be licensed and granted to us in the future.
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Our ability to obtain additional reserves depends upon exploration activities, which exposes us to the inherent risks of
drilling, and may not lead to the discovery of commercially productive crude oil or natural gas reserves. Drilling wells
often yields uncertain results, and numerous factors beyond our control (such as unexpected drilling conditions,
equipment failures or incidents, and shortages or delays in the availability of drilling rigs and the delivery of
equipment) may cause drilling operations to be curtailed, delayed or cancelled. In addition, increased competition in
the oil and gas sector in Brazil and our own capital constraints may make it more difficult or costly to obtain
additional acreage in bidding rounds for new concessions and to explore existing concessions.

Also, our ability to maintain our long-term objectives for oil production partially depends on conducting major
projects and operations in joint arrangements or in partnership with other oil and gas companies. If we or our partners
fail or are unable to meet with respective payment obligations under applicable contractual arrangements, this may
threaten the viability of a given project, and may result either in a delay in, or cancellation of, such project, which
could bring regulatory sanctions to the relevant joint arrangement or partnership, an increase or dilution of our interest
in such project or our withdrawal from such project, any of which could have a material adverse effect on our results
of operations and financial condition. These factors could impede us from participating in further bidding rounds in
the future and limit future exploration. We may not be able to maintain our long-term objectives for oil production
unless we conduct successful exploration and development activities of our large reservoirs in a timely manner.

Our crude oil and natural gas reserve estimates involve some degree of uncertainty, which could adversely affect
our ability to generate income.

Our proved crude oil and natural gas reserves set forth in this annual report are the estimated quantities of crude oil
and natural gas that geological and engineering data demonstrate with reasonable certainty to be recoverable from
known reservoirs under existing economic and operating conditions (i.e. prices and costs as of the date the estimate is
made) according to applicable regulations. Reserve estimates presented are based on assumptions and interpretations,
which present uncertainties and contingencies that are beyond our control. If the geological and engineering data that
we use to measure our reserves are not accurate, our reserves may be significantly lower than the ones currently
indicated in the volume estimates of our portfolio and reported by the certification companies. Substantial downward
revisions in our reserve estimates could lead to lower future production, which could have an adverse effect on our
results of operations and financial condition. For further information relating to our crude oil and natural gas
estimates, see Item 4. �Information on the Company�Additional Reserves and Production Information �, Item 5.
�Operating and Financial Review and Prospects�Critical Accounting Policies and Estimates�, �Note 5.1 and
Supplementary information on Oil and Gas Exploration and Production to our audited consolidated financial
statements.�

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

Under Brazilian law, the Brazilian federal government owns all subsoil accumulations of crude oil and natural gas in
Brazil and the concessionaire owns the oil and gas it produces from those subsoil accumulations pursuant to
applicable agreements executed with the Brazilian federal government. We possess, as a concessionaire of certain oil
and natural gas fields in Brazil, the exclusive right to develop the volumes of crude oil and natural gas included in our
reserves pursuant to concession and other agreements. For further information, see Item 4. �Information on the
Company�Regulation of the Oil and Gas Industry in Brazil�Concession Regime for Oil and Gas.�

Access to crude oil and natural gas reserves is essential to an oil and gas company�s sustained production and
generation of income, and our ability to generate income would be adversely affected if the Brazilian federal
government were to restrict or prevent us from exploiting these crude oil and natural gas reserves.
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Risks Relating to Brazil and Our Relationship with the Brazilian Federal Government

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

Our board of directors is composed of a minimum of seven and a maximum of ten members, elected at the annual
general meeting for a term of up to two years, with a maximum of three consecutive reelections permitted. The
majority of nominations of candidates for our board of directors depends on appointment by the federal government,
our controlling shareholder.
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Elections in Brazil occur every four years, and changes in elected representatives may lead to a change of the
members of our board of directors appointed by the controlling shareholder, which may further impact the
management of our business strategy and guidelines.

Moreover, the Brazilian federal government may pursue certain of its macroeconomic and social objectives through
us. Brazilian law requires that the Brazilian federal government own a majority of our voting stock, and so long as it
does, the Brazilian federal government will have the power to elect a majority of the members of our board of
directors and, through them, a majority of the executive officers who are responsible for our day-to-day management.
As a result, we may engage in activities that give preference to the objectives of the Brazilian federal government
rather than to our own economic and business objectives.

Accordingly, we may make investments, incur costs and engage in sales with parties or on terms that may have an
adverse effect on our results of operations and financial condition. In particular, we may have to assist the Brazilian
federal government in ensuring that the supply and pricing of crude oil and oil products in Brazil meets Brazilian
consumption requirements. In the past, we did not always adjust our prices to reflect parity with international market
trends or reflect exchange rate volatility. Our pricing policy is adapted from time to time by our management; we
cannot assure you that our pricing policy will not be changed in the future.

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

As a federal state-owned company, we are subject to certain rules that limit our investments, and we must submit our
proposed annual budget to the MPDM and MME. Following review by these governmental authorities, the Brazilian
Congress must approve our annual budget. Our approved budget may reduce or alter our proposed investments and
incurrence of new debt, and we may be unable to obtain financing that does not require Brazilian federal government
approval. As a result, we may not be able to make all the investments we envision, including those we have agreed to
make to expand and develop our crude oil and natural gas fields, which may adversely affect our results of operations
and financial condition.

Fragility in the performance of the Brazilian economy, instability in the political environment, regulatory changes
and investor perception of these conditions may adversely affect the results of our operations and our financial
performance and may have a material adverse effect on us.

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

� exchange rate movements and volatility;

� inflation;

� financing of government fiscal deficits;
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� price instability;

� interest rates;

� liquidity of domestic capital and lending markets;

� tax policy;

� regulatory policy for the oil and gas industry, including pricing policy and local content requirements;

� allegations of corruption against political parties, elected officials or other public officials, including
allegations made in relation to the Lava Jato investigation; and

� other political, diplomatic, social and economic developments in or affecting Brazil.
Uncertainty over whether the Brazilian federal government will implement changes in policy or regulations that may
affect any of the factors mentioned above or other factors in the future may lead to economic uncertainty in Brazil and
increase the volatility of the Brazilian securities market and securities issued abroad by Brazilian companies, which
may have a material adverse effect on our results of operations and financial condition.
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Historically, the country�s political scenario has influenced the performance of the Brazilian economy and political
crises have affected the confidence of investors and the general public, which resulted in economic downturn and
heightened volatility in the securities issued abroad by Brazilian companies. Although Brazilian authorities have
publicly described us as a victim of the alleged illegal conduct identified during the Lava Jato investigation, any
developments in the Lava Jato investigation (foreseeable and unforeseeable) could have a material adverse effect on
the Brazilian economy and on our results of operations and financial condition.

Brazil has historically experienced high rates of inflation, particularly prior to 1995. Inflation, as well as government
efforts to combat inflation, had significant negative effects on the Brazilian economy. More recently, inflation rates
were 2.95% in 2017, 6.29% in 2016, 10.67% in 2015 and 6.41% in 2014, as measured by the IPCA, the National
Consumer Price Index (Índice Nacional de Preços ao Consumidor Amplo), compiled by IBGE. Brazil may experience
high levels of inflation in the future and the Brazilian government may introduce policies to reduce inflationary
pressures, which could have the effect of reducing the overall performance of the Brazilian economy. Some of these
policies may have an effect on our ability to access foreign capital or reduce our ability to execute our future business
and management plans, particularly for those projects that rely on foreign partners.

The Brazilian government�s measures to control inflation have often included maintaining a tight monetary policy with
high real interest rates. These policies have contributed to limiting the size and attractiveness of the local debt
markets, requiring borrowers like us to seek foreign currency funding in the international capital markets. To the
extent that there is economic uncertainty in Brazil, which weakens our ability to obtain external financing on
favorable terms, the local Brazilian market may be insufficient to meet our financing needs, which in turn may have a
material adverse effect on us.

Additionally, since 2011, Brazil has been experiencing an economic slowdown culminating in a Gross Domestic
Product, or GDP, increase of 1.0% in 2017. GDP growth rates were -3.6% in 2016, -3.8% in 2015, 0.5% in 2014,
3.0% in 2013 and 1.9% in 2012 (according to the GDP review released by IBGE). Our results of operations and
financial condition have been, and will continue to be, affected by the growth rate of GDP in Brazil because a
substantial portion of our oil products are sold in Brazil. We cannot ensure that GDP will increase or remain stable in
the future. Future developments in the Brazilian economy may affect Brazil�s growth rates and, consequently, the
consumption of our oil products. As a result, these developments could impair our results of operations and financial
condition.

Allegations of political corruption against members of the Brazilian government could create economic and
political instability.

In the past, members of the Brazilian federal government and the Brazilian legislative branch have faced allegations of
political corruption. As a result, a number of politicians, including senior federal officials and congressmen, resigned
or have been arrested. Currently, elected officials and other public officials in Brazil are being investigated for
allegations of unethical and illegal conduct identified during the Lava Jato investigation being conducted by the Office
of the Brazilian Federal Prosecutor. The potential outcome of these investigations is unknown, but they have already
had an adverse impact on the image and reputation of the implicated companies (including us), in addition to the
adverse impact on general market perception of the Brazilian economy. These proceedings, their conclusions or
further allegations of illicit conduct could have additional adverse effects on the Brazilian economy. Such allegations
may lead to further instability, or new allegations against Brazilian government officials and others may arise in the
future, which could have a material adverse effect on us. We cannot predict the outcome of any such allegations nor
their effect on the Brazilian economy.

Risks Relating to Our Equity and Debt Securities
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The size, volatility, liquidity or regulation of the Brazilian securities markets may curb the ability of holders of
ADSs to sell the common or preferred shares underlying our ADSs.

Our shares are among the most liquid traded on the São Paulo Stock Exchange, or B3, but overall, the Brazilian
securities markets are smaller, more volatile and less liquid than the major securities markets in the United States and
other jurisdictions, and may be regulated differently from the way in which U.S. investors are accustomed. Factors
that may specifically affect the Brazilian equity markets may limit the ability of holders of ADSs to sell the common
or preferred shares underlying our ADSs at the price and time they desire.

29

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

Table of Contents 60



Table of Contents

The market for PGF�s debt securities may not be liquid.

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

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

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

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

The Brazilian custodian for our common or preferred shares underlying our ADSs must obtain a certificate of
registration from the Central Bank of Brazil to be entitled to remit U.S. dollars abroad for payments of dividends and
other distributions relating to our preferred and common shares or upon the disposition of the common or preferred
shares. Such remittances under an ADR program are subject to a specific tax treatment in Brazil that may be more
favorable to a foreign investor if compared to remitting gains originated from securities directly acquired by the
investor in the Brazilian regulated stock markets. Therefore, an investor who opts to exchange ADSs for the
underlying common or preferred share may be subject to less favorable tax treatment on gains with respect to these
investments.

The conversion of ADSs directly into ownership of the underlying common or preferred shares is governed by CMN
Resolution No. 4,373 and foreign investors who intend to do so are required to appoint a representative in Brazil for
the purposes of Annex I of CMN Resolution No. 4,373, who will be in charge for keeping and updating the investors�
certificates of registrations with the Central Bank of Brazil, which entitles registered foreign investors to buy and sell
directly on the B3. Such arrangements may require additional expenses from the foreign investor. Moreover, if such
representatives fail to obtain or update the relevant certificates of registration, investors may incur in additional
expenses or be subject to operational delays which could affect their ability to receive dividends or distributions
relating to the common or preferred shares or the return of their capital in a timely manner.

The custodian�s certificate of registration or any foreign capital registration directly obtained by such holders may be
affected by future legislative or regulatory changes, and we cannot assure such holders that additional restrictions
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applicable to them, the disposition of the underlying common or preferred shares, or the repatriation of the proceeds
from the process will not be imposed in the future.
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Holders of our ADSs may face difficulties in protecting their interests.

Our corporate affairs are governed by our bylaws and Brazilian Corporate Law, which differ from the legal principles
that would apply if we were incorporated in a jurisdiction in the United States or elsewhere outside Brazil. In addition,
the rights of an ADS holder, which are derivative of the rights of holders of our common or preferred shares, as the
case may be, to protect their interests are different under Brazilian Corporate Law than under the laws of other
jurisdictions. Rules against insider trading and self-dealing and the preservation of shareholder interests may also be
different in Brazil than in the United States. In addition, the structure of a class action in Brazil is different from that
in the US, and under Brazilian law, shareholders in Brazilian companies do not have standing to bring a class action,
and under our by-laws must, generally with respect to disputes concerning rules regarding the operation of the capital
markets, arbitrate any such disputes. See Item 10. �Additional Information�Memorandum and Articles of
Incorporation�Dispute Resolution.�

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

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

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

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

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

If proceedings were brought in Brazil seeking to enforce our obligations in respect of the guaranty relating to PGF�s
notes, we would be required to discharge our obligations only in reais. Under Brazilian exchange controls, an
obligation to pay amounts denominated in a currency other than reais, which is payable in Brazil pursuant to a
decision of a Brazilian court, will be satisfied in reais at the rate of exchange in effect on the date of payment, as
determined by the Central Bank of Brazil.

A finding that we are subject to U.S. bankruptcy laws and that the guaranty executed by us was a fraudulent
conveyance could result in PGF noteholders losing their legal claim against us.

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

Table of Contents 63



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

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

� were or are engaged in business or transactions for which the assets remaining with us constituted
unreasonably small capital; or
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� intended to incur or incurred, or believed or believe that we would incur, debts beyond our ability to pay
such debts as they mature; and

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

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

Item 4.     Information on the Company

History and Development

Petróleo Brasileiro S.A.�Petrobras was incorporated in 1953 as the exclusive agent to conduct the Brazilian federal
government�s hydrocarbon activities. We began operations in 1954 and since then have been carrying out crude oil and
natural gas production and refining activities in Brazil on behalf of the government. As of December 31, 2017, the
Brazilian federal government owned 28.67% of our outstanding capital stock and 50.26% of our voting shares. See
Item 7. �Major Shareholders and Related Party Transactions�Major Shareholders.� Our common and preferred shares
have been traded on the B3 since 1968 and on the NYSE in the form of ADSs since 2000.

We lost our exclusive right to carry out oil and gas activities in Brazil when the Brazilian Congress amended the
Brazilian Constitution, and subsequently passed Law No. 9,478/1997 in 1997. Enacted as part of a comprehensive
reform of the oil and gas regulatory system, this law authorized the Brazilian federal government to contract with any
state or privately-owned company to carry out all activities related to oil, natural gas and their respective products.
This new law established a concession-based regulatory framework, ended our exclusive right to carry out oil and gas
activities, and allowed open competition in all aspects of the oil and gas industry in Brazil. The law also created an
independent regulatory agency, the ANP, to regulate the oil, natural gas and renewable fuel industry in Brazil and to
create a competitive environment in the oil and gas sector. See Item 4. �Information on the Company�Regulation of the
Oil and Gas Industry in Brazil�Price Regulation.�

Following the discovery of large pre-salt reservoirs offshore Brazil, Congress passed in 2010 additional laws intended
to regulate exploration and production activities in the pre-salt area, as well as other potentially strategic areas not
already under concession. Under these new laws, we acquired from the Brazilian federal government through an
Assignment Agreement the right to explore and produce up to five bnboe of oil, natural gas and other fluid
hydrocarbons in specified pre-salt areas. Additionally, on December 2, 2013, based on these laws enacted in 2010, we
executed our first agreement with the Brazilian federal government under a production sharing regime for the Libra
field. On November 29, 2016, Law No. 13,365/2016 was enacted, which no longer requires us to be the operator in
this area, but provides us with a right of first refusal to do so. It is no longer mandatory for us to be the exclusive
operator. See Item 4. �Information on the Company�Regulation of the Oil and Gas Industry in Brazil�, Item 10.
�Additional Information�Material Contracts�Assignment Agreement� and Item 10. �Additional Information�Material
Contracts�Production Sharing Agreements.�
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We operate through subsidiaries, joint ventures, joint operations, consolidated structured entities and associates
established in Brazil and many other countries. Our principal executive office is located at Avenida República do
Chile 65, 20031-912 Rio de Janeiro, RJ, Brazil, our telephone number is (55-21) 3224-4477 and our website is
www.petrobras.com.br. The information on our website, which might be accessible through a hyperlink resulting from
this URL, is not and shall not be deemed to be incorporated into this annual report.
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Overview of the Group

Business Segments

We are one of the world�s largest integrated oil and gas companies, operating principally in Brazil where we are the
dominant participant. Our business segments operate year-round. As a result of our legacy as Brazil�s former sole
producer and supplier of crude oil and oil products and our strong and continuous commitment to find and develop oil
fields in Brazil, we have a large base of proved reserves and operate and produce most of Brazil�s oil and gas
production. In 2017, our average domestic daily oil production was 2.15 mmbbl/d, which represents 82% of Brazil�s
total oil production. Most of our domestic proved reserves are located in the adjacent offshore Campos and Santos
Basins in southeast Brazil. Their proximity allows us to optimize our infrastructure and limit our costs of development
and production for our new discoveries. Additionally, we have developed special expertise in deepwater exploration
and production from 47 years of developing Brazil�s offshore basins. We are applying the technical expertise we
gained through developing the Campos Basin to the Santos Basin, which is expected to be the principal source of our
future growth in proved reserves and oil production.

As of December 31, 2017, we had proved developed oil and gas reserves of 5,042.2 mmboe and proved undeveloped
reserves of 4,493.9 mmboe in Brazil. The development of this large reserve base and the exploration of pre-salt areas
have demanded, and will continue to demand, significant investments and the growth of our operations.

We operate most of the refining capacity in Brazil. Our refining capacity is substantially concentrated in southeastern
Brazil, within the country�s most populated and industrialized markets and adjacent to the sources of most of our crude
oil in the Campos and Santos Basins. Our current domestic crude distillation capacity is 2,176 mbbl/d and our
domestic refining throughput in 2017 was 1,736 mbbl/d. We meet our demand for oil products through a planned
combination of domestic refining of crude oil and oil products imports, seeking margin maximization. We are also
involved in the production of petrochemicals. We distribute oil products through our own retail network and through
wholesalers.

We participate in most aspects of the Brazilian natural gas market, including the logistics and processing of natural
gas. To meet our domestic demand, we process natural gas derived from our onshore and offshore (mainly from fields
in the Campos, Espírito Santo and Santos Basins) production, import natural gas from Bolivia, and to the extent
necessary, import LNG through our regasification terminals. We also participate in the domestic power market
primarily through our investments in gas-fired, fuel oil and diesel oil thermoelectric power plants and in renewable
energy. In addition, we participate in the fertilizer business.

Outside Brazil, we operate in eight countries. In Latin America, our operations extend from exploration and
production to marketing, retail services and natural gas. In North America, we produce oil and gas and have refining
operations in the United States. In Africa, through a joint venture, we produce oil in Nigeria.

Comprehensive information and tables on reserves and production is presented at the end of Item 4. See �Information
on the Company�Additional Reserves and Production Information.�

Our activities are currently organized into five business segments:

� Exploration and Production: this segment covers the activities of exploration, development and production of
crude oil, LNG and natural gas in Brazil and abroad, for the primary purpose of supplying our domestic
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refineries and selling surplus crude oil and oil products produced in the natural gas processing plants to the
domestic and foreign markets. The E&P segment also operates through partnerships with other companies;

� Refining, Transportation and Marketing: this segment covers the activities of refining, logistics, transport
and trading of crude oil and oil products in Brazil and abroad, exports of ethanol, extraction and processing
of shale, as well as holding interests in petrochemical companies in Brazil;

� Gas and Power: this segment covers the activities of transportation and trading of natural gas produced in
Brazil and abroad, imported natural gas, transportation and trading of LNG, generation and trading of
electricity, as well as holding interests in transporters and distributors of natural gas and in thermoelectric
power plants in Brazil, in addition to being responsible for the fertilizer business;
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� Distribution: this segment covers the activities of Petrobras Distribuidora S.A, which sells oil products,
ethanol and vehicle natural gas in Brazil. This segment also includes distribution of oil products operations
abroad (South America); and

� Biofuel: this business segment covers the activities of production of biodiesel and its co-products, as well as
ethanol-related activities such as equity investments, production and trading of ethanol, sugar and the surplus
electric power generated from sugarcane bagasse.

Additionally, we have a corporate segment that has activities that are not attributed to the other segments, notably
those related to corporate financial management, corporate overhead and other expenses, including actuarial expenses
related to the pension and medical benefits for retired employees and their dependents. For further information
regarding our business segments, see Notes 4.2 and 29 to our audited consolidated financial statements.

The following table sets forth key information for each business segment in 2017:
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