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Profile
Petrobras is a publicly-held company, which operates in an integrated fashion specialized in the
following segments of the oil, gas and energy industry: exploration and production; refining,
marketing, transportation and petrochemicals; distribution of by-products; natural gas, energy and
biofuels. Founded in 1953, the company is currently the 6th largest oil company in the world based on
market value, according to the consulting firm PFC Energy. Leader in the Brazilian oil sector, the
company is expanding its operations to be among the five largest integrated energy companies in the
world.

Mission
Operate safely and profitably, with social and environmental responsibility at the national and
international markets, providing right products and services for client needs and contributing for the
development of Brazil and countries in which we operate.

Vision 2020
Be one of the world’s top five integrated energy companies and the company of choice of our
stakeholders

Features of Vision 2020
Our activities will be remarkable due to:
•

Strong international presence

•

Global Reference on biofuels

•

Operational excellence in management, human resources and technology

•

Profitability

•

Reference on social and environmental responsibility

•

Commitment to sustainable development
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Stock position by the end of 2007

Key Indicators
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Debt/Equity Ratio of Petrobras

Gross Debt
Consolidated (BRL$ billion)

Short Term Debt / Total Debt

Short Term

Long Term

Net Debt

Net Debt / Net Capitalization

Market Value x Equity Value
(BRL$ billion)

Market Value

Oil and By-Products Leakage (m3)

Equity Value

Work Related Accident Leave Rate – TFCA
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Word from the CEO
The year 2007 was marked by the discovery of the Tupi area with estimated reserve between 5 and
8 billion barrels of oil in deep waters. The area is located 320 km offshore of Rio de Janeiro, in the
Santos Basin, beneath a two kilometers thick (pre-salt) layer of salt. This discovery will situate
Petrobras among the big holders of oil reserves in the world, and will provide our shareholders with
the prospect of continued excellent results.
The novelty of the finding - such depth has never been commercially exploited - reaffirmed our
tradition of technological excellence and opened a new exploratory horizon for the Company and for
Brazil, which may join the select club of oil exporting countries. The potential of the pre-salt layer was
confirmed in January 2008 with the finding of a large deposit of natural gas and condensate in the
same Santos Basin.
There is much to celebrate, even before the Tupi area start producing. The production of oil and
natural gas in Brazil grew 0.4% in comparison to 2006, reaching 2.065 million boe / day. We have
added reserves at a rate much higher than production, as evidenced by the rate of replacement of
reserves (IRR) of 123.6%. As a result, the Reserve / Production (R / P) ratio reached 19.6 years. On
December 25 we reached a new daily production record: 2.238 million barrels, a volume only
reached by seven other companies in the world. This was possible due to the entry into operation
five platforms in 2007, which added a total of 590,000 barrels of oil per day to the installed capacity
of the Company.
The operating performance in the Brazilian and international markets, together with external factors
such as rising oil prices have translated into strong appreciation of both our shares, the most traded
on Bovespa, and American Depositary Receipts (ADRs) traded in New York. The ordinary and
preferential shares rose 92.7% and 77.5%, respectively, compared to the 43.6% appreciation of the
Bovespa index. In the stock market in New York, the appreciation of ADR was greater than 100%.
Petrobras ended 2007 with a market value of BRL$ 430 billion, the highest ever recorded, which
gives us the position of most valuable company in Latin America.
We have expanded the volume of oil processing and production of by-products in our refineries,
reaching the marks of 1.779 million bpd of oil and 1.795 million bpd of oil. We have also invested in
new plants and technological improvements in the existing refineries to convert heavy oil into higher
value products and expanded the leadership of Petrobras service stations network in Brazil. The
share of the Brazilian market reached 34% in the year.
We have achieved an increase in the volume of domestic sales (3.6%) and overseas (10.7%). The
higher sales volume, along with the rising price of oil caused the Gross Revenue to reach BRL$
218.3 billion, an increase of 6.3% over the previous year. Net revenue, meanwhile, grew by 7.8%
and reached BRL$ 170.6 billion. The largest costs faced by the entire oil industry have affected our
results, so that the net profit of BRL$ 21.5 billion was 17% lower than the previous year. In the
financial area, we kept the passive management strategy, with the pre-payment of old debts or
replacing to lower cost debts.
Investments in 2007 were the highest in the Company's history reaching BRL$ 45.3 billion, which is
34.4% more than in 2006. Approximately 75% of the purchases BRL$ 38.71 billion planned in the
projects were placed with domestic suppliers relative to the purchase of materials, equipment and
services that streamlined the Brazilian economy.
The growth prospects of the business demanded a revision of the planned investments. We have
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reviewed the 2008-2012 Business Plan that now provides for investments of US$ 112.4 billion,
representing an increase of 29% compared to the previous plan.
Further, in 2007 Petrobras reappeared as a large shareholder in the Brazilian petrochemical field.
The investments made in 2007 marked an inflection in the company's strategy in the sector, which
gave Petrobras a key role in the consolidation of the Brazilian petrochemical industry. The focal
points were the purchase of all Suzano Petroquímica and Grupo Ipiranga, in a partnership with other
Brazilian groups.
In a year when natural gas increased its stake in the Brazilian energy matrix, we boosted the
implementation of projects to ensure supply, with investments in the expansion of the transportation
network, and LNG terminals. In 2007, Petrobras delivered to the Brazilian market a daily volume
average of 49 million m3. We have also overcome limitations in power generation, reaching the peak
of 2900 MW in November, and daily average of 1,006 MW.
We expanded our fleet of ships and gave significant momentum to the Brazilian shipbuilding industry
by procuring 23 tankers to domestic shipyards, in a total amount of BRL$ 2.3 billion.
The Company's international presence was strengthened by the acquisition of assets that demanded
14.5% of total investments in the year. One of the main features was the entry in the refining
segment in Asia with the acquisition of a refinery in Okinawa in Japan, along with a terminal that will
allow distribution of biofuels and oil in the Asian market.
The Company's main assets - people and knowledge - received special attention in 2007. We
invested BRL$ 131 million in our Research Center (Cenpes), which signed 62 new agreements with
28 institutions. We implemented new programs of education and training, with a view to further
empower the workforce. We invested BRL$ 4.3 billion in projects related to Safety, Environment and
Health, aligned with corporate guidelines, in order to protect employees, communities and physical
assets as well as to reduce operational risks that could affect operations and results.
We made progress in implementing the new social responsibility policy, according to the guidelines
defined in the revised Strategic Plan 2020. Accordingly, we improved planning, monitoring and
evaluation of social investments.
The 2007 results attest to the determination of Petrobras to seize business opportunities and
anticipate market trends. The Company’s action continues to be based on the three factors of
sustainability of corporate strategy: Integrated Growth, Profitability, and Social and Environmental
Responsibility.
José Sergio Gabrielli de Azevedo
Petrobras CEO
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Management and Results
Analysis of the oil market
Rising prices
The year 2007 was marked by a sharp rise in oil prices, reversing the downward trend in late 2006.
Cumulative change in the price of Brent was 56% between the beginning and the end of 2007. On
average, the price of barrel was US$ 72.82, US$ 7.42 higher than in 2006 still showing greater
volatility.
Unlike last year, there was excess demand for oil and drop in inventories, which resulted in higher
prices. Moreover, geopolitical instabilities, such as Iran's nuclear issue, the guerrillas in Nigeria and
tensions in Turkey-Iraq border, increased uncertainty over supply.
Not even the increased production of the Organization of Petroleum Exporting Countries (OPEC),
from the second half was enough to alleviate the imbalance between supply and demand throughout
the year.
The occurrence of a milder winter in the Northern Hemisphere, at the beginning of the year, reduced
demand pressures on the market, but lower temperatures from February led to the resumption of the
uptrend in prices. This trajectory was briefly interrupted in August, with the end of hurricane season
in the Atlantic and the driving season in Europe and the United States. Moreover, the real estate
crisis and the slowdown of the U.S. economy in the last quarter of the year had no impact on the
commodity market.
In 2006, experts had reported that the world economy would not support price of oil near US$ 100
and that this level would be able, by itself, to force a “correction move” in the market. The year 2007
showed just the opposite: tolerance to high prices is far greater than imagined.

Strategy and Business Performance
Strategy
Petrobras Strategic Plan 2020 states that “We will be one of the largest integrated energy companies
in the world and the company of choice of our stakeholders.” This is the new vision of Petrobras
2020 Strategic Plan, approved in conjunction with the 2008-2012 Business Plan by the Board of
Directors.
The 2008-2012 plan foresees investments of US$ 112.4 billion. Of this total, US$ 97.4 billion will be
invested in Brazil and US$ 15 billion abroad, of which 79% in Latin America, USA and West Africa.
The Business Plan maintains the aggressive growth targets, both in Brazil and abroad. The
production of oil and natural gas is expected to reach 3.494 million barrels of oil equivalent per day
(boepd) in 2012, with 3.058 million bpd in Brazil.
Out of the total to be invested, US$ 1.5 billion is reserved for biofuels, with 46% directed to oil and
ethanol pipelines and 29% to biodiesel. Corporate goals stipulate the availability of 329 thousand m³
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/ year of biodiesel in 2008, reaching 1.182 million m³ / year in 2015. Ethanol exports begin with 500
thousand cubic meters in 2008, growing 45.5% per year to reach 4,750 million cubic meters in 2012.
The projects involve local content of 65%, generating investments of $ 12.6 billion per year, on
average, at the local supplier market. About 917 thousand new direct and indirect jobs will be
created in the country.
New Structure
The Strategic Plan has two structural changes. The first is the division by business segment, instead
od business area. Petrobras starts to focus on its operations in six business segments: Exploration
and Production (E&P), Downstream (Refining, Transportation and Marketing), Petrochemicals,
Distribution, Gas & Energy and Biofuels. International investments, which were once part of an
independent area, began to be distributed within the respective business segments. The second
relates to new management challenges, with a focus on capital discipline, human resources, social
responsibility, climate change and technology.

Petrobras Vision 2020 and the goals of growth of 2008-2012 Business Plan take into account the
Company's commitment to sustainable development of the countries and markets in which it
operates that is based on sustainability factors: Integrated Growth, Profitability and Social and
Environmental Responsibility.
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Record of investment and operational improvement
By investing US$ 45.3 billion in 2007 - 34.4% higher than the previous year - Petrobras has made
significant progress in meeting the goals of the Strategic Plan for 2020. Out of the total amount
invested 46.0% were concentrated in the area of exploration and production, especially in the
development of production activity. The Downstream area received 23.3% of the investments, with
priority to the expansion, conversion and refining quality, which increase the value of oil and gas byproducts produced by the Company. The funds invested in acquisitions in the Petrochemical sector
contributed to the goal of consolidating the sector, with the formation of global-scale enterprises and
high competitiveness. The International Area received 14.5% of the investments made in 2007,
intended primarily for the construction of an FPSO in Nigeria and two drill ships for ultra-deep water
for the development of production and exploration in Turkey, Angola, Iran and Libya. Gas and
Energy Areas got 10.6% of the investments, allocated primarily to the expansion of gas pipeline
network.
The production of oil and natural gas in Brazil reached 2.064 million boe/d, an increase of 0.5% over
the previous year, mainly due to the operation of five new platforms and increased production of four
units that began producing in 2006. Four other platforms planned to begin operations in 2008 will
increase the installed capacity at over 520 thousand boe/ day.
The cost of domestic oil extraction without profit increased 4.9% over the previous year, ranging from
BRL$ 14.19 / boe to BRL$14.88 / boe, due to higher expenses with services, materials and personal
as a reflection of the industry expansion.
The production of oil and gas decreased 3.1% overseas compared to 2006, reaching an average of
236 thousand boe / day. The reasons for this result were the contractual reviews in Venezuela and
the natural decline of mature fields in Angola. However, the start of production of the Cottonwood
field (USA) and the largest gas production in Bolivia to meet the Bolivian and Argentine demand kept
the balance of international production.
The proven reserves of oil, condensate and natural gas from Petrobras reached 15.010 billion boe
on December 31, 2007, meaning a reduction of 0.1% (0.013 billion boe) compared to the previous
year, according to the criteria of the Society of Petroleum Engineers (SPE). Of total reserves, 92.7%
are in Brazil and 7.3% overseas. For each barrel of oil produced in 2007, 0,984 boe was
apportioned, resulting in a Reserve Replacement Ratio (IRR) of 98.4%. The Reserve / Production
(R/P) ratio was 18.9 years.
The feedstock processed in Brazilian refineries increased 1.9% over the previous year due to the
entry into operation of the new conversion units of Refap in 2006. The participation of domestic oil in
feedstock (78.1%) decreased by 1.4 percentage points over the previous year, however, the
processed volume remained virtually unchanged from 1.388 million bbl / day in 2006 to 1.389 million
bbl / day in 2007. The reason for that was the need to increase the share of imported oil, which is
less acid, in order to facilitate the processing of domestic oil with high acidity, whose processing is
more profitable for the company.

Increase in Revenue
The pricing policy adopted in 2006 was kept in 2007, thus avoiding the immediate transfer of the
volatility of international prices to the consumer. The average price of oil in the domestic market was
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BRL$ 151.05 / bbl, 0.4% above the 2006 average. Prices of fuel oil and jet fuel followed the
fluctuations of the international market.
Petrobras's total sales, including exports, natural gas and international sales reached 3.239 million
boe / day which represents an increase of 6.3% compared to 2006 (3,048 thousand boe / day). The
volume of domestic sales, not including energy, rose 3.8% in 2007, mainly impacted by the trading of
by-products which grew 2.8%, driven by GDP growth, increased production and expansion of
planted area of crops and cane sugar.
The sales volume of natural gas in the domestic market increased by 1.8% due to increased 6% of
sales of non-thermal gas to distributors in the state of São Paulo and southern region. One of the
highlights is the growth in the volume of energy sales, which reached 12.5% due to opportunities in
the spot market and exports to Argentina.
The increase in prices of oil and oil products in the foreign market, coupled with the growth in sales
of 3.8% in the domestic market and 5.6% in exports, led the consolidated gross operating revenue to
reach BRL$ 218.3 billion while the Net Operating Revenue reached BRL$ 170.6 billion, surpassing
the 2006 revenue in 6.3% and 7.8%, respectively. Domestically, net revenue increased BRL$ 3.3
billion (3,6%), primarily reflecting an increase of 5.5% in revenue from diesel and 2.5%, of LPG due
to higher sales volumes.
On the other hand, net revenue from exports increased by BRL$ 2.4 billion, with revenue growth of
oil exports by 8.8% and 11.6% in by-products, especially the gasoline in 35% and diesel in 52%.
Revenue from international sales rose by BRL$ 5.3 billion due to the expansion of trading operations
and the inclusion of the Pasadena refinery and distributors acquired from Shell in Paraguay, Uruguay
and Colombia, which more than offset the reduction of revenue in Venezuela and Bolivia.
Operating income was BRL$ 40.6 billion, 3.9% below that of 2006. The main factors that led to this
result were the increase of 10.0% in Cost of Goods and Services Sold - only the price of Brent oil
benchmark rose 11.3% - and the growth of imports of light oil and by-products to meet the demand
profile of the domestic market. The 21.5% increase in operating expenses also affected earnings,
especially the contribution of BRL$ 1.1 billion due to the renegotiation of the employees’ pension
plan - Petros.
Consequently, EBITDA was BRL$ 50.3 billion, 1.2% below the one calculated last year. The Return
on Capital Employed (ROCE) was 18% - 5 percentage points lower than year 2006 - due to increase
in capital employed not yet reflected in the profit due to typical long-term maturation of projects in the
oil industry.
In 2007, the financial result was BRL$ 3.9 billion negative. In 2006 was BRL$ 1.3 billion negative.
This result was influenced by the appreciation of the Real and the increase of the credit balance in
Dollars, related to investments overseas and operations between Petrobras and subsidiaries
domiciled abroad. Part of this effect was offset by lower interest expense resulting from measures
taken to restructure the debt profile. Thus, net income reached BRL$ 21.5 billion, 17.0% lower than
2006.
Petrobras' total assets reached BRL$ 231.2 billion, an increase of 9.8% compared to 2006. This
result was due to increases of 22.6% in fixed assets and 34.6% of long-term assets, while current
assets decreased by 20.6% due to reduction in cash and cash equivalents. The contrast in liabilities
occurred primarily in equity with a 16.7% growth, due to the variation of 24.2% of the reserves.
Current liabilities decreased 2.1% due to a reduction of 32.1% in funding.
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The Company remained committed to excellence in Social and Environmental Responsibility. Even
with significant growth in operations, the volume of leaking oil and oil products into the Environment
was 386 m³, representing a slight increase over the previous year, which had been 293 m³. This
volume is significantly below the maximum permissible limit, which is 739 m³. The Work Related
Accident Leave Rate, including own employees and outsourced remained stable ranging from 0.77
in 2006 to 0.76 in 2007.

Stock performance
Shares and American Depositary Receipts (ADRs) of Petrobras provided earnings above the
reference indexes in Brazilian and U.S. equity markets, following the high oil price. In Stock
Exchange (Bovespa), ordinary (PETR3) and preferred (PETR4) shares rose 92.7% and 77.5%,
respectively, whiland Ibovespa had a nominal appreciation of 43.6%. On the New York Stock
Exchange (NYSE), the Dow Jones was 6.4%, and the receipts of the Company had a rise exceeding
100%.

Shares appreciation (PETR4)

Source: Bloom berg

Dividends

Ibovespa (*)

* Includes dividends for the purposes of comparison

Good financial and operating results, the increase in international prices of oil barrel and new
discoveries of oil and natural gas were decisive for the excellent performance of stocks in 2007.
Petrobras’ market value reached the historical mark of BRL$ 430 billion, 86.6% higher than in 2006.
This amount in dollar reached US$ 243 billion representing an increase of 125.2%.
The preferred shares were the most traded at Bovespa in 2007, totaling an average daily turnover of
BRL$ 575 million, an increase of 103% over 2006. Common stock had an average daily volume of
US$ 106 million, a 94 % increase over the previous year. Petrobras had relative share exceeding
16% in Ibovespa index, effective from September to December, being the company with larger
expression in this index.
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Source: Bloomberg

(*)IGP-DI was used as a deflator.
Source: Bloomberg

The appreciation of the real/U.S. dollar exchange rate (17%), associated with the performance of the
Company, also boosted the ADRs traded on the NYSE. The high preferential receipts (PBRA) were
107.5%, while the ordinary (PBR) rose 123.8%. The assessment of these receipts significantly
outperformed not only the variation of Dow Jones, but also the S&P500 (3.5%) and AmexOil oil
sector benchmark, which rose 31.3%.

Report of Activities – 2007

13

Source: Bloomberg

* Dividends included for the purposes of comparison

The average trading volume of the ordinary receipts (PBR) Petrobras on the NYSE was US$ 431
million, and the preferential (PBRA), US$ 201 million. As a result, the Company's ADRs were the
second most traded in the United States.
Average trading volume on the NYSE
Daily average in 2007

Increased shareholder base
In 2007, Petrobras paid to its shareholders gross dividends of BRL$ 1.8313 per common (ordinary)
or PN (preferred) share, for the year 2006. This figure represents an increase of 10.57% compared
to the dividends of previous year.
The number of shareholders of Petrobras at Bovespa in 2007 significantly increased in 23,372 new
participants, totaling 190,952. In percentage terms, the total of Company’s shareholders grew by
14% compared to 2006. Since the split of its shares in 2005, this quantitative increase was greater
than 48%, which represents, in absolute values, over 61,990 shareholders. It is estimated that
minimum number of the ADR holders at the end of 2007 was 82,300. The number of holders of
ADRs is approximate, since there is no requirement to identify the holders of the receipts for shares
in the U.S. market.
By adding the shareholders at Bovespa, ADR holders, shareholders of investment funds in shares of
Report of Activities – 2007

14

Petrobras and FGTS investors, the total of investors in 2007 exceeds 694 thousand.

Source: RI Petrobras

This performance reflects investor confidence in future results of the Company and its commitment
to profitable growth and social and environmental responsibility. It also highlights the positive market
perception of management transparency, good corporate governance practices and financial and
operating results, as well as the good relationship between Petrobras and its stakeholders.

Corporate Governance
Petrobras and its subsidiary Petrobras International Finance Company (PIFCo) won the first
unqualified Certification of Consolidated Financial Reports Internal Controls for the fiscal year 2006.
The certification complies with the Sarbanes-Oxley Act (SOX), a legal requirement for companies
with shares or securities registered in the U.S. market.
In Brazil, Petrobras is subject to the rules of the Brazilian Securities Commission (CVM) and the São
Paulo Stock Exchange (Bovespa). Abroad, the company meets the standards of the Securities and
Exchange Commission (SEC) and the New York Stock Exchange (NYSE) in the United States, the
Latibex of the Madrid Stock Exchange, Spain, and the Stock Exchange of Buenos Aires and the
Comisión Nacional de Valores (CNV) in Argentina.
The Company is currently considering the formal accession to Level 1 of Corporate Governance of
Bovespa. The company meets the requirements since the statutory reforms of 2002.
The Company continued its training program in corporate governance, aimed at executives and
employees whose work involves the relationship with Petrobras System companies. The objective is
to promote awareness about the importance of the issue and disseminate best practices adopted in
Brazil and abroad.
Also in 2007, the Committee on Corporate Governance was linked to the Committee of Review of
Management and Organization, composed of executive managers, highlighting the importance of
adopting good governance practices in the Company.
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Internal Controls
Internal Controls Certifications of Petrobras and PIFCo in 2006 were filed in 2007 and included the
subsidiaries and affiliates relevant to the evaluation and testing of internal controls on consolidated
financial reporting. The process was planned and operated by the General Management of Internal
Controls, supervised by the Committee of Internal Controls Management of Petrobras and monitored
by the Audit Committee of the Board of Directors of the Company.
For year 2006 certifications approximately 17 thousand controls were evaluated. After a risk
analysis, approximately 3500 controls were tested. The external auditors also made their
independent appraisals. Internal controls were examined and certified, without qualification, by
independent auditors.
For the 2007 Certification, the General Management of Internal Controls has advised managers on
the transformation of SOx into a routine process, built entirely to the organizational culture of the
Company. In addition to the entity-level controls, managers have successfully completed the selfassessment of 3200 controls in accounting, financial services processes, tax and information
technology, which tests are being completed by internal and external auditors. Prior to the filing of
the certification, each manager responsible for control, at all hierarchical levels, will confirm the
agreement with the results of evaluations and tests of controls under their responsibility.
In addition to meeting the legal requirements, the Company's Annual Certification process brings
benefits of the continuous improvement of corporate governance mechanisms, the review of policies,
guidelines, codes and regulations, standardization of processes, standards and procedures and the
expansion of governance in information technology.
The main permanent improvement actions of the Company's in the area of internal controls include
integrated management of entity-level controls and processes, analysis and ongoing review of risk
mapping processes, the gradual extension of the essential controls of all the units of the Company
and the development of continuous training programs for managers on concepts and standardized
mapping tools and assessment of risks and controls, with the support of Petrobras University.

Corporate Governance Structure
The corporate governance structure of Petrobras is comprised of the Board of Directors and its
committees, the Executive Board, the Audit Committee, the Internal Auditing, the General
Ombudsman, the Business Committee and Management Committees.
Board of Directors
Collegial body having its autonomy within the prerogatives and responsibilities established by law
and by the company’s Articles of Incorporation. The main duties of the Board of Directors are to set
the strategic guidelines of the Company and supervise the acts of the Executive Board. The directors
are elected at the Annual General Meeting for a term of one year, formed by nine members, and reelection is permitted. Seven directors represent the controlling shareholder; one represents the
minority shareholders of common shares; and the other represents the holders of preferred shares.
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Executive Board
Responsible for carrying on the business management, in line with the mission, objectives, strategies
and policies established by the Board of Directors. The board is composed of the President and six
officers that can be removed from office at any time. The officers are elected by the Board of
Directors for terms of three years and re-election is permitted. Only the president of the Executive
Board is also a member of the Board of Directors, but not chairing it.

Fiscal Council
A permanent and independent committee, as provided by the Corporations Act, composed of five
members, with one-year term, reelection permitted. One member represents the minority
shareholders, another represents the holders of preferred shares and three of them act on behalf of
the Federal Government – being one appointed by the Minister of Finance, as a representative of the
National Treasury. The Fiscal Council is responsible for representing the shareholders in an auditing
manner, monitoring the actions of the management and monitoring compliance with legal and
statutory duties and protecting the interests of the Company and its shareholders.

Internal Auditing
The internal audit plans and performs the audit activities of the Petrobras System. Advises senior
management in achieving the objectives defined in the Strategic Plan through a systematic,
disciplined approach for evaluating and improving the effectiveness of procedures for risk
management, control and corporate governance. As of 2006, the implementation of internal control
tests was included in the auditing activities aimed specifically at certification required by SarbanesOxley Act.
The Company also has external auditors, appointed by the Board of Directors, with services
restricted to the provision of consultancy services. A rotation of the hired external audit firm at every
five years is mandatory.

General Ombudsman
Petrobras’ General Ombudsman, linked to the Board of Directors, plans, directs, coordinates and
evaluates activities aimed at gathering the opinions, suggestions, criticisms, complaints and reports
from the Company's stakeholders, promoting the verification and resulting actions to be taken. This
unit is responsible to act as a channel for receiving and processing complaints regarding accounting,
internal controls and auditing matters, including confidential and anonymous submission by
employees in order to meet the requirements of the Sarbanes-Oxley Act.

Committees of the Board of Directors
Three committees were established, namely: Audit, Environment, Remuneration and Succession. Its
members are part of the Board of Directors and provide advice on compliance with the guiding and
directing responsibilities of the Company.
Audit Committee
In full compliance with the requirements of the Sarbanes-Oxley Act, the committee is composed of
three independent members of the Board of Directors, its chairman being a financial expert according to the definitions of the Securities and Exchange Commission (SEC). The committees’
function is to analyze issues related to the integrity of financial reporting under U.S. GAAP and the
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effectiveness of internal controls, as well as overseeing the external and internal auditors of
Petrobras.
Business Committee
An integration forum that aims at promoting the alignment between business development,
management of the Company and the guidelines of the Strategic Plan, supporting the decision
making process of senior management.
Management Committees
Consist of forums designed for the deepening and refinement of topics to be presented to the
Business Committee. The management committees work in partnership with the business committee
and such partnership is also evident between the Management Committees and the Committees of
the Board of Directors.
The Company currently has the following management committees: Exploration and Production;
Downstream; Gas and Energy; Human Resources; Safety, Environment and Health; Analysis of
Organization and Management; Information Technology; Internal Controls; Risks; Petrobras
Technology; Social and Environmental Responsibility; Brands and Marketing.

Risk Management
Petrobras is exposed to market risks, such as the price of oil and its by-products, domestic and
foreign interest rates and exchange rate. Such risk is inherent to the industry activities, and
management is aligned with corporate objectives and goals. Thus, it contributes to the sustainable
growth of the Company.
In search of balance between growth and return targets and the degree of risk exposure, all
possibilities are discussed by the Risk Management Committee, made up of executives from
corporate and business areas. Such action provides an overview of the issues and facilitates
decision-making by the Executive Board and the Board of Directors.
By managing the risks of the oil market and its by-products by taking into account the periodic and
systematic review of the consolidated net exposure to price risk, the Company retained its practice of
limiting transactions with by-products to specific short-term transactions, of up to six months. By that,
the company protected the result of physical operations, using futures contracts, swaps and options,
and applying tracking metrics following specific guidelines for risk management.
Credit
Petrobras consolidated the centralization of credit control of its clients and extended the initiative
also to clients of its subsidiary Petrobras International Finance Company (PIFCo), Petrobras Finance
Limited (PFL) and Petrobras Singapore Private Limited (PSPL). The measure ensures the
maintenance of the risks at levels considered adequate, not only in Brazil but also in overseas’
markets.
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The policy and procedures for credit granting were upgraded in 2007 in order to ensure
competitiveness in the markets where the Company operates and the opening of new markets,
mostly Asian, supporting sustainable sales growth.
Insurance
The final premium of the main policies of Petrobras (major fire/operational risks and oil risks)
decreased in 2007. The total reached US$26.2 million, representing a decrease of 24.1% over 2006.
Insured assets represented a 10.4% high, reaching US$47.7 billion.

The Company's policy in relation to the insurance market, both in Brazil and abroad, establishes a
permanent dissemination of risk management practices and the expeditious and transparent
assessment of the relevant information on claims reporting.
Petrobras assumes a significant portion of the risk by hiring franchises that can reach up to US$ 50
million, as the case may be. The Company makes no insurance for loss of profits, well control and
pipeline networks in Brazil. Platforms, refineries and other facilities are covered by policies of major
fire / operational risks and oil risks.
Projects and facilities under construction with maximum damage potential exceeding US$50 million
are protected against engineering risks for insurance contracted by Petrobras or by contractors. The
handling of cargo is protected with transportation policies, while the vessels are protected by the hull
and engine insurance. Civil liability and environmental risks are also covered.
For insurance purposes, the assets are measured according to the replacement cost. The maximum
coverage limit of major fire / operational risk policy is US$ 800 million, considering the probable
maximum damage on each installation.
Most of Petrobras' risk is reinsured in the international market. Activities abroad are insured or
reinsured, mostly by Bear Insurance Co. Ltd., a captive company of Petrobras System, based in
Bermuda.
Report of Activities – 2007

19

Financing
Corporate financing
Petrobras has been successful in the implementation of its financing plan in 2007, despite strong
volatility in financial markets, particularly in the second half of the year, with the downturn in the real
estate sector in the United States, which reduced the opportunities of access to credit.
The Company retained a liability management strategy, making the prepayment of old debts or
replacement by new debt with lower cost. The Company also used alternative forms of financing,
developing new structures in banks. In international capital markets the Company has intensified the
search for fixed income investors directed to companies with investment grade (high grade), and
attracting new investors in the domestic market.
Through its subsidiary Petrobras International Finance Company (PIFCo), the Company restructured
its yield curve through a swap of bonds, which was completed in February. The operation granted
holders of PIFCo’s old securities the option to exchange for new securities maturing in 2016. A total
of US$ 399 million in old bonds was exchanged, which increased the value of securities maturing in
2016 to US$ 899 million. The new securities have become an important reference costs for the
Company.
In November, Petrobras issued a new US$ 1 billion worth security in the international capital market,
also through PIFCo. The issue reached its lowest historical cost of the Company, with a coupon of
5.785% and return to the investors of 6.059% per year for a period of ten years and four months (due
March 2018). The offer was distributed to more than 120 investors, mostly dedicated to high grade
market.
In the credit lines of the international banking market, 2007 marked the beginning of the use of
another subsidiary, Petrobras Netherlands BV (PNBV), as a vehicle for corporate funding. Various
transactions to provide financial support to the needs of the company, resulting in the funding of US$
1 billion, were performed.
In line with the strategic objectives of liability management, various repricing and prepayment
transactions in the banking market were also made. The volume of bank guarantees contracted by
Petrobras and its subsidiaries reached US$6.798 billion - 64.76% more than in 2006.
In the domestic market, the Company raised BRL$ 199.8 million through the issuance of Real Estate
Receivables Certificates (CRI) in April and May. Such funding aimed at the financing of a Dry Dock
for the construction and repair of semi-submersible platforms, in the state of Rio Grande do Sul. The
period of operation was 11 years, with a two years grace period. This was the first issue of CRI
backed in the CDI (Interbank Deposit Certificate) rate and fully directed to individuals. Since the
operation is exempt from taxation for this type of investor, Petrobras was able to achieve a
competitive cost of funding: 94.25% of CDI, as an average between the two issues.
In transactions with BNDES (National Bank for Economic and Social Development), through PNBV,
the Company drew US$ 20 million for the construction of the P-52, totaling US$ 378 million for that
platform. Further disbursements of US$ 33 million from a credit line with BNP Paribas, involving
credit insurance from various Export Credit Agencies (ECA), were made and totaling US$ 76 million.
For the P-51, a liability management operation with prepayment to BNDES of a US$ 204 million
funding, was performed.
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Structured Financing
By means of Special Purpose Entities (SPEs) created for each project, Petrobras raised funds in
national and international financial market in project finance transactions in order to fund projects in
the areas of Downstream, Exploration and Production, Gas and Energy.
In the area of Downstream, a total of US$ 507 million out of the US$ 900 million provided in the
financial structuring contracts for the Modernization Project of Henrique Lage Refinery (Revap)
signed in 2006, were withdrawn by the end of 2007.
In the Exploration and Production area, the building project of the P-53 platform in the Marlim Leste
field in the Campos Basin, had its bridging loan of US$ 350 million from ABN AMRO fully repaid in
December, with resources coming of a new funding.
In February, we completed the raising of US$ 910 million in funds offered by JBIC (a consortium of
banks led by Mizuho and the Japanese trading houses Mitsubishi and Marubeni) to finance the
works of the Oil Treatment and Disposal Plan in the Campos Basin (PDET), according to
agreements executed in 2005.
In June 2007, the financial structuring of the US$ 1.077 billion worth EVM project (Espadarte,
Voador, Marimbá), was ended with the discharge of all obligations with investors and creditors. In the
same month the restructuring of Malhas Project, aiming to simplify the structure of the original
design, was negotiated and implemented, achieving a decrease in financial costs and raising the
additional funds necessary for its completion.
In the Gas & Energy area, a BRL$ 4.51 billion worth long-term financing for the development of
Southeast-Northeast Interconnection (GASENE) pipeline was closed in December with BNDES,
including a transfer of US$ 750 million from China Development Bank (CDB). Some of BNDES funds
was used to pay for bridging loans previously contracted with the bank itself and another part will be
directed to the completion of the stretch between Cabiúnas (RJ) and Vitória (ES) - Gascav - and the
construction of the section between Cacimbas (ES) and Catu (BA) - Gascac.
Also in December a long-term financing contract was signed with BNDES in the amount of BRL$
2.49 billion, which liquidated the bridging loan, contracted with the bank and brought additional
resources to the completion of the works of Urucu-Coari-Manaus (AM) Project.
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Human Resources
In Human Resources management, Petrobras has put in place initiatives aligned with corporate
strategy and with the expectations of its employees. The Company revised the Human Resources
Strategic Project, created the new Career Plan, revised its organizational and individual skills,
intensified the actions of HR development and brought financial stability and sustainability to the
Petros Plan Pension Funds, which brings together more than 80 thousand people.
The search for excellence in people management was reflected in the achievement of
important national and international awards, such as "Company of the Dreams of University
Students", elected for the third consecutive year, "Corporate University Best in Class", awarded in
the United States by International Quality & Productivity Center (IQPC), in the category Best
Corporate University. Attention to the development of its employees contributed significantly to the
Company gaining the right to integrate the "Dow Jones Sustainability World Index (DJSI)", in which
Petrobras was featured on the criterion "human capital development", reaching the maximum score.
Work force evolution
To fulfill with excellence its robust investment programs in various sectors of activity, Petrobras
promoted, in 2007, another selection process, with a total of 171,000 applicants. 21,000 employees
were hired since 2002, and with it, the work force of the controlling Company jumped from 32,809
employees in 2001 to 50,207 in 2007, only in Brazil. Along with this number we can add the work
force from subsidiaries and affiliated companies in the country, with 11,941 employees, in particular
Liquigas with 3,298 employees, who also happened to be accounted for in the Petrobras System in
2007, and 6,783 employees in foreign units, thus leading to 68,931 the total work force of Petrobras
System.
Workforce Growth – Petrobras System
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Career Plan
In order to meet business requirements and prepare Petrobras for future challenges, the
Company revised its career plan, offering its employees a perspective of competitive career with the
market and introducing new concepts of remuneration. Thus, it was possible to strengthen this
instrument as an important mechanism for attracting and retaining talent.
Human Resource Development
Investments in development of Human Resources in 2007 totaled BRL$ 223 million. Throughout the
year, Petrobras enabled 62,471 attendances of employees in its various business courses. The
School of Vocational Technical Education was conceived with a target audience of 75% of the
Company’s workforce. The purpose of the school is the integral development of the professional
worker in relation to the needs and complexities of the work. In Salvador (BA), the new campus of
the University Petrobras with 26 classrooms and six labs was inaugurated.
In the quest for knowledge preservation and skills related to the Company’s strategic activity, we
focused in the structuring of the Subsea Engineering course in 2007. The Subsea Engineering is not
a specialty with training provided by the market.
It is noteworthy, the participation of 3,462 students in courses related to Project Management, one of
Specialization (MBA) with 6 classes, 3 specialization courses abroad (Paraguay, Bolivia and
Colombia) and 11 classes of certification preparation for Project Management Professional (PMP),
aiming to strengthen the development and execution of projects in various areas of the Company.
Skill Management
In line with the Strategic Plan 2020, Petrobras has revised its Corporate Organizational and
Individual Skills model. The new model provides eight organizational and nine individual skills related
to technical and management profiles. Together, they introduce the employees to skills and
behaviors that must be present to ensure competitive advantage to the Company.
Supplementary Pension
After joint negotiation with the unions and Petros, Petrobras completed the renegotiation of its
Supplementary Pension Plan with the accession of around 70% of participants, with more than
80,000 members, including active, retired and pensioners. The main change was the untying of the
adjustment of benefits paid by the plan in salary increases granted to employees. The amounts paid
to retirees and pensioners are now adjusted by IPCA. The Company also offered to the employees
not covered by the Plan at that time, the Petros Plan 2, of variable or mixed contribution the type with
defined risk benefits and guaranteed minimum benefit.
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Multidisciplinary Healthcare
The Multidisciplinary Healthcare (AMS) consolidated pharmacy benefit, which provides special
conditions for purchase of medication for its beneficiaries. The health plan benefited 117 000 users,
including employees, retirees and pensioners through 20,000 service units in its provider network.
Taking into account consultations, exams and hospitalizations, the cost to the Company in 2007 was
BRL$ 578 million.
Users and Beneficiaries x Net Cost (Petrobras)

Educational benefits
Petrobras funds part of the amount paid by their employees to educational services such as day care
or companion, pre-school, elementary and high school. In 2007, the Company invested BRL$ 116.5
million on these benefits, serving 30,520 children of 21,221 employees.
Educational Beneficiaries
(BRL$ Million)
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Collective Bargaining Agreement
After negotiations with the unions, the Collective Bargaining Agreement 2007/2008 was signed, valid
for two years for social clauses and from one year to the economic. The agreement brings social
advances, such as the possibility of subdivision of vacation for employees with more than 50 years,
the review of Length of Service Additional of amnestied employees, and improvements in the
coverage of Multidisciplinary Healthcare, in Educational Benefits and HSE management. The wage
replacement according to IPCA (4.18%), increase of 6.5% in the Minimum Remuneration according
to Level and Regime and bonus salary in the amount of 80% of a normal salary were also other
benefits approved.

Wage Policy
In 2007 the personnel cost of Petrobras Holding, which considers spending on salaries,
benefits, bonus and charges, in addition to the supplementary pension benefits, Multidisciplinary
Healthcare (AMS) and Educational Aid was BRL$ 8,717 million representing an increase of 19%
compared with the year 2006. Some of the aspects that contributed to this increase were the entry of
2,837 employees throughout the year, the implementation of the new Career Plan, the opening of the
Petros Plan 2 and the salary increase of 4.18% and 6.5% by Minimum Remuneration according to
Level and Regime as of September/07. Personnel costs in the Petrobras System totaled BRL$
11,304 million.
Profit sharing and results in the amount of BRL$ 1.197 billion for the year 2006, divided into two
installments, paid in January and August 2007 were distributed to employees of Petrobras.

Organizational Environment
At each year Petrobras performs the Organizational Environment survey, where employees
are able to express their opinions and expectations of the company, contributing to the improvement
of working conditions and employee-company relationship. The 2006 survey has reached record
results in indicators of Commitment Level of Employees (NCE) and the Employee Satisfaction Index
(ISE).
ISE and NCE - Petrobras Holding
(%)

Report of Activities – 2007

25

Business
Exploration and Production
The discovery of the largest national oil province in the South and Southeast basins was the most
significant event of the year, with the potential to place Brazil among the countries with the largest
reservoirs of oil and gas in the world. The first enclosed area, Tupi, has estimated volume between 5
and 8 billion barrels of light oil. In early 2008, another large deposit of natural gas and condensate
was discovered in the Santos Basin, called Jupiter, reinforcing expectations about the potential of the
area.
In late 2007, another milestone: a record production of over 2 million barrels / day, which was
reached by only eight companies worldwide. The previous record was 1 million 912 thousand barrels
in 2006. Average oil production for the year was 1 million 792 thousand bpd of oil, condensate and
NGLs, 0.8% higher than the previous year.
Oil, LGN, Condensate and Natural Gas Production Growth

Oil, Condensate and LGN Production in Brazil
Distribution per Water Depth
Total Production: 1.792 thousand bpd
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The confirmation of the volumes reported in November 2007 was possible after the conclusion of the
drill stem tests of the second well in the Tupi area. In addition, 15 wells were drilled up to 5000
meters deep in water depths of 2000 meters in the pre-salt layer, which extends from the Espírito
Santo Basin to the Santos Basin.
The volume of Tupi exceeds by a wide margin the reserves in the Roncador field in Campos Basin,
until then the largest in the country. Petrobras is the operator and holds a 65% stake, with partners
like the British BG Group, with 25 %, and Portuguese Petrogal / Galp, with 10%.
However, Tupi was not the only good news. The entry into operation of five platforms in the Campos,
Espirito Santo and Sergipe-Alagoas basins added 590,000 bpd to the installed capacity of the
Company's oil extraction.
The first platform to become active in January was the FPSO City of Rio de Janeiro, in the Espadarte
field in the Campos Basin, with capacity to produce 100,000 bpd of oil and 2.5 million cubic meters of
gas per day. In October, the FPSO-Piranema, the first round platform in the world with a production
capacity of 30,000 barrels of oil, went into operation in Piranema field, in the Sergipe-Alagoas Basin.
The oil found is of excellent quality light oil.
The FPSO Cidade de Vitória began operating in November in the Espírito Santo Basin, in the field of
Golfinho, with capacity of 100 thousand bpd of oil and 3.5 million cubic meters of gas per day. Also in
November, the P-52 platform went into production in the Roncador field in the Campos Basin,
considered a milestone by reaching the level of 76% local content, the highest ever recorded in the
Brazilian shipbuilding industry.
The productive capacity of the P-52 is 180 bpd of oil, a volume equal to the P-54 platform, which
began operations in December, also in Roncador. The daily production capacity of gas of each
platform is 7.5 million m3 and 6 million m3, respectively. Of all, just the platform located in the
Espadarte field in 2007 reached its full capacity, a process that takes on average six months to a
year.
In 2007, also went into operation the FSO - City of Macae, which integrates with the PRA-1
repumping platform, the infrastructure required for the production in the Campos Basin. The platform
is scheduled to have its operation startup for early 2008.
Despite record daily production in late 2007, the average production for the year was 6.6% below the
target of 1 million 919 thousand bpd. The difference was caused by delays in the operation startup of
the P-52 and P-54 platforms in the Roncador field (Campos Basin) and at the early operation of the
FPSO - Cidade de Vitória, in the field of Golfinho (Espírito Santo Basin).
Natural Gas Production
In line with the strategy of increasing the supply of natural gas, the Manati field in Bahia began
operating through PMNT-1 platform, with capacity of 6 million m3 / d.
Due to the natural decline of the fields, the volume of natural gas produced in 2007 was 43.4 million
m³ / day, 1.4% lower than in 2006. This result began to be reversed in December 2007, when
production reached a daily average of 46 million m³. The growth will continue in 2008, with increased
production from P-52 and P-54 wells and the operation startup of the P-51, P-53, FPSO Cidade de
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Niterói platforms and projects of Gas Production Anticipation Plan (Plangás).
The average extraction cost without government share was US$ 7.70 per barrel of oil equivalent
(boe) - an increase of 17% over the amount reported in the previous year. Taking into account the
government participation, the cost was US$ 19.39 per boe, 10% higher than 2006.
Offshore and Onshore Areas
Petrobras reported to the National Agency of Petroleum, Natural Gas and Biofuels (ANP) the
commercial viability of eight discoveries, being seven onshore and one offshore. Some of these
areas were classified as new oil fields and natural gas, while others were incorporated into
neighboring fields.
In the new commercial areas reported, estimates are that the volume of reserves will reach 295
million boe, of which 124 million boe belongs to the Company. The aggregation, however, depends
on more accurate assessments. Out of the estimated volume of Petrobras share, 119 million boe are
in offshore accumulations and 5 million boe onshore. The eight areas are distributed in the Campos
Basin (1), Espírito Santo (5) and the North and Northeast basins (2).
The discoveries of Xerelete fields in the Campos Basin, and areas of Fazenda São Rafael, Biguá,
Tabuiaiá, Cancã and Jacupemba, located in the Espirito Santo Basin were declared as commercial
discoveries. Two declarations of commerciality were made to onshore areas in the coastal basins of
the Northeast, which originated the Guanambi fields in the Reconcavo Baiano, and Japuaçu in
Sergipe-Alagoas Basin.
Oil and gas discoveries
In the Santos Basin, the partnership between Petrobras (operator and owns 80%) and Galp Energia
(20%) for deepwater exploration in the BM-S-21 block showed the existence of a light oil in pre-salt.
The discovery well is located 280 km from the state of São Paulo coast, at a depth of 2,234 meters
and a depth of 5350 meters water from the seabed. The well was not tested due to operational and
logistical reasons.
In the Espírito Santo Basin, new natural gas reservoirs north of Camarupim field were discovered,
confirming the great potential of gas and light oil in this basin, which already accounts for a
substantial part of Plangás projects. The exploratory block is operated by Petrobras, which has a
65% stake. The American company El Paso Corporation owns the remaining 35%.
During the year, 329 wells were drilled and completed for the development of production - 283
onshore and 46 offshore. For exploration 109 wells were drilled - 77 onshore and 32 offshore. The
exploratory success rate was 59%, since 64 of the 109 wells find oil or natural gas.
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Exploratory Success Rate

New exploration blocks
By November 2007, during the 9th Bid Round of the ANP, Petrobras was awarded 27 of the 57
blocks to which the company presented offers, totaling 10,476 km ². The bonuses offered by the
Company and its partners totaled BRL$ 308,983,903.00. The share of Petrobras was BRL$
195,518,886.50. Out of the 27 blocks acquired, the company is operating on 22, 16 in association
and 6 with exclusive rights. In the other five blocks, the operation is carried out by its partners.
With the acquisitions and returns made throughout the year, the portfolio of exploration concessions
now has 305 blocks, totaling 132,590 km ². In addition, 25 other areas, with 7670 km ² in operation,
are undergoing discoveries appraisals. The current exploration area Petrobras covers 140,260 km ².
Proven reserves
The proven reserves of oil, condensate and natural gas from Petrobras in Brazil reached 13.92
billion boe in 2007 according ANP/SPE - an increase of 1.2% over the previous year. The
incorporated volume to proven reserves during the year was 875 million boe, compared with a
production of 708 million boe. This incorporation resulted in a Reserve Replacement Ratio (IRR) of
123.6%. This means that for every barrel of oil produced in the year, 1.236 barrel was added to
reserves. The reserve / production (R/P) indicator was 19.6 years.
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Proven reserves of oil, LGN and Natural Gas in Brasil
SPE Criterion

Growth of Proven Reserves
SPE Criterion

Allocations of volumes discovered in fields with declarations of commerciality carried out throughout
2007, were in part responsible for the increase in proven reserves. Some of these statements were
made in areas near fields under development and therefore incorporated into its ring fence. Another
factor that contributed to the incorporation of proven reserves was the management of reservoirs in
fields already discovered, under development or production phase.
Projects for the future
The goals of the new Business Plan of Petrobras provide for the commissioning, by 2012, of 11
major projects of oil production and eight natural gas projects. For 2008, the average oil production
of the company in the country is estimated at 2 million bpd; and gas at 57 million m³ / day.
Volumes will be achieved mainly with the operation at full capacity of FPSO Cidade de Vitória, P-52
and P-54 platforms. Furthermore, three platforms will start activity in 2008: FPSO Cidade de Niterói
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(Jabuti), with a 100 thousand bpd capacity, P-51 (Marlim Sul Module 2), with 180 thousand bpd, and
P-53 (Marlim Leste) with 180 000 bpd.
The exploration and production of natural gas are also being expanded in accordance with the
guidelines of Plangás, a key measure to ensure the supply to the market in the South and Southeast
regions. By the end of 2008, the supply will increase from the current 15 million m³ / day to 40 million
cubic meters / day. The Plangás provides, in the Espírito Santo Basin, the expansion of Peroá
project to 8 million m³ / day and development of Camarupim and Canapu fields. The Plan also
estimates the expansion of the Gas Processing Center of Cacimbas to 20 million m³ / d.
The first phase of this expansion (5.4 million m³ / d) will come into operation in early 2008, with the
gas processing plants of Golfinho and Peroá. In the Campos Basin, the Plangás prioritizes the
production of free gas from many reservoirs near the existing infrastructure in fields of Albacore,
Roncador and Marlim Sul, in addition to the initial development of Jabuti. In the Santos Basin,
Merluza platform will be expanded to 2.5 million m³ / d, with the initial development of Lagosta field.
For 2010, Plangás estimates increased availability of gas to 55 million m³ / day in the Southeast, with
the operation deployment of Mexilhão (2009), Tambaú and Uruguá (2010) projects, in the Santos
Basin. It also estimates the inauguration of the first module of the gas processing plant of
Caraguatatuba in 2009, and the second module in 2010.

Refining and Marketing
Refining
The 11 Petrobras refineries in Brazil processed 1 million 779 thousand bpd and produced 1 million
and 795 thousand bpd of oil in 2007, representing increases of 1.9% and 1.75%, respectively, in
comparison to 2006. The Company used on average, 90% of its refining capacity and about 78% of
the processed oil was of Brazilian origin.
Production, Demand and Sales of By-products (thousand bpd)
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Refine Unit Cost (US$/barrel)

Following the growth of domestic production of oil, the refining area has invested in new facilities and
technology improvements to convert the heavy oil produced in Brazil into products with higher added
value. Two delayed coking units will be deployed in 2008 and 2009, respectively, in Duque de
Caxias (Reduc) and Henrique Lage (Revap) refineries. Another unit will be built in Presidente Getúlio
Vargas Refinery (Repar), with commissioning scheduled to 2011.
These investments provide greater flexibility to the Company to define the basket of by-products to
be produced according to demand and market prices. Therefore, the Company will be able to choose
between the use of imported oil - lighter and producing higher value by-products - and refining of
national heavy oil.
Improvement of products quality also received important investments. New projects to improve the
quality of diesel in refineries Henrique Lage (Revap) and Vargas (Repar) and to improve the quality
of petrol refineries in Presidente Bernardes (RPBC), Duque de Caxias (Reduc), Gabriel Passos
(Regap), Landulpho Alves (RLAM), Getulio Vargas (Repar), Henrique Lage (Revap) and Paulinia
(replan) were initiated.
Petrobras pioneering in HBIO technology showcased advances in diesel fuel quality and
environmental protection in 2007. The process enables the inclusion of vegetable oil in diesel
stream, resulting in high product purity. The process is under deployment in Gabriel Passos (Regap),
President Getúlio Vargas (Repar) and Paulinia (Replan) refineries. In 2008, it will be extended to
Henrique Lage (Revap), Presidente Bernardes (RPBC) and Duque de Caxias (Reduc) refineries.
New Developments
Diesel is also the main product of the new Northeast Refinery (Abreu e Lima Refinery), under
construction in Pernambuco, in Ipojuca. With operation scheduled for the second half of 2010, the
refinery will have production capacity of 140 thousand barrels / day of diesel. The refinery will
process 200,000 daily barrels of heavy oil of 16º API and will also produce LPG, naphtha, fuel oil for
ships and petroleum coke. The earth leveling work began in September 2007, and the basic unit
projects are in final stages of preparation. The bidding of the executive project was completed and
the process of equipment purchase has started.
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The 2008-2012 Business Plan also includes a refinery to process 500,000 bpd of heavy oil and acid
from the Campos Basin: the Premium Refinery. The products of premium line have high quality and
very low sulfur content. The diesel, with a yield of around 65% vol., will be destined to the European
market. LPG, naphtha, jet fuel and coke will be preferably marketed domestically and consumed by
the unit (hydrogen and energy generation). Current studies have been made on the location of the
refinery, which is expected to operate as of the end of 2014.
Sales & Marketing
The increase in domestic oil production, full use of the logistics structure and use of external
commercial opportunities allowed Petrobras to achieve in 2007, excellent results in the sales &
marketing of fuel in domestic and foreign markets. In Brazil, 1,73 million bpd of oil were sold,
representing an increase of 2.8% over 2006, with broken historical records from August to
November.
The record of sales & marketing of fuels in the Brazilian market was broken in October: 58.4 million
barrels of oil. In September, sales reached 54 million barrels, the best result compared to the same
period of last five years.
The main products sales were related to diesel, gasoline, liquefied petroleum gas (LPG), naphtha,
fuel oil and kerosene aircraft (jet fuel). The latter had the highest percentage growth in sales volume:
9.6%, due to the good performance of the national and global economy, the appreciation of the
Brazilian Real against the dollar and the increase of flights, especially international.
Sales segmentation of By-products in domestic market
(thousand bpd)

Sales of fuel oil (no bunker) grew by 6.8%, benefiting from the increase in deliveries to power plants
of the Amazon and the expansion of the processing industry. Diesel accompanied the growth of the
Brazilian economy with sales increase of 4.9%. The main factors responsible for the increased sales
were GDP performance and agribusiness, especially the increase in acreage and production of grain
and sugar cane crop.

Sales & marketing of LPG increased by 2.7%, a result linked to population growth, higher household
consumption (increase of minimum wage and Bolsa Família) and larger industrial use. Sales of
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petrochemical naphtha remained practically stable, increasing 0.7% over 2006.
Gasoline suffered a decline of 2.6% as a result of the advancement of substitute products such as
CNG and especially ethanol, considering the increase in the average anhydrous ethanol content and
growth of the flex-fuel vehicle fleet, compared to the reduction of the vehicle fleet operated only by
gasoline.
In foreign markets, the export of oil reached an unprecedented mark of 353 thousand bpd, an
increase of 5% over the previous year, and by-products rose by 7% to 262,000 bpd. Imports were
390 thousand bpd of oil and 148 bpd of oil.
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The international trading operations of – purchase and sale of products abroad – had strong growth
and reached 559,000 bpd, an increase of 49% compared to 2006. The focal points were the increase
in gasoline trading operations in the United States - with the use European origin product - the
expansion of sales & marketing of oil from Colombia and the start of sales of low sulfur bunker (BTE)
in Europe.
Premium Products
The launch of Diesel Verana, the only premium diesel for the nautical leisure market, has once again
demonstrated the technological excellence of Petrobras. The new product launched on the nautical
centers of São Paulo and Rio de Janeiro, has a special formulation, which guarantees the shortest
emission level of pollutants in the nautical market.
Its sulfur content is 200 ppm (parts per million), though the marine diesel is allowed to have 10 billion
ppm. With higher cetane (27.5%) amount, still provides 6% exceeding performance. Such
differences increase the durability of the vessel and reduce smoke emission in up to 83% if
compared to traditional marine diesel oil.
Podium Diesel, launched in December 2006 in Rio de Janeiro and São Paulo, arrived in Paraná and
Paraguay in 2007. Podium gasoline has reached 15 of the 26 Brazilian states and the Federal
District.

Petrochemicals and Fertilizers
Petrobras has strengthened its presence in the petrochemical industry, a strategic segment due to its
contribution to the diversification of the product portfolio and enhancement of oil and natural gas. The
2008-2012 Business Plan foresees investments 32% higher than the previous Plan, totaling US$ 4.3
billion.
Petrobras' strategy is to expand operations in petrochemicals in Brazil and South America,
integrated with the other businesses of the system, increasing the performance in 1st and 2nd
generation and developing new technologies for the chemical industry. In line with this strategy, the
Company acquired in April 2007, along with Braskem, the petrochemical assets of the Ipiranga
Group. And in August, Petrobras became the controlling company of Suzano Petroquímica.
In November, Petrobras and Unipar reported the formation of a petrochemical company in the
southeast region, comprising by the assets of Suzano Petroquímica, Rio Polímeros, Petroquímica
União (PQU), Polietilenos União S.A. (PU) and União Divisão Química (UDQ). Petrobras will have
40% of the voting capital, while 60% will be retained by Unipar.
Also in November, an investment agreement between Petrobras, Petroquisa, Braskem, Odebrecht
and Norquisa for integration into Braskem of petrochemical assets of Petrobras (Ipiranga Comercial
Química, Ipiranga Petroquímica and its stake in Copesul) and Petroquisa (Copesul, Petroquímica
Triunfo and Petroquímica Paulínia) was reported. The operation will increase Petrobras' participation
in Braskem to 25% of total capital and 30% of the voting capital.
Petrobras projects in the Petrochemical area
Petrochemical Complex of Rio de Janeiro (Comperj) – A project initially developed in partnership
with the Ultra Group and with the participation of the National Bank for Economic and Social
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Development (BNDES), until the completion of the conceptual design stage in September 2006, will
process 150,000 barrels per day (bpd) of oil for production of petrochemical raw materials and byproducts as of 2012. Besides the basic petrochemical unit (BPU) of utilities central and second
generation units, the complex will have a training center for companies and workers and a
distribution center for liquid products for loading terminals in Guanabara Bay. The Environmental
Impact Assessment (EIA) has been delivered to the State Foundation of Environmental Engineering
(Feema) and the Complex is under Basic Design phase. The start of earthworks of Comperj is
scheduled for the end of March 2008.
Petroquímica SA (PPSA) – a result from the association between Braskem and Petroquisa, which
holds 40% of the business is in the final stage of construction and will begin operations in 2008 The
plant, with a US$ 383 million budget, will produce 300 000 tones / year of polypropylene, with
propylene supplied by Paulinia (replan) and Henrique Lage (Revap) refineries.
Petrochemical Company of Pernambuco (PetroquímicaSuape) – the Basic Design and purchase of
major equipment are under final stage. The unit will produce purified terephthalic acid (PTA) and will
begin operations in 2009, with capacity of 640 thousand tons / year.
Integrated Textile Company of Pernambuco (Citepe) – a result from US$ 386 million investments,
will produce 215,000 tons / year of polyester chips and yarns (POY). The PTA raw material will be
supplied by the PetroquímicaSuape. Petroquisa holds a 40% stake in the company.
Coquepar - In partnership with Brazil Energy and Unimetal, Petrobras will build three calcination
units of petroleum coke, two of which in Rio de Janeiro and one in Paraná, adding value to the
production of green coke. The production capacity is 750 thousand tons / year.
Acrylic Complex of Minas Gerais - For the production of crude acrylic acid and by-products, will have
investments exceeding US$ 500 million.
Fertilizers
Petrobras in 2007 kept the lead in the domestic market of fertilizer urea, with sales of 700,000 tons,
and recorded the sixth consecutive year of growth in ammonia segment, with sales of 235 thousand
tons produced at its two plants. The sales & marketing of the two products generated gross revenue
of BRL$ 840 million, 15% more than the previous year.
The Nitrogenous Fertilizer Plant in Bahia (BA-Fafen) has reached the mark of 295 thousand tons of
urea, the largest volume of production in the last eight years. Among the factors that contributed to
such record are the improvement of internal infrastructure, purchasing of new equipment and the
improvement of process control systems, in which a total of BRL$ 11 million was invested.
The Company made its first sale of granulated urea, through the Nitrogenous Fertilizer Plant of
Sergipe (Fafen-SE). About 2000 tons were designated to the cotton and maize in Goias, Mato
Grosso and Piauí. Granulated urea is a product with higher added value and ensures increased
strength and uniformity of the crop, and less segregation when mixed with other fertilizers.
A feasibility study relative to an industrial urea plant and ammonia in Brazil (UFN-3) and a nitric acid
in Bahia is under study. The UFN-3 will have an annual capacity of 1 million tons of urea and
760,000 tons of ammonia, using gas as feedstock. In Bahia, a production of 120 thousand tons of
nitric acid, for the Northeastern Complex, with investments of $ 115 million is expected.
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Transport
Largest shipping company in Latin America and third in the world, Petrobras Transporte S.A.
(Transpetro) signed contracts in 2007 with three local shipyards to build 23 tankers, giving strong
momentum to the Program for Modernization and Fleet Expansion and development of the Brazilian
naval industry. Investments will reach a total of US$ 2.3 billion.
Of the 23 vessels, ten are Suezmax type and will be built in Suape (PE), by Atlântico Sul, with an
investment of US$ 1.2 billion. Nine other vessels - five Aframax type and four Panamax type - were
ordered to Rio Naval, in Rio de Janeiro, with costs of US$ 866 million. And four product tankers,
budgeted at $ 277 million will be built by the Maua shipyard in Niterói (RJ).
Transpetro has expanded its fleet in 2007 with the acquisition of relief vessels Bergen (Aframax type
vessel, with a capacity of 730 000 barrels) and Gothenburg (Suezmax, with a capacity of 1 million
barrels). At year's end, Transpetro had 55 vessels, from which 46 were owned and nine chartered
bareboat.
During the year, 62 million tons of oil and oil by-products, 5.7% more than in 2006 were transported.
The transport of by pipelines and land and marine terminals rose 2.6% to 671 million m³ / year.
Terminals and Pipelines
Transpetro operates a network of 7,033 km of pipelines and 46 terminals - 20 onshore and 26
offshore. The terminals have capacity to store 10.3 million cubic meters of crude oil, and ethanol,
operating a monthly average of 413 ships.
The Waterways Terminal Guanabara Bay (TABG) stood out in 2007 due to Ethanol Export Corridor.
Through the terminal, the first shipment of ethanol to the United States, a total of 12 thousand cubic
meters was made - the first step towards the consolidation of Brazil as an exporter of ethanol. More
80000 m³ of fuel ethanol were transported during the year to Venezuela.
The Ethanol Export Corridor envisages investment by Petrobras in the amount of US$ 2 billion in an
intermodal system of road, pipeline and waterway transportation. The construction of the mesh will
facilitate the flow of production of fuel by the States of São Paulo and Rio de Janeiro and reduce the
impact of logistics costs in the final price of the product.
The project will be implemented in three phases:
Southeast Corridor: an ethanol pipeline linking Goiás to the São Sebastião Terminal in São Paul and
creating, by 2010, the infrastructure for the export of 12 million m³ / year.
Export Corridor South: The ethanol pipeline will start in Mato Grosso, and end at the Port of
Paranaguá, in Paraná. It is expected that the flow capacity is increased by more than 4 million
m³/year.
Tietê-Paraná Waterway Corridor: ethanol will be transported by barge from southern Goiás and
southwestern Mato Grosso do Sul, including the Triângulo Mineiro (Mineiro Triangle) and the
countryside of São Paulo, up to a new terminal in Santa Maria da Serra (SP).
Part of the Ethanol Export Corridor will be further enhanced by the adequacy of Osrio System for the
transport of hydrous and anhydrous ethanol. The system connects the Paulinia Refinery (Replan), in
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São Paulo, to the Duque de Caxias (Reduc) and the Campos Elíseos Terminal in Rio de Janeiro.
The project, which is at the bidding stage, will increase the export capacity of fuel ethanol by the Ilha
D´Água terminal in Rio de Janeiro, from 2009, to 3 million m³ / year with cost estimated at US$ 50
million.
Works to expand the flow capacity of the Osório Canoas Pipeline System (Oscan) were concluded in
Rio Grande do Sul. With the expansion, the supply of oil to the Alberto Pasqualini Refinery (Refap)
will rise from the current 20000 m3/day to 30000 m3/day, thus increasing the production of byproducts.
The Pipeline Master Plan (PDD) of São Paulo, another strategic project for Petrobras, obtained
environmental permits for commencement of works. With investments of over BRL$ 2 billion, the
PDD will expand, modernize and redesign the pipeline network in the capital city, through which
about 50% of oil and by-products processed in the country passes.
Transpetro also advanced in design and construction of the Terminal and Distribution Base of
Pecém in Ceará - designed to be the most modern in the country handling 1.5 billion gallons of fuel
per year, and at a second stage, meet the handling and storage of Liquefied Petroleum Gas (LPG).
The planned investments in this project are BRL$ 400 million. The depth of the port will allow
maritime access for ships of 175000 TPBs - which will ensure greater operational safety and
environmental protection, and reduced transportation costs of by-products for the entire Northeast
Region.
To meet the rapid growth of business, the construction of a new terminal at the port of Barra do
Riacho, in Aracruz, in Espírito Santo was approved. This will be the 47th terminal of the company the 27th in waterway mode. The terminal is expected to be operational in 2009 with a storage
capacity of 109,600 m³ in six tanks and three spheres. The planned investments are US$ 470 million
that will be funded by Petrobras with the operation subsequently passing to Transpetro.
Control and Repairs
The National Operational Control Center was opened at the headquarters of Transpetro, in Rio de
Janeiro, with more modern equipment, spacious rooms, movable screens and sophisticated
telecommunications resources, allowing remote operation of the gas pipeline and oil pipelines.
The Pipeline Repair Center, located in Terminal Guarulhos, in São Paulo also began operation.
Shared by the areas of gas and liquids transportation the Centre will assist the entire national
territory with emergency repairs on gas and oil pipelines, sharing staff, financial, material and
equipment resources.

Distribution
A market leader with 34% share and 5,973 service stations, Petrobras Distribuidora recorded its best
financial results, with net income of BRL$ 841 million. This result, 48% higher than the previous year,
was due largely to the higher sales volume of fuel in its history: 34 million m³.
The Brazilian fuel distribution market grew 8.2% in 2007, a rate well above the 1.9% recorded in
2006. Expansion was mainly driven by 50% growth in sales of hydrated ethanol as a result of
Report of Activities – 2007

38

expansion of the national fleet and flex-fuel vehicles. As a result, the sale of gasoline increased by
only 1%.
Petrobras Distribuidora, the only company in the industry present in all regions of Brazil, had a
significant share in serving this growing market. The mark exceeded by 13.3% the previous year's
sales as a result of the sale of diesel, which increased by 1.846 million m3, 15% more than in 2006.
Sales of ethanol and fuel oil also rose - 80.9% and 14.4% respectively. As a result, the company
further consolidated its market share, reaching 34.7% market share in December (1.6 percentage
points higher than the rate of 33.1% in December 2006) and closing the year in 34.3%.
In line with its commitment to sustainability and the largest share of renewable fuels in the energy
matrix of Brazil, Petrobras Distribuidora took biodiesel to 5,885 service stations and to 4,626 large
consumers, anticipating the availability of the product in all regions of Brazil and standing out among
the competitors. With this initiative, BR has met the goals of the National Program for Production and
Use of Biodiesel, which provides a mandatory addition of 2% of biodiesel to diesel as of 2008.
To ensure product quality, Petrobras Distribuidora continued to focus on the De Olho no
Combustível Program, with a total of 5006 certified service stations in 2007. This program is
recognized as the most comprehensive in the country, due to the fact that it involves from conduction
of tests on fuels in the site up to the cleaning of tanks and filters.
The Company's investments were BRL$ 402 million, concentrated mainly on the development and
modernization of the Network of Service Centers, support to commercial and industrial clients,
logistics operations and on Safety, Environment and Health programs.

Natural Gas
Expedition of projects increases supply
In the year that natural gas has gained even more importance in the Brazilian energy matrix,
Petrobras accelerated the offer expansion projects. The average production in 2007 was 43 million
m³ / day and in December it reached 46 million, 6% more than the same month in 2006. Considering
the gas used in the production, injection and loss process, the resulting domestic supply, including
partners, was 23 million m³ / day average.
A total of 26 million m³ / day net were imported through the Bolivia-Brazil pipeline, being worth noting
the relevant movement record reached Brazil-Bolivia pipeline of 31 million m³ / day in October. The
total supply to the Brazilian market was, on average, 49 million m³ / day.
To allow the gas produced to reach the markets, in 2007 a total of BRL$ 2.8 billion was invested in
transportation infrastructure, 30% more than in 2006. More than 600 kilometers of pipelines have
been incorporated into the Brazilian transportation network of natural gas, which reached a total
length of 6153 km.
Besides the expansion of the network, we highlight the start of construction of the liquefied natural
gas (LNG) import terminals and the Plan of the Gas Production Anticipation (Plangás) that will raise
domestic supply in the Southeast region to 40 million m³/d by the end of 2008 and to 55 million m³/d
by December 2010.

Report of Activities – 2007

39

Transportation: overcoming challenges
The Gasene (Southeast-Northeast Gas Pipeline) project became a priority for interconnecting gas
meshes in the Southeast and Northeast regions. The three stretches of Gasene (Cacimbas-Vitória,
Cabiúnas- Vitória e Cacimbas-Catu) totaling 1384 kilometers (km).
In 2007, the first 131 km long section was completed in the state of Espírito Santo, Cacimbas (ES) Vitória (ES), allowing the flow of gas production Espírito Santo Basin.
The 303 km long Gascav stretch, from Cabiúnas (RJ) to Vitoria (ES), provided to supply the states of
the Southeast will come into operation by February 2008.
In 2009, the last stretch referred to as Gascac, connecting Cacimbas (ES) to Catu (BA) will come
into operation. The 950 km long stretch will be able to transport up to 20 million cubic meters / day to
the Northeast.
The national network was increased in July with the coming into operation of stretch connecting
Paulínea and Taubate, in Sao Paulo, which is part of the Campinas-Rio pipeline. With a length of
201 kilometers, the pipeline will expand the delivery of imported volumes through Brazil-Bolivia
pipeline to Southeast markets. The pipelines connecting Itaporanga-Carmópolis-Pilar (244 km) and
Atalaia-Itaporanga (29 km), which are part of the Northeast Network, were also completed. These
pipelines transport the gas from Bahia to Pernambuco.
Liquefied natural gas (LNG)
The insertion of Petrobras in the global LNG market will increase the flexibility of supply to the
Brazilian natural gas market. In addition to a steady demand, with a focus on industrial, commercial,
vehicular and residential segments, there is a need to meet a flexible demand, mainly characterized
by thermoelectric plants.
In 2007, Petrobras began the implementation of the LNG import project. The initial phase of the
project consists in two regasification vessels and two port terminals designed to receive LNG tankers
and regasification vessels, allowing storage, regasification of LNG and gas transportation mesh to
the existing pipelines. A terminal in Guanabara Bay in Rio de Janeiro, with a capacity of 20 million m³
/ day, and another in Pecém in Ceará, with 7 million m³ / day will be deployed. Ships can be used in
both terminals.
In 2007, Petrobras signed a charter agreement for regasification vessels (Golar Spirit and Golar
Winter). The first is scheduled to arrive in 2008 and the second in 2009. Installation permits for the
terminals have been issued and the construction and installation of offshore structures, loading arms
and pipelines connecting with the existing network are also authorized. For the supply of 2008 and
2009, Master Sales Agreements (MSA) with six suppliers of LNG cargoes from the spot market were
signed.
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Simulation of LNG project in Guanabara Bay (RJ)

Routes to supply the Brazilian market

Sales and Marketing
Implementation of new Contract models
In order to better match the production profile with demand profile, in 2007 Petrobras offered natural
gas supply contracts to the market in four distinct modes: Firm Contract, Conditional Firm,
Interruptible and Preferential. In this context, contracts were signed in 2007 with the state distributors
Bahiagás and Comgás. The first supplies the state of Bahia and the second the state of Sao Paulo.
In 2008, negotiations will continue to discuss new modalities of contracts for the supply of natural
gas from Petrobras and other State Distribution Companies.

Report of Activities – 2007

41

Gas supply modalities:
•

Firm: client ensures payment of the purchased volume and supplier ensures delivery of volume
contracted.

•

Conditional Firm: supply can be stopped, according to the terms negotiated, and supplier
undertakes to cover the additional costs of the client arising from the use of substitute fuel (fuel
oil, LPG or diesel).

•

Interruptible: the gas supply can be suspended only by supplier, according to the terms
negotiated, and the client is responsible for alternative fuel. In this case, the price of natural gas
has a discount on the price in relation to the Firm Contract modality.

•

Preferential - the prerogative of supply disruptions is under the client, and the supplier is
responsible to provide supply when demanded. The expectation is that the contract is
predominantly for the thermoelectric consumption with supply via LNG.

Distribution
In 2007, distribution companies sold an average of 41 million m³ / day.

The automotive sector consumption increased by 11%; industrial, 4.5%; and co-generation in 5%.
There was a 31% reduction in gas consumption for electricity generation. However, in the fourth
quarter of 2007, natural gas fired plants were more activated, leading to growth of 13% in gas
consumption compared to the same quarter of 2006.
Petrobras has stakes in 20 of 27 existing state distributors companies in Brazil, with percentages
ranging from 24 to 100%.
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In 2007 it is worth noting the Gemini Project, which aims to bring natural gas in liquefied form to
places where there is still no infrastructure for transport by pipeline. Therefore, the GASLOCAL
Company was created, with 40% share of Petrobras that, in 2007, supplied the product to various
locations in the Midwest, South and Southeast such as Brasilia (DF), Goiânia (GO), Londrina (PR)
and Varginha (MG).

Electric Power
A Record in Power Generation
In November 2007, Petrobras set a new record of generating electricity for the National Integrated
System (SIN), producing a total 2900 MW.
In 2007, the Company thermoelectric complex was formed by 15 thermal power plants (UTEs), with
a total capacity of 5,223 MW of electricity generation.
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Evolution of Thermal Generation of Petrobras
(MW average/day)

In line with the strategies of the Business Plan of the Company, during 2007, approximately US$ 500
million was invested in electrical energy projects, with most of these resources been used to
increase shareholding in UTE Celso Furtado (Termobahia - BA), the construction of thermoelectric
Euzébio Rocha (CCBS - SP) and Jesus Soares Pereira (Termoaçu - RN) and bi-fuel conversion of
Sepé Tiaraju (Canoas-RS), Barbosa Lima Sobrinho (Eletrobolt-RJ) and Termoceará (CE). Also
noteworthy in 2007, the acquisition of UTE Juiz de Fora (MG), the lease of UTE Piratininga (SP) and
the lease of the Araucaria (PR), Petrolina (PE) and Termocabo (PE) Plants.

Thermoelectric Complex of Petrobras
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Renewable Energy
Petrobras estimates, by 2012, an investment of US$ 2.4 billion in renewable energy projects and
biofuels, which include electricity generation through wind, solar and small hydro (PCHs) plants, as
well as production and marketing of biodiesel and ethanol.
Biodiesel
Petrobras is building its three first industrial biodiesel plants in order to act globally in sales and
marketing, logistics and production. The units are located in Candeias (BA), Montes Claros (MG) and
Quixadá (CE) each one producing about 57 million liters per year as of 2008. Total investment is
BRL$ 227 million.
In Quixadá, about 1400 families of farmers planted 2,700 acres of castor beans to supply the power
plant. To provide supplies to Candeias plant, the company signed purchase contracts of castor and
sunflower seeds and palm oil with farmers’ cooperatives aiming at a production of 18 thousand tons
of vegetable oil.
Petrobras and Rural Extension and Technical Assistance Company of Minas Gerais (EMATER) will
also provide training and technical assistance to the families of farmers in the cultivation of oilseeds
for biodiesel production in Montes Claros (MG) plant.
Petrobras intensified its activity in sales & marketing of biodiesel acquired by means of ANP’s
auctions, whose purchase by fuel distributors was voluntary, but growing, especially in the second
half of the year, with the approach of mandatory blending of 2% to mineral diesel. The total sales
volume for the year was more than 420000 m3, paving the way for the success of the program in
2008.
Ethanol
Petrobras has opened up new markets and has been establishing long-term relationships with
clients, in synergy with the international area. In 2007, the volume of ethanol sold exceeded 100
million liters, with deliveries to Europe, Japan and the United States. Petrobras America Inc. acted
directly on the admission, storage and marketing of the product in the U.S. market.
In addition to the Ilha d´Água Marine Terminal, in the South Central region, the logistics of exports
was expanded with the opening of a new front for sending cargo by Northeast, through the Maritime
Terminal of Maceio. The hiring of tanking in Korea will enable the sales & marketing of ethanol in
2008 in the Japanese market through the joint venture Brazil-Japan Ethanol.
Wind Power
The project that stood out in 2007 was the wind farm of the oil production unit in Macau / RN, with
1.8 MW, where the diesel was replaced, avoiding the emission of 1,300 tons of CO2 per year into the
atmosphere. The project received the National Award for Conservation and Rational Use of Energy
(Procel), in the Industry category, Alternative Energy modality; and the United Nations (UN)
registration of Clean Development Mechanism (CDM) under the rules of the Kyoto Protocol.
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Solar Energy
Water heating systems by solar energy are used in seven industrial units (Recap, Reduc, Regap,
Replan, Rlam, Fafen-SE and Fafen-BA), and the main building of Petrobras headquarters in Rio de
Janeiro. The initiative provides annual savings of 1,228 MWh and 127 tons of CO2 that cease to be
released per year.
For electricity generation, the company has about 100 KW of installed capacity in photovoltaic panels
in small production platforms, replacing part of the diesel consumption. Power generation by solar
energy is also used in control and cathodic protection systems of pipelines (to avoid corrosion in the
pipeline), the electric power supply for instrumentation and automatic operation of the oil pumping
system.
Small Hydropower (PCHs)
In 2007, the National Electric Energy Agency (ANEEL) authorized the deployment of PCH Pira, 16
MW of installed capacity to be built in Santa Catarina. The unit will operate in trickle (without flooding
areas) system, which shall cause no impact to the environment.

International
With investments of BRL$ 6.6 billion, Petrobras intensified geographically its international expansion
and also diversified its businesses in markets where it already operated. The Company, which
operates in four continents and 23 countries, has established itself as one of the largest integrated
energy companies in the world, participating in the entire chain of operations from oil, natural Gas
and electric energy in Latin America, while continuing to expand its presence in North America,
Europe, Africa and Asia.
The overseas production was 126,200 bpd of oil and 18.6 million of cubic meters per day of natural
gas, representing, respectively, 6.6% and 29% of the total production of the Company. The
international proven reserves reached 1 billion and 90 million boe, 14% lower than in 2006, currently
consisting of 7.3% of the total reserves of the company, due to the following: the entry into force of
new contracts in Bolivia, the reclassification of reserves in Ecuador, production in Argentina having
overcome the appropriation for the period and in the U.S. for reassessment was performed in
Cottonwood, due to higher than expected decline in production.
International activities include exploration and production of oil and gas in 19 countries, including the
United States, Mexico, Angola, Nigeria, Tanzania, Mozambique, Senegal, India, Portugal, Iran,
Pakistan, Libya, Turkey, Bolivia, Colombia, Ecuador, Peru, Venezuela and Argentina. In Argentina,
Petrobras has the largest international assets and operates throughoutthe entire chain of oil and
natural gas, refining and distribution, as well as petrochemicals and electricity.
In the refining segment, the Company is present in Argentina, United States and Japan and operates
in the distribution of oil in Uruguay, Paraguay, Colombia, and Argentina in addition to the sales and
marketing of lubricants in Chile.

Report of Activities – 2007

46

The Gulf of Mexico and West Africa are the priority areas for exploration and production activities of
Petrobras. The strategy is to operate in areas where technology and technical expertise in deep and
ultra deep waters represent competitive advantage, such as the west coast of Africa, with geological
formation similar to the Brazilian coast.
In refining, the goal is to acquire higher capacity of oil processing to add value to oil produced and
access new markets. Investments are also intended in the adoption of technologies to enable
refining units, originally built for light oil, to process heavy loads.
In the area of management, the National Program for Integration Processes (Proani), designed to
establish a single management model to increase new business, share information and develop
human capital abroad was implemented in July in Argentina. The program will be extended as of
2008 to all units.
For the 2008-2012 period, investments of US$ 15 billion are expected, most of it (67%) allocated to
the areas of exploration and production in Latin America, West Africa and the Gulf of Mexico. The
refining, transportation, sales & marketing and petrochemicals segments will be assigned 25%, and
the remaining 8% to other business segments.
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International Proven Reserves of Oil and Condensate
per Country - SPE Criterion

Processed load – Internation (thousand bpd)

International Proven Reserves of Natural Gas per Country
SPE Criterion

International Refine Unit Cost (US$/bbl)

New business
In 2007, Petrobras acquired assets abroad, signed ten new partnership agreements and
international cooperation and opened new work fronts, such as the evaluation of projects in the area
of biofuels and oil shale.
The company inaugurated its participation in the refining area in the Asian market in November with
the signing of an agreement to buy 87.5% of shares of Japanese Nansei Sekiyu Kabushiki Kaisha
(NSS), at the price of US$ 52 million, considering the conversion of Japanese yen to the U.S. dollar.
The selling company, Tonen General Sekiyu, is a subsidiary of ExxonMobil. Sumitomo maintained its
12.5% stake in the NSS.
With this acquisition, Petrobras now controls a refinery with a processing capacity of 100,000 bpd of
crude oil on the island of Okinawa, an oil and by-products terminal for the storage of 9.6 million
barrels, three piers and a single point mooring for VLCC type vessels of up to 280 dwt. The terminal
will support the sales and marketing of biofuels in Asia and complement trade in oil and by-products
in the region.
In the exploration and production area, the Company expanded its business by bidding in the United
States 60 exploration blocks in the Gulf of Mexico, in the amount of US$ 137.4 million. The Company
also contracted the construction of two drillships for 2009 and 2010, which will reduce its vulnerability
in relation to resources for the expansion of activities in the area. Four blocks were acquired in the
Caribbean Sea at an auction in Colombia. In Chile, an agreement was signed for development of
business opportunities and projects in all sectors of oil and energy, with the Chilean state owned
company ENAP.
Business in Africa and Asia were also expanded. In Senegal, Petrobras acquired from the Italian
company Edison Spa a 40% stake in exploration block Rusfique Profonde. In Pakistan, the Company
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signed with state owned company OGDLC an agreement for exploration of Block G offshore Indus
basin. With the Indian state owned ONGC, the Company started a partnership to operate six
deepwater blocks, three in Brazil and three in India.
The Company will participate in the first activity of exploration and production in four blocks in the
Peniche Basin located at the Portuguese coast. It will also be the operator of consortium formed with
Galp Energia (30%) and Partex (20%) with a 50% stake.
With the governments of Jordan and Morocco, Petrobras has signed memoranda of understanding
to conduct feasibility study on the use of Petrosix technology for production of shale oil.
The biofuel business expanded worldwide through partnerships formed with ENI in Italy,
Petroecuador, the Indian state-owned Bharat Petroleum, Statoil of Norway and Chile's state owned
ENAP.
A term of commitment was signed with Galp Energia to produce 600 thousand tons / year of
vegetable oils in Brazil and for the sales & marketing and distribution of biodiesel in the European
market.

South America
Argentina - The assets include Petrobras refineries Ricardo Eliçabe and San Lorenzo, with
combined capacity of 81,000 bpd, which processed 76,600 bpd in 2007, with a utilization factor of
95% as well as participation in Refinery Del Norte (Refinor), also operated by the Company. In
petrochemicals and fertilizers, there are four plants - Puerto General San Martin, Zarate, Campana
and Innova, the latter producing styrene, polystyrene and UAN.
It is also worth mentioning a natural gas powered thermoelectric plant (Genelba), a hydroelectric
(Pichi Picu Leufu), the Gas Del Sur Carrier Company, with the largest pipeline network in the
country, and participation in EDESUR (power distributor in Buenos Aires) and Mega Company,
which markets ethane, propane, butane and natural gasoline. There are also 679 service stations
that sell fuels and by-products.
During the year, there was also the sale of the Citelec SA, parent company of Transener S.A., a
leading company responsible for electricity transmission in Argentina for the price of US$ 54 million,
pursuant to the agreement signed by the time of purchase of former Perez Companc (currently
Petrobras Energia S.A.).
Oil production in the country reached 54,400 bpd and 8.1 million m³ / day of natural gas, totaling 102
thousand boe per day, mainly in the regions of the Austral Basin, Medanito, Puesto Hernandez and
Entre Lomas. The country's reserves amount to 295 million boe.
Bolivia - Petrobras' operation is currently concentrated in the exploration and production of gas and
energy, after the sale of Guillermo Elder Bell and Gualberto Villaroel refineries, in Santa Cruz and
Cochabamba, to the state owned company Oil Yacimentos Fiscales Bolivianos (YPFB) for US$ 112
million. In the exploration and production segment, 60,500 boe / day were produced, being 9300 bpd
of oil and 8.7 million cubic meters/day of natural gas, an increase of 6.4% over 2006, concentrated in
the fields of San Alberto and San Antonio.

Report of Activities – 2007

49

Chile - Petrobras continues the exploration of business opportunities in the country, through the
representation office open in Santiago in 2005. The company sells the Lubrax lubricant in the
country, with sales of 650 m3 in 2007.
Colombia - With participation in seven production contracts and 16 exploration contracts - including
the Tayrona Block, the first offshore in the country - the Company produced 16,500 barrels per day
of oil and 2.5 billion cubic meters of natural gas daily. It also has 62 service stations, a storage unit
and a lubricant plant in Puente Aranda, and a terminal in Santa Marta.
Ecuador - The average oil production in 2007 was 10.4 million bpd in block 18, where Petrobras has
stakes. In addition to that there is also block 31 undergoing development phase.
Paraguay - The Company operates in the Distribution segment, in which it owns 160 gas stations
and 54 convenience stores throughout the Paraguayan territory, and assets in sales & marketing of
LPG, fuel storage facilities, and for the sales & marketing of aviation products in airports of Asuncion
and Ciudad del Este. In 2007 a total of 328 000 m3 of products was marketed.
Peru - The average production was 13,310 bpd of oil and 0.31 million m3/day of natural gas, totaling
15,130 boe / day.
Uruguay - The Company operates in the natural gas sector, through two distribution companies in
the Montevideo markets and in the countryside, as well as in the fuel distribution segment through 89
service stations and facilities for marketing of aviation, marine, petrochemicals and asphalt products.
In 2007 an average of 155 000 m3/day of natural gas and 396 thousand m3 of fuel was trades.
Venezuela - The Company produces 14,000 bpd of heavy oil in four blocks and is considering the
expansion of its activities in the country. In association with Petróleos de Venezuela (PDVSA), it is
also considering the possibility of producing extra-heavy oil in Carabobo I, in the Orinoco stretch,
with reserves of over 1 billion barrels.

North America
United States - Petrobras has interests in 331 offshore blocks in the U.S. sector of Gulf of Mexico,
and is the operator of 187 blocks. The Company also holds exploration rights in onshore Texas,
especially with the discovery of Megamata, which is undergoing the evaluation phase. The
production of the Cottonwood field in Garden Banks quadrant, with production of 6400 boe / day also
started.
Contracts for the implementation of Phase I relative to the development of the Cascade and Chinook
fields were signed, with first production expected for 2010. For the first time in the Gulf of Mexico, a
FPSO platform will be used, taking new technologies for the American oil industry.
In the field of Saint Malo, operated by Chevron, the Company drilled two appraisal and extension
wells. The Company also became a partner of Shell in the discovery and exploratory drilling of
Stones.
The average production of Petrobras in the Gulf of Mexico was 11,500 boe / day higher by 188% to
the one in 2006, due to the production commissioning of Cottonwood.
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In the first year of operation, having Petrobras as a partner, the Pasadena Refinery in Texas
processes a total of 90,800 bpd. There are planned investments for the expansion of processing
capacity, increase of reliability of the premises and suitability to the refining of heavy oils. The
Company holds a 50% stake in the refinery.
Mexico - Petrobras participates in two multi service contracts for Pemex in Cuervito and Fronterizo
blocks. In 2007, 11 wells were drilled. The average production of natural gas reached 5700 boe /
day.
Africa
Nigeria - Agbami and Akpo Projects - giant fields in the Niger Delta - are being implemented, with
beginning of activities planned for 2008. As of 2009, the production in Agbami should reach 250
thousand bpd, with the Company being responsible for a total 32,500 bpd. Akpo will produce
185,000 bpd and Petrobras' stake is 37 thousand bpd.
Petrobras confirmed the existence of significant oil reserves in Block OML 130 after the drilling of
four wells. As operator of Block OPL 324 in the Gulf of Guinea, the Company deepened studies on
the regional geological context and continued with exploratory undertakings. In Block OPL 315, in
which is the operator with 45% interest, the first exploratory drilling is scheduled for 2008.
In supporting the use of fuel ethanol (ethanol) in the country, the Company signed a contract for the
supply of the product with the Nigerian National Petroleum Corporation (NNPC). Understandings
include the provision of technical assistance for the adding process of the product to gasoline. The
first shipment is scheduled for the first half of 2008.
Angola - Block 2 of the Lower Congo Basin, one of the six Petrobras assets in the country, produced
an average of 3.6 million bpd in 2007. On the other blocks, exploratory wells will be drilled as of
2008.
Libya - Seismic and geological interpretation were made in the Libyan area 18 located on the
Mediterranean Sea sector, in which the Company operates with a 70% interest. The drilling of the
first well is planned for the second half of 2008.
Tanzania - The Company operates in three blocks (5, 6 and 8), with a 100% stake, being the
operator in all of them. In blocks 5 and 6, the first stage of investment has been already been made.
The license for Block 5 should be extended in June 2008, with a commitment to drill a well. Block 8 is
under contract negotiations. The opening of a local office is scheduled to August 2008.
Mozambique – A well was drilled in the Zambezi Delta Block, where Petrobras has a 17% stake,
which came up dry. The performance of 2D seismic in 2008 has been planned. The current license
stage expires in December 2008. The next phase includes the commitment to drill a second well.
Asia
Iran - Petrobras drilled the first of two exploration wells in Tusan block, in the shallow waters of the
southern Persian Gulf, and is the operator of both, according to the agreement signed with the
National Iranian Oil Company. It is currently under cost-effectiveness evaluation phase.
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Turkey - Throughout the year, activities for the acquisition of exploratory data in Kirklarelli and Sinop
blocks located in the western and eastern parts of the Turkish sector of the Black Sea were
developed.

Intangible Assets
In 2007, Petrobras was ranked among the top five in the list of 18 largest companies in the oil and
gas industry. The Company was the only Latin American among the 50 finalists for the Most Admired
Knowledge Enterprise (Make) award, awarded by the British institution Know Network to companies
that excel in developing its application and business knowledge.
These achievements reflect the appreciation that the Company has been giving over the years to its
intangible assets, which are essential factors for value creation and competitive advantage.
According to the model of intellectual capital, assets are classified as human, organizational,
relational and technological field capital.
Since are no accounting standards to calculate the value of intangible assets, Petrobras conducts
studies to establish quantitative and qualitative valuation parameters according to the contribution of
each asset. The individuals responsible for knowledge management in the company are working to
establish guidelines for the creation, protection, dissemination, maintenance and valuation of these
assets.
The Company continued the construction of an integrated model for mapping and evaluation of
intangible assets, which is being developed in partnership with the Pontifical Catholic University of
Rio de Janeiro, based on the identification of the organizational competencies required to meet the
strategic objectives and design market challenges.
Petrobras has pioneered the management of intangible assets, using a technology management
process since the creation of the Research Center Leopoldo Américo Miguez de Mello (Cenpes) in
1963. This enabled the Company to achieve technological excellence in all segments, which
reflected in market value and associations with the largest companies in the world.
The report on the discovery of the Tupi field showed the importance of handle the knowledge of the
Company as an intangible asset. The discovery resulted from the involvement and integration of
many professionals that about three years ago began to turn their attention to the great prospectivity
of the pre-salt layers. Thanks to the efforts of the technical staff and the support of their leaders, it
was possible to achieve optimal technological level for treating collected seismic data below the salt
layer. The day following the announcement of this discovery, which means the possibility of an
increase of over 50% in oil and gas reserves in Brazil, Petrobras’ shares rose more than 14%. Such
discovery means an excellent opportunity to create new technologies and advance innovations.

Technological field capital
The Technological System of Petrobras, coordinated by the Research Center Leopoldo Américo
Miguez and Development Mello (Cenpes), played an important role in the process that led to the
discovery of oil and natural gas in the pre-salt layer in 2007. Under Cenpes management, Petrobras
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invested BRL$ 1.044 billion in research and development - 10% more than in 2006 - and signed 62
new agreements with 28 institutions to expand its laboratory infrastructure in the country, directing
BRL$ 131 million to projects with an average period of two years.
In 2007 Cenpes started two new technology programs related to sustainability of the Company,
namely: the Technological Program for the Development of Pre-Salt, focused on this new geological
boundary, and the Technology Program for Mitigation of Climate Change, established to develop
technologies to lessen the influence of the activities and products of Petrobras in global climate
change.
In the exploration field, one of the biggest breakthroughs was the new version of the Basins
simulator, which provided more accurate geological information, including the pre-salt. In the
production segment, the main point was the development of a new process of cementing wells suited
to the characteristics of salt, which will ensure greater safety and reliability of operations.
After computer simulations, new technologies and inputs needed to deploy wells in the pre-salt layer
were identified. Pioneering laboratory methods for nuclear magnetic resonance assisted the design
of drainage by water injection and high pressure microscopy systems, to ensure the flow in the future
manufacturing system.

Increased productivity
The start of operation of the high performance Submerged Submarine Centrifugal Pumping System
in the field of Jubarte, in the Campos Basin, was another important achievement. In the well in which
the system was installed, production rose from 10,000 bpd to 24,000 bpd, an increase of 140%.
The technology applies both to large size accumulation, increasing the recovery factor, as to smaller
deposits, considered commercially unviable. It also allows the production of deepwater fields,
especially heavy oil.
New Products
Cenpes also developed innovations in the area of fuels. In 2007, the Verana diesel, for the leisure
marine market was launched. In addition to providing better performance and durability of engines,
the product reduces 98% of the sulfur content compared to conventional marine diesel.
Another innovation that will bring environmental and economic gains is the asphalt rubber with
superior performance compared to traditional asphalt in terms of durability, safety and comfort. The
product is being applied in experimental tracks in the states of São Paulo, Bahia, Ceará and Rio
Grande do Sul

Research on biofuels
Petrobras put Brazil in the global vanguard of second generation biofuels (produced from agroindustrial residues such as sugar cane bagasse). In 2007, the first pilot plant for bioethanol (ethanol
from lignocellulose) came into operation in Cenpes with enzyme technology (process that consists of
the breaking of molecules through the action of enzymes). A semi-industrial plant is scheduled to
2010.
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The consolidation of the biodiesel production system from castor oil, allows the preparation of the
basic design of the first industrial plant with Petrobras technology, which will have capacity to
produce 300,000 tons of biodiesel / year.
HBIO has been successfully deployed in four refineries, enabling diesel production of better quality
by processing vegetable oil mixed with oil.
In the biofuels segment there was also the processing of biomass (pilot scale) and bio-oil (bench
scale), with model plants planned for 2010 and 2009, respectively.
Environmental projects
Among the studies in the environmental area, the main achievement was the completion of the
classification project of deep waters corals in the Campos Basin. The results contribute to the
maintenance of operating licenses in the Barracuda, Caratinga and Espadarte, and obtaining
installation of subsea structures license in the Marlim Leste field. The project also ensured the
funding from the Japan Bank for International Cooperation for the construction of the pipeline that will
enable the production of Marlim Leste (P-53) for the Autonomous Repumping Platform.
In June, the Center for Environmental Excellence of Petrobras in the Amazon (Ceap) was created,
with the purpose of integrating the various environmental networks already operating in the region.

Organizational Capital
Brand
Largest market value Company in Latin America, Petrobras had the value of its brand increased by
37% between 2005 and 2006, from US$ 739 million to US$ 1.012 billion. This value was measured
by the consulting company Brand Analytics and reported in 2007.
Much of this recovery is associated with growth of the exploration and production business, the oil
barrel price, the evolution of the internationalization project, the search for integration in the entire
supply chain and the development of biofuels. Programs of cultural and sports sponsorship and
social and environmental projects also enhanced the visibility and value of the Company.
Management practices
In 2007, the implementation project of process management in the Company was started. The
process is meant to consolidate the value chain, format a architecture of information and systems,
integrate the macro processes supported by SAP R/3 and define the model of government of
processes.
Petrobras develops instruments for the dissemination of the Model of Excellence in Management.
Among such instruments it is worth noting the Notes of Excellence, which are publications that guide
the implementation of a management system through practical examples. The notes were printed
and delivered to all national organizations, along with the self-assessment software, which facilitates
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the evaluation of the model application.
The Six Sigma system was also implemented in 2007 to optimize processes in an area of the
Company. Satisfactory results in productivity led to the expansion of this project to other 15 units in
2008.
The constant search for excellence in management has been recognized at national and
international level: the Downstream area received the National Quality Award and the Business Unit
Colombia was awarded with the Ibero-American Quality Award.

Human Capital
Knowledge management
The Company provides its employees the opportunity to develop specific skills and increase their
knowledge in the performance of their activities. The creation of the Commission for Knowledge
Management of Petrobras, gathering 15 units, was a major initiative to develop policies and
guidelines, and implement this strategy.
An Intercultural Education Program was deployed in order to develop and improve the workforce of
the International Area. Another four pilot projects that were part of the Knowledge Integration
Program were initiated. Two of them were directed to Technical Support for Business Exploration
and the other two focused on applying the techniques of narrative and case studies, which is part of
Petrobras Challenges Program.
In Exploration and Production area, the Communities of Practice Program was expanded to ten
communities, to encompass 6300 employees. The program integrates geographically dispersed
professionals into Business Units in Brazil and abroad or areas of the headquarters of Petrobras
System providing the exchange of experiences and technical knowledge sharing.
In pursuit of continuous improvement of the relationship with the company, the Company continued
the Communication Function Collaboration Network Project (Recol), which has 250 participants. The
project highlights best practices developed by Communication in the Units and reinforces the
understanding of corporate communication guidelines.
Another highlight was the Program of Knowledge Management in the Downstream Business Area,
encompassing practices of large internal and external recognition by the National Quality
Foundation, as the Mentoring Program, Technical Meetings, the Rotartion of Supervisors,
Technicians, Managers and Processing Engineers, Lessons Learned and Practices of Dissemination
of Knowledge related to Human Resources Development Plans Abroad (PDRHE).
The Como a Organização Aprende program (How the Organization Learn) was implemented in
Engineering area. The programa comprises the entire cycle of knowledge management and aims to
improve operational efficiency by standardizing processes, reducing the response time to internal
demands and eliminating rework.
Attentive to improving internal practices and inspired by World Class companies, Petrobras
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participated in three international study groups, coordinated by the American Productivity & Quality
Center (APQC). Among the subjects studied were Strategic Knowledge Retention, Accelerated
Collaboration and Knowledge Transfer Maturity Model and Knowledge Management.
Support for the training of skilled manpower
Petrobras participates actively in initiatives to train and qualify its workforce in the oil and gas sector,
thus ensuring the availability of professionals to support their projects and investment plans in
service companies. As part of this strategy, Petrobras is the main partner of the federal government
in the National Qualification Plan, which is part of the Program for Mobilization of the National Oil and
Gas (Prominp). By the end of 2007, the Company invested BRL$ 40 million in the project
The Plan provides scholarships and aid-free courses at 80 institutions in 17 states and will enable up
to the year 2009,112 Professional of 175 different specialties, from primary to high education level.
Over 25,000 students have completed or are participating in courses. With total assets of BRL$ 300
million, Prominp is also financed with funds from the Worker Support Fund under the Ministry of
Labour and Employment, and the Sectorial Fund for Oil and Natural Gas, attached to the Ministry of
Science and Technology.

Relationship Capital
Petrobras has been developing increasingly
broad opinion surveys to assess how its
practices and projects are seen and
evaluated by stakeholders. Such surveys,
which have provided the Company with
knowledge on the social and economic
environment in which it operates, are based
on 18 indicators used to assess perceptions
of management, competitiveness, growth,
international operations, future vision, social
support,
ethics
and
social
and
environmental responsibility.
The weighted average of scores for
indicators in the public opinion segment
gives rise to a general indicator. The
information resulting from the surveys are consolidated in the Corporate Image Monitoring System
(Sísmico). Through this reputation management tool of the Company, the management can monitor
the evolution of the image of Petrobras before its stakeholders and adjust the policies and actions of
communication and management practices in several areas.

Investor Relations
Petrobras has approximately 700,000 shareholders and quotaholders of funds formed by its shares,
with whom it has an ongoing relationship program. Communication with investors is accomplished
through roadshows, open meetings, specialized events, website, conference calls and chats, as well
as the Shareholder Newsletter, among other means.
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In 2007, eight conference calls (webcasts,) with the participation of the CEO or the Executive Board,
to disseminate results of the Strategic Plan and relevant issues, such as the discovery of the Tupi
field and the restructuring of the petrochemical industry were promoted. Ten public meetings and five
chats were organized.
Through the Bovespa Goes to Petrobras program, the stock market was presented to 150 thousand
workers of 62 Units. Also notable was the Women in Action program, which took 150 women in the
workforce in various regions of the country to visit the São Paulo’s Stock Market.

Relationship with Clients
Create a unique identity to the market and simplify administration, eliminating bottlenecks and
duplication of effort, without restricting the forms of operation of each Unit Business Area. These are
the main objectives of the Client Relationship Model adopted by the Downstream in September and
further aims to guide the adoption of pro-client culture in the Company.
The creation of this model was guided by studies of best practices for national and international
companies, and benchmarks (comparative references), which served as a parameter. The model
consistent with Downstream consists of the best techniques and internal business practices adopted
by companies of different market segments - such as oil, petrochemical, electrical, automotive,
telecommunications, internet, B2B, technology services and consumer goods - recognized for
excellence in the relationship with their clients.

Relationship with Suppliers
Prioritizing the domestic market, Petrobras allocated 70% of its assets invested in buying goods and
services from Brazilian suppliers. The Company procured US$ 5.24 billion in assets and US$ 34.6
billion in services in 2007, totaling US$ 39.84 billion. Only 18% of assets and 32% of services were
purchased from foreign suppliers.
The growth in business has shown great opportunity for varied segments. The Company's
relationship with the supplier market is guided by the values established in the social responsibility
policies and the Code of Ethics.
Petrobras follows internal procedures for the procurement process, enforces rules for suppliers and
promotes actions of market development, aiming to align the supply and the goods and services
purchased with corporate guidelines.
One of the focal points in internal procedures is the evolution in the Corporate Register of Petrobras
Suppliers of Goods and Services formed by about 6000 companies currently. The Register is used to
support the selection of suppliers in procurement and contracting, covering technical, economic,
legal, HSE, and Social Responsibility Management requirements.
The Register is strongly encouraging companies to improve their internal management, an essential
condition to have access to the high amount purchased by Petrobras. Requirements relating to HSE
management, in particular, are increasing, especially for services developed on Company premises.
A significant portion of acquisition is performed electronically through Petronect portal, which
streamlines time and resources, and ensure standardization in procurement procedures. In 2007, it
the entry of 18112 new suppliers on the portal was reported, bringing the cumulative total since
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2003 to 41191 suppliers in Brazil, Argentina, Bolivia, Colombia, Ecuador, United States, Peru,
Singapore and Venezuela. In the same period, 369000 contracts and purchases were made and 208
direct and 396 reverse auctions.
The rules for supplying to Petrobras are quite transparent, so that companies can meet the high
standards for the oil industry. The Conditions for the Supply of Materials (CFM) associated to the
procurement of goods and resulting from the interaction between the Company and associations are
in force since 2005. The procurement standards and guidelines relating to contractual services are
attached to contracts and are widely informed to the supplier market.
Petrobras operates in several segments of innovative technology in the oil and gas industry and
seeking to stimulate the development of companies in the market that supply new materials and
services. This process is made possible through technological cooperation agreements involving
suppliers and various Universities and Centres of Excellence. At the end of 2007, there were 98
development projects in progress totaling an amount of BRL$ 186 million.
In order to strengthen the segment of small businesses, particularly within the local operating units,
Petrobras holds for three years an agreement with the Brazilian Service of Support for Micro and
Small Enterprises (Sebrae), which encourages competitive and sustainable integration in the
production chain of oil and gas. The actions developed by December 2007 covered 6000 companies
from 11 states.

Social and Environmental Responsibility
Social and Environmental Responsibility Policy
The year 2007 was remarkable for Petrobras in the field of Social and Environmental Responsibility.
Important advances have been made and are reflected in the management of the Company and the
relationship with its stakeholders. Always seeking to align its activities and initiatives to the ten
principles of the UN Global Compact, Petrobras has developed several projects that demonstrate
their commitment to reducing social inequalities and minimize environmental impacts.
In 2007, Corporate Social Responsibility has become a strategic project in the revised Strategic Plan
2020 with specific management challenges related to the issue. Among the features of Vision 2020
are the commitment to sustainable development and recognition of the Company as a benchmark in
social and environmental responsibility. In addition to that, the Challenge 2020 was also created: “To
be an international benchmark in social responsibility in business management, contributing to
sustainable development.”
With the same purpose the Social Responsibility Policy of the Petrobras System was created. Thus,
the Company began to centralize specific guidelines in the areas of integrated management,
sustainable development, human rights, diversity, decent work, sustainable social investment and
workforce engagement.
Associated with this policy, the concept of Social Responsibility of Petrobras was created: “the form
of integrated, ethical and transparent management of business and activities and its relationships
with all stakeholders in promoting human rights and citizenship, respecting human and cultural
diversity, preventing discrimination, degrading work, child and slave labor, contributing to sustainable
development and the reduction of social inequality. "
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One of the important results was the renewal of participation in the Corporate Sustainability Index
and in the Dow Jones Sustainability Index, the most important indicators of corporate sustainability in
Brazil and the world.
Social Responsibility Policy
1. Corporate Performance
Ensure that the corporate governance of the Petrobras System is committed to ethics and
transparency in the relationship with stakeholders.
2. Integrated Management
Ensure integrated management in Social Responsibility in the Petrobras System.
3. Sustainable Development
Conduct the business and activities of Petrobras with social responsibility by implementing its
commitments in accordance with the principles of the UN Global Compact and contributing to
sustainable development.
4. Human Rights
Respect and support internationally recognized human rights, guiding the actions of Petrobras
based on the promotion of the principles of decent work and non-discrimination.
5. Diversity
Respect human and cultural diversity of its workforce and the countries where it operates.
6. Labor Principles
Support the eradication of child labor, forced and degrading work in the productive chain of the
Petrobras System.
7. Sustainable Social Investment
Seek sustainability of social investments for a dignified and productive employment.
8. Workforce Engagement
Engage the workforce with the Social Responsibility Policy of the Petrobras System.
Representations and International Recognition
Petrobras actively participated in major international forums on issues of social and environmental
responsibility, such as the meetings of the Global Compact Board of the United Nations (UN) and the
2nd Meeting of Leaders, held in Geneva, Switzerland. The Company also attended the debates of the
International Organization for Standartization (ISO) in Sydney and Vienna, for the preparation of ISO
26000, the international standard of social responsibility which will be launched in 2010.
Strengthening its leadership in the international arena, the Company was elected to be a member of
the Stakeholder Council of the Global Reporting Initiative (GRI), which provides comprehensive
guidelines for the preparation of sustainability reports.
Moreover, GRI awarded A+ seal to the Petrobras Social and Environmental Report 2006, which is
the maximum level of quality of reports evaluated by the institution. The report was also qualified for
the second consecutive year as "remarkable" by the UN Global Compact.
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Health, Safety and Environment
Investment and engagement of the workforce improve the environmental performance of the
Company
Petrobras spent BRL$ 4.30 billion on safety, health and environment (HSE) in 2007. Out of the total
invested, BRL$ 2.22 billion was allocated to safety, BRL$ 1.72 billion to actions to protect the
environment and BRL $ 355 million to health. The HSE policy is an integral part of the planning and
management processes. Based on 15 corporate guidelines, the policy is based on the line
management responsibility - representing the engagement of the whole line management and not
HSE managers only - managing deviations, focus on human behavior, continuous learning and
commitment of leaders.
In the year a total of 813 behavioral audits in operational fronts, with the participation of officers,
executive managers or general managers, for observation and correction of deviations were carried
out.
The main actions to achieve international levels of excellence in safety, health and environment are
part of the Excellence in HSE and Climate Change strategic projects, which are part of the Strategic
Plan 2020.
HSE practices are measured by the Management Evaluation Process, which in 2007 included 40
operating units in Brazil, Argentina, Peru, Ecuador and the United States. At the end of the year, 182
units, among the 207 certifiable in Brazil, and all 20 certifiable abroad were certified by national and
international organizations in accordance with ISO 14001 (Environment) and BS 8800 or OHSAS
18001 (Health and Safety).
Operational safety
The Company recorded in 2007, a reduction at the Work Related Accident Leave Rate (TFCA) equivalent to the number of accident leave per million man-hours of exposure to risk - maintaining
the trend verified in previous years and disclosing a performance comparable to international
standards in the oil and gas industry. This reduction occurred in a scenario of increase in operating
activity, with a significant increase of labor allocation.
Compounded TFCA
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The Fatal Accident Rate (FAR) - equivalent to the number of casualties per 100 million man-hours of
exposure to risk - rose from 1.61 in 2006 to 2.42 in 2007. The number of work related fatalities in
(employees + contractors) increased from nine to 16. From all cases, nine were related to traffic
accidents, which prompted special attention to safety in that area.
The increase in the share of traffic accidents was influenced, among other factors, by incorporating
to the indicator as of this year, the fatalities recorded in the distribution area.
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Fatal Accident Rate (TAF)

Number of Casualties

Environment
The environmental responsibility actions focused on the management of air emissions, water
resources, wastewater and waste; evaluation and monitoring of ecosystems; the restoration of
impacted areas; compliance of installations and operations with legal requirements; and preparation
for action in emergency situations.
Emissions
Reducing the emission of gases that accentuate the greenhouse effect is priority. The portfolio of
projects in research and development in the area of emissions reaches US$ 20 million per year,
including technologies for carbon capture and storage, energy efficiency, renewable energy and
hydrogen.
The Management System for Air Emissions (Sigea) lists the major issues arising from activities such
as greenhouse gases (carbon dioxide, methane and nitrous oxide) and regulated pollutants (carbon
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monoxide, oxides of sulfur and nitrogen, volatile organic compounds and particulate matter).
According to the Avoided Emissions of Greenhouse Gases (Eegee) indicator, Petrobras stopped
releasing 2.53 million tons of carbon dioxide into the atmosphere in 2007.
Emissions of Greenhouse Gases (Million of tons of CO2 equivalent)

Emissions of Sulphur Oxide (Thousand tons)

The Optimization Plan of Natural Gas Utilization in the Campos Basin aimed at reducing gas flaring,
also contributed heavily to minimize greenhouse gas emissions, by increasing the utilization of
associated gas, which increased from 75% in 1999 to 86% in 2007.
Water resources and wastewater
During the year, the Company collected 216.45 billion liters of fresh water for use in its operations.
Several projects for water and wastewater reuse are in progress. The ongoing projects in Henrique
Lage Refinery (Revap), President Getúlio Vargas (Repar) and Capuava (Recap) will enable savings
of more than 8.3 billion liters of water per year.
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Waste
Petrobras treated and appropriately allocated 292,000 tons of hazardous solid waste in 2007 and at
the same period generated 296,000 tons in its production processes in Brazil and abroad. Of total
waste treated, 41% were reused as an alternative fuel and other 4% were recycled. The recycling of
used lubricating oils reached 30% of the total volume sold during the year.
Biodiversity
As part of the actions envisaged in the Corporate Management Standard fpr Potential Impacts to
Biodiversity, the Company is mapping protected, sensitive and vulnerable areas near their national
and international units. The work will result in a database that will enable more effective risk
management operations of the ecosystem, avoiding damage to the sustainable use of biological
resources by local populations.
Operations in emergencies
Petrobras operates ten Centers for Environmental Defense (CDAs) with trained professionals and
special equipment such as vessels, oil skimmers and absorption booms. Thirteen outposts of CDAs
operate in several regions of the country, six of them having been established in 2007.Similarly,
three vessels dedicated to fighting emergencies in Guanabara Bay, on the coast of São Paulo and
the coast of Sergipe and Alagoas are also in continuous operation.
In 2007, seven regional drills, with the participation of Brazilian Navy, Civil Defence Force,
Firefighters, Police, environmental bodies, municipal governments and local communities were
performed. Another two drills were carried out in Units located in Argentina.
Leaking oil and by-products
The Company kept a level of excellence in the global oil and gas industry with regard to leaks, with a
volume near half the maximum permitted limit of 739 cubic meters set for the year. The small
increase recorded over 2006 was primarily due to the inclusion of the volume of leaks occurred in
distribution operations.
Leaking of oil and by-products (m3)
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Health
Petrobras develops actions to preserve and promote the health of the workforce and the
communities living around its facilities. Some examples of this initiative are the Occupational
Hygiene and Ergonomics Programs, which identify, eliminate or control occupational hazards by
means of multidisciplinary actions, as well as educational campaigns and programs on healthy
eating, the importance of physical activity and prevention of problems related to the consumption of
alcohol, tobacco and other drugs.
These efforts also affect employees based abroad, which may undergo previous exams and exams
by the time of their return (medical and dental), as well as vaccination.
The Company has a corporate policy regarding HIV/AIDS based on the non-discrimination,
confidentiality, counseling and the adoption of assistance measures (therapeutic resources and free
testing through spontaneous demand), health education and disease epidemiological surveillance.
The results obtained in the area of health are accompanied by indicators such as Lost Time Case
Rate (PTP), which accounts for absences from work due to illness or accidents of employees that
recorded in 2007 the rate of 2.19 - lower than the maximum 2.29 limit set for the year.
Lost Time Case Rate (PTP)

Sponsorships
Social Projects
Petrobras Development & Citizenship
In 2007, Petrobras Development & Citizenship program, which provides for the investment of BRL$
1.2 billion by 2012 in social projects for income generation and job opportunities, education for
professional qualifications and ensuring the rights of the child and adolescents was launched. It is
estimated direct and indirect support to 18 million people across the country and assistance to over
27 million people with promotional actions.
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Aligned with Petrobras 2020 Strategic Plan and considering the same period of the Business Plan of
the Company, the program was developed by members from different areas of Petrobras,
representatives of civil society and government. The program inaugurates a new phase in the
management of social investment of the Company by establishing a permanent and integrated
process of monitoring and evaluation of the results of projects supported in Brazil, from a set of
indicators and performance targets.
Among the stated goals, are: priority to youth, targeting to assist 50% of a public aged between 15
and 29 years; the insertion of 20% of participants of professional training projects in the labor market
and improving school performance of 60% of children and adolescents supported in the projects. On
the other hand, the projects for income generation and job opportunity will ensure an increase of at
least 60% of the per capita income of the participants and provide the structuring of a business plan
for its sustainability plan in at least 70% of cases.
The Petrobras Development & Citizenship program has cross-cutting themes, such as: gender, racial
equality, people with disabilities, fishermen and other traditional peoples and communities. Among its
guidelines are respect for diversity, multiinstitutionality, priority to youth, synergy with public policies
and the quest for sustainability of the results produced by the actions.
The new social program of Petrobras allows the continuity of successful or promising actions of
Petrobras Zero Hunger Program, but with a horizon of extended operation. Among the actions
planned, there is the Public Selection for Social Projects, which demanded BRL$ 27 million in 2007,
with the goal of equalize the access of social organizations across the country to the resources of the
Company and provide transparency to the selection.

Environmental projects
Aware of its responsibility in the dissemination of environmentally sound practices, the Company
invested in 2007 a total of BRL$ 38.9 million in the continuity of actions of the Petrobras
Environmental Program. Projects spread through Amazon, Atlantic Forest, Caatinga, Cerrado and
Pantanal biomes, are directed to the theme "Water: Bodies of Fresh and Sea Water, including its
biodiversity." With the development of selected projects, we intend to recover and conserve
watersheds, ecosystems and landscapes, and protect about five thousand species of Brazilian fauna
and flora.
Since launching of the program in 2005, significant results were obtained in about 250 municipalities
in a catchment area of 900 000 hectares.
Conservation of Marine Biodiversity

In 2007, the Strategic Planning of Integrated Conservation Projects of Marine Biodiversity was
launched. Prepared in partnership with the Ministry of Environment and the Chico Mendes Institute
for Biodiversity Conservation, the project consolidates the actions of Tamar, Sperm Whale, Jubarte
Whale, Spinner Dolphin and Manatee projects already sponsored by the Company. Recognized as
national benchmarks, the projects contribute to strengthen and expand Brazil's policies on marine
conservation. By 2015, the main objective is to prevent the extinction of endangered species and
components of marine biodiversity in Brazil.
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De Olho No Ambiente Program (An Eye Out On The Environment)

Based on the Agenda 21 of the Ministry of Environment the An Eye Out On The Environment
Program was created in 2003. The innovative concept of sustainable development and social
inclusion of local communities in areas of influence of Petrobras Units pointed the way for democratic
participation of the population with respect to regional differences.
Developed in 144 municipalities in 14 states, the project is a partnership of 15 non-governmental
organizations (NGOs) working in networks, and involving 352 communities.

Cultural projects
Main cultural sponsor in Brazil, Petrobras has invested about BRL$ 200 million in 2007, associating
its brand to areas of Film, Music, Performing Arts, Visual Arts, Literature, Intangible and Built
Heritage and Architecture and Design. The Petrobras Cultural Program equalizes access to
sponsorship funds through notices of public selection, with wide national disclose. The four editions
held earmarked BRL$ 190 million to 889 projects.
In the 2006-2007 edition, 254 cultural propositions were selected, totaling BRL$ 60 million. These
figures include 23 projects in the first public selection for Film Festivals, a significantly growing
segment in the country. The Petrobras Cultural Caravan toured 38 cities in all regions and involved
6,500 producers in its workshops and lectures, designed to assist in the preparation of consistent
propositions.
The Company also sponsored conservation and memory actions, including the restoration of the
Convent of Santo Antônio, in the historic center of Rio de Janeiro, an architectural complex built in
1608. Similarly, the Templo Glauber, cultural center that preserves the works of Bahia born
filmmaker, and the collection of Jean Manzon, with the restoration of 8,300 photo negatives e 752
movies with reports of political, social and cultural events of the years 1940-1990 were also
revitalized.
In addition to the cultural production, preservation and memory actions, Petrobras supports diffusion
actions, aimed at the expanding of access to cultural assets, as well as training projects of the public
and art education.
Sports Sponsorship
Petrobras invested about BRL$ 80 million in 2007 in support of the activities of the Brazilian Olympic
Committee (COB) and in its two major programs: Petrobras Performance Sports, including handball,
surfing, tennis and football, and Petrobras Motor Sports, which supports the motoring and
motorcycling and uses these modalities as laboratories for research and development of new
products.
In partnership with the COB, the strong presence of the Company in the XV Pan American Games
Rio 2007, the biggest sporting event of the continent stood out. The brand was exposed in all
competitions and transmissions, complying with the Corporate Strategy of Internationalization. The
male and female handball teams, sponsored by Petrobras Performance Sports Program, won gold
medals.
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Petrobras was also a pioneer in the use of the Sports Incentive Law in 2007, allocating over BRL$ 23
million to the COB (Brazilian Olympic Committee) for preparation of the Brazilian delegation to the
Beijing Olympics in 2008.
By means of Petrobras Motor Sports Program, the Company is the official supplier of fuel to AT&T
Williams Formula 1 team for ten years. The company also prepares a special unleaded gasoline and
low sulfur content for Stock Car teams.

Petrobras Organizational Structure
Approved by the Board of Directors in October 2000, the new organization chart of Petrobras is
improved regularly. In 2007, changes in the organizational structure of the Company resulted in the
implementation of a new model of organization and management in some units, such as the
expansion of the scope of activities of the Exploration and Production Business Unit in the Solimões
Basin, the establishment of temporary organizational structures for implementation of large projects
in the Company and the transfer of activities to the Telecommunications Services Area.
Reorganization projects in structures of the business units abroad, linked to the International
Business Area were also approved.
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Board of Directors

Dilma Vana Rousseff - Chairman
Silas Rondeau Cavalcanti Silva
Guido Mantega
José Sergio Gabrielli de Azevedo
Arthur Antonio Sendas
Francisco Roberto de Alburquerque
Fábio Colletti Barbosa
Jorge Gerdau Johannpeter

Executive Board
José Sergio Gabrielli de Azevedo
Chief Executive Officer
Almir Guilherme Barbassa
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Renato de Souza Duque
Chief Services Officer
Guilherme de Oliveira Estrella
Chief Exploration and Production Officer
Paulo Roberto Costa
Chief Downstream Officer
Maria das Graças Foster
Chief Gas and Energy Officer
Nestor Cuñat Cerveró
Chief International Officer
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Maria Lúcia de Oliveira Falcón
Nelson Rocha Augusto
Túlio Luiz Zamin
Erenice Alves Guerra
Marcus Pereira Aucélio
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Celso Barreto Neto
Maria Auxiliadora Alves da Silva
Marcelo Cruz
Edison Freitas de Oliveira
Eduardo Coutinho Guerra
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