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Letter from the President

As is widely known, the
Brazilian economy confronted
serious difficulties in 1988,
with the country experiencing
high inflation rates throughout
the year.

Despite all the problems in the
economy, PETROBRAS set its
entire productive and
managerial capacity in motion
and was thereby able to
maintain operational results
close to 1987 on the average.

PETROBRAS’ exploration
work in 1988, carried out in
nearly all Brazilian
sedimentary basins, led to the
discovery of new oil provinces
as well as other deposits in
regions already in production.
The Company also focused its
efforts prospecting little-known
onshore basins such as Parana
and Amazonas for the first
time, as well as deep-water
extensions of various offshore
basins.

In addition to new discoveries
in the Campos Basin, further
increasing its importance, the
discovery of extremely
high-quality oil at the Tubarao
field in the Santos Basin was a
striking event on the
continental shelf. Onshore, a
historic mark was registered in
1988: the start-up of
commercial oil production in
the Amazon.

New discoveries and
extensions of previously
located deposits led to a 10.1%
increase in Brazilian oil and
gas equivalent reserves,
currently totaling 3.501 billion
equivalent barrels of oil.

Although the average output
for the year was 2.2% less than
1987 as the result of a
temporary production
shutdown at Enchova,
PETROBRAS set a new
production record in 1988,
pumping 625,539 barrels of oil
on a single day in April.



Standing out among the
Company’s major ventures
were the conclusion and
installation of the seven fixed
platforms composing the
Campos Basin’s Northeast
Production Pole for which the
equivalent of US$ 1.5 billion
was invested, and construction
of the Rio—Sao Paulo gas
pipeline which entered
operation in December.

Nationwide demand for oil
products was completely met
by PETROBRAS although
there continued to be many
difficulties in refining. These
problems were caused by
disequilibriums in supply and
demand primarily due to
increased fuel alcohol
consumption which has led to a
drop in domestic gasoline
sales. This decline in gasoline
consumption forced the
Company to exert a major
trading effort in 1988 in order
to place 56.7% of Brazilian
production of this derivative on
the foreign market.

Nearly US$ 1 billion in oil
products were exported to
various countries during the
period while expenditures for
oil imports dropped 17%
compared to the preceding
year. Around 21% of the oil
imported was entailed to
countertrade contracts, making
exports possible of a
considerable volume of goods
and services produced by
Brazilian companies.

Another indication of the way
PETROBRAS stimulates the
nation’s industries was shown
by its purchases of material
and equipment totaling

Cz$ 874.2 billion

(USS$ 1.3 billion), with 92%
acquired inside the country.

Internally, PETROBRAS’
efforts were focused on
increasing its business
efficiency at all levels via
computerizing managerial
procedures through
development of human
resources and in its strategic
planning.

Along these same lines,
PETROBRAS prepared an
Investment Plan for its field of
activities with the basic aim of
increasing the country’s
autonomy in energy by means
of reaching a daily production
of 1 million barrels of oil and
44 million cubic meters of
hatural gas by 1993, creating
the means to achieve

1.5 million barrels of oil and
70 million cubic meters of
natural gas by 1997,

The prospects outlined in this
Investment Plan, backed by the
experience, competence and
dedication of the Company's
employees, make it possible
for us to present this annual
report with complete
confidence in a future full of
increasingly outstanding
accomplishments for
PETROBRAS.

e N

Orlando Galvao Fitho

President
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Oil and the Economy

The International Oil Market

The performance by the international
economy during 1988 was marked by
a continuous expansion of the
developed nations' economies, the
United States and Japan above all.
The 4.2% growth rate by the
industrialized economies made
possible an increase in the volume of
international trade.

In contrast with the picture of growth
for the industrialized nations, Latin
America’s foreign debt continued to
be one of the most serious problems
on the international scene, with the
economies of these countries
enjoying an expansion of only 0.5%.

The international oil market was
characterized by declining prices and
big stockpiles. Besides this, a surplus
in offer prevailed even with the 4.8%
increase in consumption by the
industrialized countries whose
demand reached 49.7 million barrels

per day.

In view of this picture, the oil
exporting countries — whether
OPEC-members or not — attempted
to prevent a repetition of the abrupt
drops in quotations noted in 1986,
proposing a coordinated reduction in
production levels for this very

purpose.

The price for Brent oil — currently
considered the spot market’s standard
— ranged from US$ 17.50

per barrel at the beginning of the year
down to US$ 11.23 during the final
quarter.

The United Nations’ resolution
establishing a cease-fire in the
Persian Gulf as of August 20,
accepted by Iraq and Iran after eight
years of conflict, made it possible for
Iraqg to be brought back into the
OPEC quota system, receiving the
same quota as Iran.

The Organization's production limit
was reviewed during the same
meeting of OPEC ministers at which
the Irag-Iran decision was reached,
and a ceiling of 18.5 million barrels
per day was set for the first half of

1989 while the reference price was
established at US$ 18 per barrel.
During 1988, the refining sector
operated in the main international
markets with high profit margins.

The Brazilian Economy

Expanded foreign trade, increased
quotations for raw materials and the
Government's supportive policies
made it possible for Brazilian exports
to reach US$ 33 billion, helping to
partially offset the effects of a
drop-off in the domestic market.
There was a US$ 19 billion surplus
on the trade balance which made it
possible to pay interest on the foreign
debt and increase the nation’s foreign
exchange reserves.

Despite this favorable behavior, the
Brazilian economy faced serious
difficulties with the worsening of
inflationary pressures which even
began to show the signs of imminent
hyperinflation. The establishment of
a social contract involving
representatives from business, labor
and government sought to prevent
such an occurrence. Inflation during
1988 came in at 933.6% compared to
366% in 1987.

Economic activities remained
practically at the same levels as the
preceding year — the Gross National
Product increased 0.04%. There was
a 2.2% drop in industrial production
and a 1.7% growth in output by the
tertiary sector. Agricultural
production stayed at the same level as
the previous year.

Foreign Exchange Savings

The foreign exchange savings
accounted for by PETROBRAS came
to around USS$ 8.1 billion of which
USS 3.7 billion pertained to oil
production, US$ 4.0 billion resulted
from refining and some US$ 400
million corresponded to the
Company's activities in maritime
transport.
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of oil products came to 65,360,000
cubic meters, equivalent to
1.123.000 barrels of crude oil per
day, standing for a 0.1% decline in
consumption compared to 1987.

Gasoline showed a 5.0% drop
compared to 1987 due to the aging
and sluggish renovation of the fleet
running on this fuel, considering that
more than 90% of the Otto-cycle
vehicles sold during past years have
been alcohol powered.

Fuel alcohol — anhydrous and
hydrated — showed a 6.4% increase
in consumption, handling a 61.9%

consumption of Otto-cycle fuels —
gasoline and alcohol — went up
1.8% from 1987 to 19838.

A 7.9% advance compared with the
preceding year was noted in the
consumption of liquefied petroleum
gas (LPG). This behavior can be
explained by the country’s increasing
degree of urbanizatjon as well as by
improper LPG usage. supplanting
gasoline and diesel oil due to its
relatively low price compared with
the other two oil products.

Diesel oil’s share in the overall
demand profile rose from 36.0% n

Brazilian Consumption of Main Oil Products and Fuel Alcohol

Energy 46,661 840 47924 828 53,291 83.4 54716 83.1 54710 83.7
LPG 6032 109 6552 11.3 7,106 111 7675 117 8285 127
Automotive Gasoline 7.812 141 7,622 13.2 8,588 13.4 7,539 1.4 7,168 11.0
Diesel Oil 18,922 341 20,175 348 22384 350 23722 360 24423 374
Fuel Oils 10596 191 9,864 17.1 11,501 180 11,839 180 11,141 17.0
Others 3299 58 3711 64 3712 59 3941 6.0 3693 56
Nonenergy 10,054 181 11,155 19.2 11,570 18.1 12,055 18.3 11,493 17.6
Petrochemical Naphtha and Gas il 6,671 120 7421 128 7,148 119 7458 113 7759 119
Others 3383 61 3734 64 4422 62 4597 70 3734 57
Effluents (1177)  (21) (1,165) (20) (968) (1.5)  (945) (1.4)  (843) (1.3)
Total Market (excluding alcohol) 55,538 100.0 57,914 100.0 63,893 100.0 65,826 100.0 65,360 100.0
Fuel Alcohol 87660 — 8034 — 10998 — 10986 — 11,652 =

Anhydrous 2082 ~— 2121 @ — 2442 — 2138 — 199 —

Hydrated 4684 — 5913 — 855 — 8820 — 9653 —

Total Market (including alcohol) 62,304 — 65,948 — 74,891 — 76,782 — 77,012 =

(1) Excludes fuel gas. Data for apparent consumption in 1988.
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1987 to 37.4% in 1988, a 3.0%
increase in consumption during the
year.

Consumption of nonenergy oil
products declined 4.7%, while
petrochemical naphtha and gas oil
showed a 4.0% rise compared to
1987 since the sector operated above
its nominal capacity during the entire
year.

In terms of natural gas. consumption
came in at 9.2 million cubic meters
daily (around 61.000 equivalent
barrels of o1l per day), corresponding
to a 7.8% decrease compared to 1987
caused by a reduction in supply due
to the accident aboard the Enchova
platform whose production is
expected to return to normal this
year.

Change in Demand for Automotive Fuels

Diesel Oil

Alcohol

1978
(*) apparent consumption

Change in Consumption of Oil and Natural Gas Products
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Seismic Surveys
1000 kilometers
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Microphoto of limestone in reservoir at the
Tubarao field in the Santos Basin at a depth
of 4784 meters. The oil-filled porous spaces
show up in blue. (25X — NX blowup—quariz
plate)

Exploration & Production

Exploration

PETROBRAS sought to maintain its
exploratory activities throughout
most Brazilian sedimentary areas.
discovering new accumulations in
long-established producing basins.
incorporating other oil-bearing
provinces and carrying out initial
efforts in little-known basins.

The results of exploration at the
Solimées Basin in the state of
Amazonas were quite promising,
especially in the Urucu River region.
Likewise, reconnaissance of likely
structures in other regions of the same
Basin also showed favorable signs,
and the start-up of production in the
Amazon was a landmark for Brazilian
oil history.

The discoveries at the Solimdes Basin
encouraged the Company to resume
exploration work in other Paleozoic
basins. New seismic surveys in the
Amazonas Basin made it possible to
delineate structures for testing during
1989. Geophysical reconnaissance
got under way at the Parnaiba Basin
and the Parand Basin Exploration
Nucleus was created. The work
carried out at the Proterozoic-age Sao
Francisco Basin should also be
mentioned. There, two wells drilled
in the state of Minas Gerais showed
traces of gas.

The most important results in the
long-producing coastal regions were
achieved at the Potiguar and Espirito
Santo Basins.

There were new discoveries at the
Campos Basin both in shallow water
(the 1-RJS-405 well) and deep water.
(It is expected that the 1-RJS-409,
currently being evaluated, will
confirm the southern leg of the trend
in water levels deeper than 400
meters.) Discovery of the Tubarao
field in the Santos Basin, bearing an
excellent quality light oil, opened
ample possibilities for this new
province. A gas discovery along the
coast of Espirito Santo and, in
addition, the identification of various
interesting prospects in the Potiguar,
Sergipe-Alagoas, Ceard, Pelotas and
Para-Maranhdo Basins (deep water)

also provided good reasons for
carrying on with exploratory studies.

As an immediate result of the
exploratory drilling program which
was carried out with an average of 20
rigs in usage, five offshore and 17
onshore accumulations were
discovered in addition to extensions
of various fields identified in
preceding years. Of the 44
exploratory wells drilled at offshore
basins, 13 proved to be producers;
while 34 of the 106 wells at onshore
basins were classified as producers,
standing for success rates of 30.2%
and 35.8% respectively.

The program for obtaining
geophysical data operated with an
average of 19 teams. There were
112,726 km of seismic lines laid
(82,456 km using three-dimensional
techniques) versus 16,783 km laid in
onshore basins, and noteworthy in
this respect was the first 3-D seismic
survey performed onshore — at the
Rio Urucu and Leste de Urucu fields
in the state of Amazonas. In addition,
31,103 km of gravimetric and
125,247 km of magnetometric
profiles of various basins were
studied.

In the scientific data processing field.
the necessary steps were taken to
triple computational capacity at the
head office and new data processing
centers were set up at the Salvador,
Aracaju, Natal and Sao Mateus
districts. In all, 164,956 km of
seismic lines were processed or
reprocessed — 47,745 km in 3-D —
accounting for a considerable increase
compared with output in preceding
years.

Risk Contracts

In terms of indirect exploration, the
38 risk contracts continued to be in
effect. Exploratory activities were
carried out by three foreign and two
domestic operators who performed
seismic and drilling work under the
supe:vision and control of
PETROBRAS.

Funds on the order of US$ 44 million
were applied in laying, processing

]



and geological-geoph

interpretation of 5 km of seismic
lines and 3.705 km of gravimetric
lines. In addition, ten wells were
drilled with nine completed for a total
of 31.119 meters of risk contract
drilling.

Development work on the Serra
Vermelha and Redonda fields in the
Potiguar Basin in Rio Grande do
Norte continued, producing 8,899 m'
of 0il (55,972 barrels). Reports on the

commercial potential and
development plans for the Redonda.
Ponta do Mel and Noroeste do Morro
Rosado fields, all located onshore in
the Potiguar Basin, were prepared
and presented to PETROBRAS.

Development of the Merluza field in
ntos Basin got under way,
ng jacket and deck
ure as well as detail design
of production and pipeline
installations.

The Petrobras X semisubmersible drilling platform is able to operate in warer depths up 10 300 meters.
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Growth of Drilling Productivity

Drilling

The Company drilled onshore in the
states of Amazonas, Maranhao,
Ceard, Rio Grande do Norte,
Alagoas, Sergipe, Bahia, Minas
Gerais and Espirito Santo. Offshore
drilling took place along the coasts
of Maranhao. Ceard, Rio Grande do
Norte, Alagoas, Sergipe, Bahia,
Espirito Santo, Rio de Janeiro and
Parana.

Around 866,836 meters were drilled
in onshore areas during the year, with
wildcat wells accounting for 202,051
meters and step-out wells adding up
to 644,785 meters. The Company
drilled 223,829 meters on the

Average drilling output came to
2,133 meters/rig-month, 5% more
than the preceding year. Onshore, the
average output was 2,340
meters/rig-month and offshore. it was
1,589 meters/rig-month.

Deep-water work continued with the
drilling of eight wells in water depths
over 400 meters and it should be
noted that four of these wells were in
water deeper than [000 meters.

A new final depth record was set by
drilling the 3-TB-1-PRS at the
Tubarao field in the Santos Basin
which reached 5.740 meters.

meters per rig-month . : H
poREG continental platform of which
200 131.007 meters were for wildcats
1,838 and 92,822 meters for step-out
wells. The overall total of 1,090,665
meters was achieved by drilling 786
wells of which 712 were onshore and
74 at sea.
There were 31 drilling rigs operating
onshore at the end of the year (28
Company-owned and three under
contract with domestic firms), and 14
et Toor tike. teer iaes offshore (nine Company-owned, three
under domestic contract and two
contracted from foreign companies).
Meters Drilled - 1984-88 Wells Drilled ~ 1984 -88
Expl evel Total
Type Exploration Development Total Type b4 B v
1984 210 745 955
1984 478,887 866,100 1,344,987
Onshore 133 690 823
COnshore 240,418 700,058 940,476 Offshore 77 55 132
Offshore 238,469 166.042 404511
1985 205 849 1.054
1985 486,982 1,111,958 1,598,980
Onshore 128 759 887
Onshore 242874 805,686 1,048,560 Offshore 7 90 167
Offshore 244,108 306,312 550,420 — = = e
1986 415,762 1,358,722 1,774,484 Onshore 109 848 957
Onshore 195,344 919,416 1.114.760 Offshore 64 144 208
Oftshore 220,418 439,306 659,724 1987 158 776 934
1987 418,464 980,667 1,399,131 Onshors 103 p— 790
a9 144
Onshore 212,319 729,233 941 552 Otfehorg 55
Offshore 206,145 251,434 457,579 1988 151 635 786
1988 333,058 757,607 1,090,665 Onshore 106 606 T2
Offshore 45 29 74
Onshore 202,051 nggg g“z:sgg
fstore S ' ' Obs: 1) Excludes wells redrilled in same location

Special wells drilled in association with exploration or
d work are included in those respective headi



The twin Pargo 1A and Pargo 1B platforms at the Northeast Production Pole in the Campos Basin.




Domestic Production of Crude Oil
and Natural Gas Liquids
million barrels

1987

Growth of Reserves of Oil and

Natural Gas Liquids

billion barrels

2550

2,816

Production

Domestic production of oil and
natural gas liquids averaged 577,047
barrels per day in 1988 (91,743 m’),
2.2% less than the average attained in
1987. This decline was mainly due to
the accident aboard the central
platform at Enchova.

In February. the Company achieved
its best ever monthly average, 615,979
barrels per day (97.933 m'). and in
April it set a new single-day production
record, 625,539 barrels (99.452 m").

Of the year’s total, 67% pertained to
output from the continental shelves of
the states of Rio de Janeiro, Espirito
Santo, Bahia, Sergipe, Rio Grande do
Norte and Ceard. The state of Rio de
Janeiro maintained its position as the
country’s leading producer with 57%
of the nation’s total output and 85.5%
of Brazil's production from its
continental platform.

Espirito Santo and Rio Grande do
Norte were the states with the biggest
increases in production due to the
discovery and development of a
considerable number of onshore fields
there.

Efforts were sustained for producing
in ever deeper water. The
3-RJS-376D in the Marimba field
went into operations at a water depth
of 492 meters, and the Corvina,
Piratina, Marimbad and Albacora
fields in the Campos Basin are all
producing in water depths over 200
meters.

There were 5,511 oil wells in
production at the end of the year of
which 639 were offshore and 4,872
onshore, a 4.4% increase compared
with yearend 1987. Offshore
production was obtained by means of
59 fixed platforms. 10 floating
platforms, two jack-ups and a
processing ship.

Average Daily Crude Oil Production

17900

38
239

17.102

(m¥/day)
BA  (bpd)

(m/day)
RJ" (bpa)

590,241



Growth of Natural
Gas Reserves

billion cubic meters
108.9
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Growth of Equivalent Crude

Oil Reserves
2543
1984
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3,181

2.943 I

2751

3,501
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Average natural gas production
totaled 15,912,000 m'/day, a 2%
decrease compared with output in
1987,

This reduction was the result of a
lower demand for natural gas
commercialized in the states of
Bahia, Sergipe and Alagoas, and a
drop in associated gas production
from the Ceard Basin. In the state of
Rio de Janeiro, average natural gas
production remained almost
unchanged compared with 1987
despite the accident at the Enchova
platform, while there was an increase
in output from Espirito Santo which
was, however. unable to revert the
downsiding noted in the other areas.

The production of nonassociated
natural gas, accounting for around
15% of total output, came to
2,406,000 m'/day from 68 wells of
which six are located on the
continental platform.

The utilization rate for natural gas
reached 82% of overall output
because a major effort was made to
increase usage of associated gas.

New installations were implemented
throughout the country aiming at

expanding natural gas utilization;

— in Bahia: gas gathering system at
the Fazenda Balsamo field and the
Riacho Sao Pedro-Estagao Sao
Roque gas pipeline;

— in Sergipe and Alagoas: vapor
recovery system at the Dourado
platform (Sergipe): gathering
system for casing gas in pumping
wells at the Carmépolis field
(Sergipe): and installation of
compressors to make use of gas
released in storage tanks at various
locations:;

— in Rio de Janeiro: underwater
manifold system to re-establish
natural gas flow from the Southern
Production Pole in the Campos
Basin (following the accident at
Enchova) and compression
systems at Linguado. Bicudo and
Viola which also made it possible
to utilize gas from the Trilha,
Badejo, Piratina and Marimba
fields;

— in Rio Grande do Norte:
gathering, compression and flow
system for gas produced at the
Serraria field;

— in Espirito Santo: systems for
utilizing natural gas in the fields at
Fazenda Queimadas and the Sao
Mateus region.

Production station at the Urucu River in the
Amazon.

14




Pumping unit at Carmopolis fietd, state of
Sergipe.

In June 1988, the Company’s new
Reserves Code was issued for the
purpose of adopting the nomenclature
and standards used internationally by
the oil industry. The country’s
proven reserves at 12/31/1988 with
the new Code came to 2.816 billion
barrels of oil and 109 billion cubic
meters of natural gas. These figures
represent a (2% growth (297 million
barrels) in oil reserves and 3.5% (3.6
billion cubic meters) in natural gas
compared to 12/31/1987.

Besides proven reserves. the new
Code identifies probable and possible
reserves of 2.1 billion barrels of oil
and 89 billion cubic meters of natural
gas. In addition, the deposits of
hydrocarbons in reservoirs located on
the continental platform in water
depths over 1000 meters are not
computed in Brazilian proven
reserves but are calculated to be 1.4
billion barrels of oil and 21.8 billion
cubic meters of natural gas,

Development of the Marlim field was
begun during 1988 by means of a
pilot project intended to produce
50,000 barrels of oil per day by the
second quarter of 1990 through a
floating system and wells completed
under water from 600 to 800 meters
deep. This field is located in water
ranging from 400 to 2000 meters in
depth and 1s considered to be the
biggest Brazilian field, with oil
reserves estimated at 2.9 billion
barrels, thereby ranking as a giant
field.
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Paulinia Refinery (Replan) ar Paulinia, Sao Paulo.
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Presidente Bernardes Refinery (RPBC) ar
Cubatao, Sao Paulo,

Refining

During the year, 1,176,000 barrels of
oil were processed daily, the same
volume as 1987.

The production lineup for oil
derivatives in volumetric percentages
was as follows: liquefied petroleum
gas (LPG) — 7.5; gasoline — 15.9;
diesel oil — 34.0: fuel oils — 16.9:
and others — 25.7.

The constant advance in fuel alcohol
consumption continues to imply an
increased volume of exportable
surpluses of gasoline. In 1988, a 46%
share of automotive gasoline output
was exported.

The group of measures adopted in
efforts to optimize refining made
possible a 0.2% reduction in the
overall amount of fuel oils used at
refineries compared to 1987, with a
consequent increase in distillate
output. The coming on stream of
systems for burning asphaltic
residues at the Duque de Caxias
Refinery in Rio de Janeiro and the
Presidente Getilio Vargas Refinery
in Paranid were important events.

The quality of PETROBRAS
products has been a motive for
special care, and considerable efforts
were made aiming not only at
meeting the requirements of the
domestic market but also to keep the
Company's oil products export
programs constantly uptrending.

In the field of lubricants and
paraffins, the Company sustained its
program to modernize and expand
existing complexes and is analyzing
the possibility of utilizing a number
of domestic crudes to make basic
oils, especially naphthenics. Tests
performed with Fazenda Belém oil
from the state of Ceard resulted in the
production of basic naphthenic light
and medium oils with a higher
quality than products currently being
imported.

Work proceeded for the purpose of
implementing new processing units to
bring the refining setup further in line
with demand and improve product
quality. Deserving special note in this

field were the seven hydrotreating
units at five refineries which establish
a new dimension in product quality.
in addition to coking units at the
Paulinia (Sao Paulo) and Gabriel
Passos (Minas Gerais) Refineries.

Expansion work continued at the
Landulpho Alves (Bahia) and Alberto
Pasqualini (Rio Grande do Sul)
Refineries as well as efforts to
resolve bottlenecks at the Henrique
Lage (Sao Paulo) Refinery which
reached its nominal capacity of
30.000 m*/day.

Bearing in mind the overrniding need
to improve environmental quality, the
Company made considerable efforts
to bring product quality even closer
to international specifications, with
special emphasis on studies to
eliminate tetraethyl lead from
gasoline, a project to be implemented
at the beginning of 1989,

The Irati Prototype Plant in Parand
produced 273,769 barrels of shale
oil. 12,594 tons of fuel gas and 6,309
tons of sulfur, reaching a 91%
operating level. Construction of the
Industrial Module was over
three-fourths completed. but its
operational start-up was postponed
until the beginning of 1990,

In the field of biomass utilization,
work to consolidate the technology of
briquetting charcoal fines, aiming at
the export market, was continued at
the Manaus Refinery (Amazonas).



Metric Tons Carried

million metric tons

Transport

The National Oil Tanker Fleet
(FRONAPE) transported 77,269,000
metric tons of crude, oil products,

1,344,000 tons.

FRONAPE closed out the year
owning 67 ships, adding up to a total
of 5,089,000 gross operating tons.
There were no new vessels
incorporated during the year although
19 ships and a barge were under
construction, all at domestic
shipyards. The construction of three

36.000-dwt ships for clear derivatives
and basic lubricating oils; two
116.000-dwt ships for crude and dark
derivatives: two 300,000-dwt crude

48.5 alcohol and other products by means
e of its own and chartered ships of tankers and two 26-ton static-traction
78 4, which 43,118,000 tons were tugs was being negotiated at the end
: oceangoing cargoes and 34,151,000 of the year.
tons were coastal shipments, The
Fleet's own vessels held a 52% share The average monthly chartered
of the total cargoes transported, the tonnage was 3,907,000 gross tons,
same percentage as the preceding adding up to US$ 236,223,000 in
year. foreign exchange expenditures for
charters.
Imported oil transport amounted to
28,659,000 tons, while coastal The on- and offshore oil pipeline
87 88 88 transport reached 21,759,000 tons. system added up to 3,963 km in 1988,
Oceangoing Coastal Alcohol transport came to a total of and the gas pipeline system amounted

to 3,988 km in 1988,

The nominal tankage capacity at the
terminals was 8,918,000 m', with
5.148.000 m’ for oil. 2,679,000 m*
tor derivatives, and 1,089,000 m' for
alcohol.

The Barao de Maud, one of 67 ships
composing the PETROBRAS National Tanker
Fleet.
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Exports of Oil Products
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Commercialization

The same as in previous years,
PETROBRAS' commercial strategy
aimed at linking its guarantee of the
country's supply — assured by
means of relationships with a
substantial number of suppliers — to
a reduction in the overall foreign
exchange cost by seeking out
suppliers competitive pricewise.

Countertrade or counterpart
agreements were also emphasized
with countries interested in entailing
their oil sales to imports of Brazilian
goods and services,

During the year, 234 million barrels
of oil were imported (639,000
barrels/day). against 227 million
barrels in 1987 (622,000
barrels/day). The value of these
imports was USS$ 3.2 billion FOB, or
83% of the cost of oil imports during
the preceding year (US$ 3.9 billion).
Net foreign exchange expenditures
fell from USS$ 3.1 billion in 1987 to
US$ 2.6 billion in 1988.

Around 21% of this total was
acquired through countertrade
contracts with Angola, China,
Algeria, Venezuela, Ecuador, Iraq
and [ran, most noteworthy being the
agreements with the latter two
countries which accounted for the
acquisition of 105 million barrels,
equivalent to US$ 1.4 billion and
made possible the export of US$ 553
million worth of Brazilian goods and
services.

Exports of derivatives reached the
sum of US$ 987 million of which
US$ 102.1 million pertained to ship
bunkering. Of the total volume
exported (155,200 barrels/day).
gasoline accounted for 59.4% of the
revenues and 57.3% of the volume,
averaging 88,900 barrels/day.

These exports were mainly sent to the
North American market with the
exception, however, of the start-up of
gasoline shipments commercialized
to the Far East as part of the
philosophy of diversifying markets.

Concerning alcohol, PETROBRAS'
activities were of extreme importance
in guaranteeing supply. especially for
the North and Northeast where there

was a shortfall in production with
respect to demand. it being necessary
for the Company to use the security
stockpiles it maintains besides having
to ship 250,000 m’ from Sao Paulo to
those regions by means of coasters.

PETROBRAS commercialized 6.7
million m' of alcohol. corresponding
in value to Cz$% 1.26 trillion. Of this
volume, 5.8 million m' went through
its tankage. pipeline and shipping
systems,

Out of the total natural gas produced
(15,950,000 m¥/day), an average
6.459.000 mYday was sold to third
parties and 6,557,000 m'/day was
used by the PETROBRAS System,
with only 18% of production being
flared. The utilization of natural gas
made possible foreign exchange
savings equivalent to US$ 358.1
million, corresponding to the
substitution of around 65,388 oil
equivalent barrels/day.

Of its total natural gas sales, a 57%
portion was used as fuel, 21% for
fertilizer production, 9% as a
reducing agent in making steel, 7%
for household usage and 5% as a raw
material for the petrochemicals
industry.

The Rio—Sao Paulo gas pipeline was
opened at the end of the year,
beginning the sales of natural gas
from the Campos Basin to the Sao
Paulo Gas Company. It is expected
this supply will reach 1,700,000
m'/day during 1989.
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Hoisting modules for the Vermeltho platform, part of the Northeast Production Pole tn the Campos Basin,
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The reactor-regenerator for the 2nd
fluid catalytic cracking unit will be the
largest piece of equipment at the
Paulinia Refinery, Sao Pawlo, handling
heavy charges to obrain light
derivatives such ax naphtha and LPG

Support Activities

Engineering

PETROBRAS concluded investment
programs in the fields of production,
transport and refining worth an
overall Cz$ 696 billion

(USS 852 million) of which Cz$ 657
billion (US$ 804 million) were
contracted out to domestic companies
in the areas of material supplies,
project engineering services,
construction, maritime erection and
installations, signifying a
nationalization index of 94.4%.

Worthy of special note among the
programs concluded are: the
production system for the Bicudo
field (with a daily production of
50,000 barrels of oil and 1,000,000
Nm' of natural gas): construction and
installation of the Carapeba 1 & 2,
Pargo | & 2, and Vermelho 2
platforms composing the Campos
Basin's Northeast Production Pole:
conclusion of the Volta
Redonda-Maua stretch of the
Rio—Sao Paulo gas pipeline, running
325 km in length; an upstream pier
for new port installations at the
Manaus Refinery in Amazonas: a
production and delivery system for
the Atum 3 platform in Ceard; an oil
gathering and processing system for
the stations at Sao Mateus in Espirito
Santo; a station to gather, tank, and
transfer oil from the Alto do
Rodrigues and Estreito fields in Rio
Grande do Norte as well as
desalination units for the Almirante
Barroso Maritime Terminal and
overhaul of the BGL-/
pipeline-laying crane ship, making
her fit to operate in water depths up
to 200 meters.

Of the 107 programs being executed
for an overall Cz$ 2.340 trillion
(US$ 3.5 billion), special mention
should be given: the Sergipe port
terminal; a deasphalting unit at the
Henrique Lage Refinery: the
Petrobris XVIII and XIX
semisubmersible platforms whose
construction is a first-time venture in
Brazil; production systems for the
Vermelho | and 3 fields composing
the Campos Basin’s Northeast
Production Pole; the
Guarulhos—Volta Redonda—Reduc
multiphase pipeline and branches of
the Rio-Sao Paulo gas pipeline.

In terms of works at refineries, also
under way are: hydrotreatment units
for the Duque de Caxias and
Presidente Bernardes Refineries; an
atmospheric distillation unit for the
Alberto Pasqualini Refinery:
expansion of the Landulpho Alves
Refinery; supplementing the second
fluid catalytic cracking unit at the
Paulinia Refinery and construction of
a coking unit at the Gabriel Passos
Refinery.

In order to realize these programs,
the companies under contract employ
a monthly average of 20,000 persons
in the fields of consulting,
construction and erection,

Furthermore, the growing
participation by PETROBRAS
Engineering in helping subsidiary and
associated companies to implement
their investment programs both inside
the country and abroad should be
emphasized.

Material Supplies

The Company applied Cz$ 817.5
billion (US$ 1.27 billion) to purchase
material and equipment intended for
its various activities, maintaining
practically the same investment level
as in 1987, Of the 1988 total, 54%
was earmarked for the upstream areas
of oil and natural gas exploration,
drilling and production.

Demonstrating how the Company
stimulates the nation’s capital goods
industry, the level of procurement
inside the country amounted to 92%.
that is, it remained practically the
same as it was during the preceding
three years.

PETROBRAS continued its efforts to
boost decision-making autonomy in
terms of the material and equipment
it requires. especially gear intended
for deep-water prospecting and
production.

In the field of quality, the Company’s
efforts toward inducing
manufacturers to implement quality
systems for their products have
shown results: around 96% (by value)
of purchases in the country were
placed with manufacturers who have
already set up such a system or are in
an advanced stage of implementing
one.



PETROBRAS' advanced data processing
program expanded the use of this
technological auxiliary throughout all its
spheres of activity

A satellite communications system via

the Brasilsat helped interconnect platforms
in the Campos Basin with PETROBRAS'
onshore installations.
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Data Processing and
Telecommunications

PETROBRAS extended its data
processing program, expanding
employment of this technological
auxiliary throughout various priority
working areas.

Usage grew considerably in the
upstream fields of exploration,
drilling and production thanks to the
supercomputer the Company has had
available since the end of 1987 and
also to the minicomputers installed at
its operational units in Natal,
Aracaju, Salvador and Sao Mateus
during 1988. Reflecting this new
capacity and the increased degree of
decentralization, work was
substantially benefited, with services
processed abroad reduced to a
minimum.

In addition to contracting an
expansion of the first supercomputer,
PETROBRAS ordered other
equipment for work in technological
research and basic engineering. This
equipment should go into operation at
the beginning of 1989. Various
refineries received superminis and
distributed digital control and
telemetry systems, the same thing
taking place in derivatives transport
and tankage.

The Company expanded the use of
graphic computation for various
activities and began developing its
first smart systems, although still on
a prototype basis.

It also focused on putting data
processing to work for managerial
procedures, expanding its central
computers and installing others at the
major regional units. Thanks to these
new resources, various systems were
developed and implemented, standing
out among which are: refining
operations management; crude oil
and derivatives supply programming;
operational control of maritime
terminals; reliability engineering;
integrated materials supply; accounts
and office automation.

Performing in the most remote
regions of the country with
operations in the Amazon jungle and
on the continental shelf often more
than one hundred kilometers from the
coast, PETROBRAS has been
fine-tuning the quality of its
telecommunications systems year
after year, recognizing the strategic
importance of this field.

Working through a special entity
focusing on telecommunications, the
Company substantially increased its
investments in the sector, earmarking
Cz$ 7.5 billion (US$ 28.4 million)
during 1988.

Important projects in
telecommunications were begun,
noteworthy among which being the
completely automated message
transfer system which will substitute
the Company’s present manual
telegraphic network, and preparation
of a master plan for integrating
telecommunications-teleinformational
services.

New switching centers have been
implemented at several Company
entities which make it possible for
the user to quickly transmit data,
texts and even videotapes in addition
to regular telephone conversations
without going through a switchboard
operator.



Human resources devefopment is a constant
concern at PETROBRAS.

Human Resources

The human resources development
program concerned carrying out
4,462 projects involving 38,053
participations by middle-level
workers and 19,407 by upper-level
employees, and the application of
Cz$ 6.891 billion (US 22.7 million).

Materializing the philosophy of
company-school integration,
professional internships were granted
to 1,846 middle-level and 890
upper-level students, and studies
dealing with the administration of
career and advancement programs
currently being prepared will result in
a management development model
suited to the Company’s
characteristics.

PETROBRAS' human resources
development achieved its greatest
effectiveness during the year by
means of a considerable involvement
with the Company’s strategic
planning process and through a
constant search for alternatives
aiming at providing the organization
with human resources increasingly in
tune with its business.

To meet future demands, the
Provisional System for Human
Resources Recruitment and Training
was created, involving participation
by the educational community
represented by the Federal
Universities of Rio de Janeiro and
Bahia. In terms of specialization, the
master’s and doctor’s degree training
program was continued, likewise via
working agreements with
universities, and various new
programs are being negotiated,
including with the international

In terms of educational levels, the following is the distribution of Company
employees according to their degree of schooling:

. No. of
Schooling Employees %
1. Up through Primary 17,406 29.4
2. Secondary 28,383 47.9
3. College 13,093 22.1
4. Postgraduate 328 0.6
5. TOTAL 59,210 100.0

academic community. Special
emphasis has been placed on using
human resources development
technology and methodology suitable
for the Company. including an
improvement in the quahty of
teaching materials, using long-range
teaching techniques such as
TV-Executiva, publishing books and
outlines written by employees and
especially, training instructors.

There were especially difficult
moments for the Company's
industrial relations during the year,
noteworthy being an increase in
union activities motivated by various
factors such as a speedup of inflation,
increasingly restrictive legislation and
publication of the new Federal
Constitution.

This period required a concentrated
effort inindustrial relations so that
the Company’s employee motivation
and the harmony of its internal
relations would make an even more
significant contribution to help
PETROBRAS attain its goals in an
adverse and unstable setting.

Noteworthy among the studies
prepared were: outlines of proposals
for personnel working in continuous
shifts; a study of the climate from the
viewpoint of union relations;
preparation of the occupational health
policy; guidelines for the Social
Service’s activities; a proposal for a
continuous employee integration
model; repercussions of the new
Constitution on the industrial
relations field; and a revision of the
job classification and evaluation plan.

PETROBRAS closed out the year
with 59,210 employees compared
with 60,290 in 1987, a reduction of
1.5%. The turnover rate also

underwent a drop, going from 4.4%
to 3.2%.
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X-ray photoelectron spectometer (XPS or ESCA) to studv catalvzer surfacesy.
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The flutds handting laboratory was buift 1o
permit studies in rerms of mono- and
multiphase flow, simdating oil and gas
production and transport systems.

The baste engineering destgns for the
Northeast Production Pole in the
Campos Basin were carried out by Cenpes.

Research & Development

The Technological Capability
Program for Deep Water Production
(Procap) showed considerable gains
in 1988 working in collaboration with
around 50 of the nation’s institutions
(industries, engineering firms,
technology centers and universities)
and 30 international organizations to
develop 78 capability projects.

Noteworthy among the results
obtained are: a survey of
meteoro-oceanographic
environmental data from the
Albacora field; performing tests at
sea with mooring lines made of
Kevlar; drilling a well with a
553-meter horizontal stretch;
transferring technology for the
manufacture of synthetic foam-based
floats to domestic companies; the
development in Brazil of high-tensile
steel for application in maritime
structures; and delivery of the first
two remote operated vehicles,
designed and built with domestic
technology, to go into operation after
being submitted to a rigorous period
of testing.

In addition to Procap, other
achievements by PETROBRAS in the
field of research and development
deserve mention:

Exploration: the BASS system was
developed, a computational tool for
deriving models of such natural
processes as hydrocarbon generation,
migration and accumulation in
sedimentary basins;

Reservoir Geology: worthy of note
was the project for analyzing
reservoirs, and mapping
heterogeneity in outcroppings and
reservoirs similar to those producing
in the giant Marlim and Albacora
fields:

Reservoir Engineering: a project
involving the use of polymers to
modify the injectivity profile of wells
at the Carmoépolis field was
concluded, helping to increase their
oil recovery factor;

Drilling: a project for optimizing
casing strings made possible a
reduction in operational costs on the
order of US$ 30 million per year:

Production: a project to determine
the causes of reservoir damage and
methods for restoring productive
capacity was concluded;

Industrial: the Catalyst
Manufacturing Prototype Plant went
into operation at PETROBRAS”®
Research and Development Center
(Cenpes). an important step in
conjunction with the Carioca Catalyst
Factory (FCC): as part of efforts to
match the refining setup with the oil
products demand structure, studies on
recracking and extracting aromatics
from cracking naphtha were
prepared, aiming to obtain higher
octane gasoline and boost diesel oil
output;

Product Development: the approval
abroad of domestic lubricating oil for
aviation use was of special
importance;

Fertilizer Production: the process
for manufacturing phosphoric acid
starting with the filtration of domestic
phosphate rock was modified;

Petrochemicals: a process to obtain
paradiethylbenzene was developed,
among other accomplishments;

Maritime Exploitation Installations
Engineering: basic engineering
projects went ahead on underwater
template-manifold production
systems for the Albacora field;
floating production systems for the
Marlim and Marimba fields;
semisubmersible units for deep-water
production; and the Enchova-Oeste
and Enchova fixed platforms;

Process Engineering: basic
engineering projects were concluded
for atmospheric and vacuum
distillation units as well as units for
unstable products and aviation
kerosene hydrotreatment which are to
be incorporated into the Company's
refineries, in addition to a natural gas
processing unit for the Lagoa Parda
field.



Environmental conservation is a basic concern ai PETROBRAS, The Environmental Master Plan for the Amazon assures extreme care in actions v the
Companv 5o as to pi ve the svstems,
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Teams to fight pollution ar sea and on rivers
are ready to go inlo action anywhere in the
couniry.

Social Responsibility

Environment & Industrial Safety

Among efforts made in the field of
conservation, noteworthy were the
studies on environmental impact
involving not only projects to be
realized (oil pipelines, industrial
plants, etc.) but also installations in
operation, including the industrial
complexes. As a result of increased
oil activities at the Urucu River
region in the Amazon, various
preventive measures are being
implemented intended to avoid
harming the environment.

It should be noted that the entire
effort is being realized working in
close cooperation with the
appropriate governmental agencies as
well as the scientific community.

Various courses were given at the
Model Center for the Prevention,
Control and Combat of Pollution at
Sea (Cempol), substantially
increasing the Company’s capability
to control any eventual oil spills at
sea. A number of Pollution Control
Centers (Centropol) are being set up
together with the construction and
acquisition of vessels and equipment

for controlling pollution at sea and on
inland waterways.

Programs are under way to
technically certify chemical
dispersants and their manufacturers,
in addition to a program to develop
domestically manutactured oil
absorbents.

In the industrial safety field,
activities to control sources of
ionizing radiation were continued,
with special note for the
normalization of services in industrial
radiography.

One of the most striking events in
1988 was the fire aboard the central
platform at Enchova in the Campos
Basin. Fire-fighting activities and
operations on wells required around
30 days. the time needed to drill two
directional wells in order to inject
100,000 barrels of water per day into
the reservoir and put out the fire. The
field's reserves were saved, and it
should be noted there were no
victims despite the operation’s size
and risk.

Fire-fighting and life-saving training
aboard offshore units was continued,
and an increased use of risk analysis
techniques jointly with development
of the Company’s human resources to
properly utilize these techniques
deserved special attention.



PETROBRAS sponsors cultural events to
enconrage voung talent.

Recenmtiv-hatched mrtles at Praia do Forte,
Bahia. protected by the Marine Turtle
Preservation Program sponsored by

PETROBRAS.
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Company-Community Relations

During the year in which the
Company celebrated its 35th
anniversary, PETROBRAS promoted
numerous events related to culture,
sports and the environment, seeking
an ever greater integration with the
community.

Among its community projects, a
Plant-and-Harvest School promoted
in 12 cities through which 250 school
gardens and 50 community gardens
were created, directly benefiting
100,000 students, was especially
noteworthy.

Likewise focusing on the student
public, a Discover Petroleum project
was organized for the purpose of
updating teachers in municipal and
state school systems with regard to
the theme of petroleum. The project
reached 500,000 primary and
secondary students and 1600 teachers
in 1300 schools .

The Permanent Oil Expositions in
various cities were another way to
familiarize a student public with
PETROBRAS and the oil industry by
means of visits promoted jointly with
the schools involved.

In sports. the Beginners Sports
Program in 19 cities reached 15,000
low-income voungsters with no
access to sports clubs or associations.

The PETROBRAS Exhibit of New
Artists, involving ten showings
during the year with participation hy
24 artists, and a Grand Exposition
celebrating the Company’s
anniversary stood out in the cultural
ficld.

Among other events receiving
PETROBRAS’ support. noteworthy
were: the 7th Concourse of Young
Brazilian Concert Artists; the 10th
School Marathon involving
participation by students from public
and private sccondary school systems
throughout the country; and the Sth
National Inventors Concourse.

In terms of commumity environmental
conservation programs,
PETROBRAS continued its backing
for the Program to Protect the Sea
Turtle along the Brazilian Coast
through an agreement with the
Brazilian Foundation for the
Conservation of Nature, in addition
to cosponsoring the National Ecology
Award for technical work on this
subject.



Social Contribution

Because of its size and the ties it has
with numerous sectors turning out
goods and services, PETROBRAS
continued to make an important
contribution toward the country’s
socio-economic development during
1988.

Although it has a contingent of less
than 60,000 employees, the
Company has been directly and
indirectly assuring the generation of
thousands of other jobs in various
related activities. It is estimated that
more than 1,000,000 jobs existing on
the Brazilian Jabor market are
directly or indirectly related to
PETROBRAS, whether in fields
depending on the supply of its
products or working for companies
providing it with services, material
and equipment. Because of the very
nature of its activities, PETROBRAS
generates jobs in the most varied
regions, thereby contributing toward
an improved distribution of income in
the country,

PETROBRAS' activities lead to the creation of
thowsands of jobs throwghow the country

Considering PETROBRAS gross
sales amounted to the equivalent of
USS 13 billion in 1988, calculations
indicate that this figure represented
the incorporation of US$ 8.0 billion
by the Brazilian Gross National
Product. This sum stands for an
estimated 2.2% share in the creation
of GNP. According to preliminary
data, more than 10% of Brazilian
GNP is directly or indirectly related
to PETROBRAS" activities,

Another indicator of the Company’s
contribution toward national and
regional development is the volume
of taxes, social security contributions
and assessments paid. This volume
reached the equivalent of US$ 2.732
billion within the federal scope during
1988. corresponding to 21% of its
gross sales and 5.8 times the year's
net profits. It should be noted here
that the sum paid in royalties for
producing oil on- and offshore is
extremely important for the
development of regional economies
and totaled US$ 164 million in 1988.
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With nearly 6000 service stations, Perrobrds Distribuidora — BR maintains its leadership in the competitive oil products market.
30




The flownng service stations 0 the Amazon
regtofn are a demonstration of BR's scope,
reaching aut to the most remaote poitis

Brazil.

Other Activities in the Country

Distribution

Created in 1971, Petrobras
Distribuidora S.A. — BR is the
country's largest oil products and
hvdrated alcohol distribution
company. holding more than a third
of the market. Its network of 5,839
service stations is the only one 1o
reach all states and territories. It
has 4,157 emplovees and indirectly
generates around 100,000 jobs
represented by a hiuge nerwork of
retailers, truckers, suppliers and
contractors.

Petrobras Distribuidora’s gross sales
of oil derivative products, hydrated
alcohol and services came

to Cz$ 3.498 trillion

(USS$ 4.624 billion). 17.2% higher
in real terms than 1987.

The paid-up capital of Petrobras
Distributdora at 12/31/1988 reached
Cz$ 150.404 billion

(US$ 199 million) and net profits
were Cz$ 30.424 billion

(US$ 40 million), denoting a 39.6%
increase compared with the preceding
year.

Consumption of oil products and
hydrated alcohol in a competitive
marketplace reached 57,954 000 m’,
a 1.8% increase over the volume
commercialized during 1987,

Petrobras Distribuidora’s sales of
these products came to

22,328,000 m', a 3.1% increase
compared to the volume ___
commercialized in 1987. BR's share
of this market grew to 38.3%.




s

BR products: more than 300 ftems avaitable
for consumers.,

5

The substantial increases in hydrated
alcohol sales, adding up to
2,686,000 m' — 12.7% more than
1987, deserve special note as do
diesel oil sales which exceeded the
preceding year by 7.0%, reaching
8. 117,000 m". In terms of
commercializing lubricating oils and
greases, a segment with a
long-established and heavy
competition by international
trademarks, Petrobris Distribuidora
continued to maintain market
leadership with a volume of
211,000 m'.

Sales of special products (sulfur,
paraffins, extender oil. green coke,
oil for agricultural sprays and
aromatic residue) came to

167,000 m', 5.5% off the preceding
year's volume,

In line with the policy of developing
alternative energy sources. the
Natural Gas Program continued in
expansion with 1,620,000 m'
commercialized, corresponding to an
average consumption of 5400 m'/day .
a 238.8% increase over 1987 as the
result of an association with the
programs of a number of companies
in the cities of Natal, Aracaju and Rio
de Janeiro.

The Company's total tankage
capacity added up to 1,548,000 m’,
4.6% more than 1987, with a
joint-ownership share in installations
and acquisition of seven tanks by the
Parent Company being computed in
this total.

In harmony with the Federal
Government’s economic policy,
investments were limited to programs
indispensable for maintaining the
Company’s operational capacity, with
resources totaling Cz$ 28.238 billion
(US$ 27 million) being applied.

The market for oil products and
hydrated alcohol sutfered the direct
effects of high inflation rates as did
all other sectors of the nation’s
economy.

Activities in the retail field were
oriented toward handling customers

better and to improve the image of
PETROBRAS service stations.

There were 338 new service stations
added to the list of client-retailers,
thereby expanding the network to
5.839 stations. As a result of this
performance, the Company’s share of
the retail market for lubricants and
greases grew 3% compared with
1987, going to 15.5%.

The picture was not favorable in the
consumer area (industry, transport,
services, agriculture and
governmental entities) which showed
a |.3% drop in sales compared with
1987, especially due to a reduced
volume of fuel oils sold. This fact
was linked to a decline in
consumption by thermoelectric
plants. At the same time, sales efforts
in the trucker-retailer field led to
improvements, with diesel oil sales
36.2% higher than the preceding
year's, as well as in exports of
lubricants and greases which showed
an increase of 142.6%.

Noteworthy in the industrial field was
the certification within international
standards of Arbrax MP-100 and
Arbrax AD-120 aviation lubricating
oils formulated from basic domestic
crudes which will substitute imports
of similar foreign oils, as well as the
Lubrax MD-400 Extra-Turbo
formulation, a lubricating oil meeting
the most up-to-date requirements by
automotive diesel engine
manufacturers.



The companies in the PETROQUISA
Svstem worked ar nearty full capaciy,
making it possible to handle the domestic
market and teading to the record result of
S8 1 billion worth of petrochemical
products exported.

Petrochemicals

Petrobrdas Quimica S.A. —
PETROQUISA was created in
1967 in order to invest in chemical
and petrochemical projects which
were then predominantly being
executed tn the country by foreign
companies. Since that time, its
investiments in these sectors have
not only helped reduce imports but
have also stinudated the rise and
consolidation of various domestic
private-sector groups operating in
this field. PETROQUISA currently
has a direct share in the capital of
34 companies of which four are
subsidiaries and the others are
affiliates.

The monetarily indexed paid-up
capital of PETROQUISA totaled
Cz$ 328.653 billion

(US$ 434 million) with net profits for
1988 of Cz$ 198.095 billion

(USS 262 million), a 54% increase
over the preceding year. Financial
applications in subsidiary and
affiliated companies totaled

Cz$ 23.287 billion

(USS 35.1 million). Gross sales by
all companies composing the
PETROQUISA System, including
those in which the Company
participates indirectly, came

to Cz$ 1.694 trillion

(USS 6.465 billion).

The System’s industrial units jointly
showed a plant capacity factor
averaging around 98%. This high
operational level was the result of
increased exports. especially
thermoplastics, up 5.5% from the
preceding year. The domestic market
behaved as it had during the previous
two years, absorbing around 70% of
basic petrochemical production and
80% of final products.

Exports reached 1.3 million tons,
generating overall foreign exchange
revenues on the order of US$ 950
million. The average price paid for
these exports was 49.3% higher than
1987.

The following events deserve

highlighting: )

— creation of a Superintendency for
the Rio de Janeiro Petrochemical
Complex;

— work toward implementing the
Petroquisa Technology Center
(Centep);

— establishment of the affiliate
Poliderivados S.A. — Tecnologia
de Polimeros, a result of the
partial splitting up of Polibrasil
S.A. — Industria e Comércio;

— beginning the process of
privatizing Petroquimica Unido
S.A. and Alcalis do Rio Grande
do Norte — Alcanorte.

The following industrial units went
into operation during 1988:

— monovinyl chloride unit at CQA
~— Companhia Quimica de
Alagoas with a 210,000-tons/year
capacity involving a total
investment of US$ 108 million;

— polyviny] chloride unit at CPC —
Companhia Petroquimica de
Alagoas with a capacity of
130.000 tons/year and fixed
investments of US$ 122 million:

— epichlorohydrin unit at Alclor
Quimica de Alagoas S.A. with a
capacity of 12,000 tons/year and
fixed investments of USS$ 59
million:

— polyisobutylene unit at
Polibutenos S.A. with a
12,000-tons/year capacity at a
total investment of US$ 18
million;

— ethylene-propylene terpolymer
unit at Nitriflex S.A. with a
capacity of 10,000 tons/year and
investments totaling US$ 55
million;

— ethylene-from-alcohol unit at
Coperbo — Companhia
Pernambucana de Borracha
Sintética with a 36,000-tons/year
capacity and overall investments
of US$ 9 million;

— methylene di-p-phenylene
isocyanate unit at CBP —
Companhia Brasileira de
Poliuretanos with a capacity of
10,000 tons/year and fixed
investments of US$ 27 million.

In addition, the project to expand the
nominal production capacity of the
ethylene unit at Copesul —
Companhia Petroguimica do Sul to
561,000 tons/year was concluded in
1988.



PETROFERTIL handled 67% of the demand
for nitrogen fertlizers.

Fertilizers

The objective of Petrobrs
Fertilizantes S.A. —
PETROFERTIL is the production
and commerce of fertilizers. their
raw materials and related
products. 1t was created in 1976 i0
make ventures by the PETROBRAS
Svstem in this sector more
dynamic. In 12 vears. the
PETROFERTIL Group, currently
composed of five subsidiaries and
Sour affiliates, has made it
possible for the country to stop
being a heavy importer, becoming
able to handle nearly all domestic
demand for nitrogen fertilizers.

At the beginning of 1988, sales
projections for the fertilizer market
painted a rosy picture due to the high
quotations being obtained by the
main agricultural products. This
expectation, however, did not
materialize and the sector built up
considerable stocks as a result of
imports realized.

The seasonal nature of fertilizer sales
continued, with 35% sold during the
first half of the year and 65% during
the second, while the volume of
deliveries was slightly higher than
1987, reaching approximately 9.8
million tons. Participation by the

PETROFERTIL Group in handling
overall raw materials consumption
was approximately 98% of ammonia.
48% of phosphate rock. and 58% of
phosphoric acid consumption. In the
fertilizer sector. this share came in at
around 67% for nitrogenates and 27%
for phosphates.

The PETROFERTIL Group’s sales
volume during the year amounted to
approximately 939 000 tons of
nitrogenates (including raw materials)
and 756.000 tons of phosphates
(likewise including raw materials). an
overall increase on the order of 5.4%
compared with 1987 volumes.

The Group obtained favorable
financial results because of the
following factors: reduction of its
companies’ indebtedness; recovery of
its products” prices: adoption of a
financial strategy optimizing
application of available resources:
implementation of commercial
guidelines permitting sales to be
financed: and a smoothing out of
deliveries during the year,
diminishing seasonal effects and
thereby cutting stock and handling
costs: reducing costs as a result of
generating its own resources and
using them for investments:
implementing measures for
administrative rationality and to
reduce operational costs.

The PETROFERTIL Group’s gross
sales came to Cz$ 477.520 billion
(US$ 631 million) which made
investments possible on the order of
Cz$ 62.848 billion (US$ 84 million),
with net profits of Cz$ 2.507 billion
(US$ 3.3 million). The monetarily
indexed paid-up capital of
PETROFERTIL is Cz$ 429.062
billion (US$ 567 million).

The PETROFERTIL Group paid
special attention to the examination
of new projects. Along these lines,
the studies for expanding the Uberaba
Industrial Complex. exploitation of a
phosphate rock deposit at Anitdpolis,
Santa Catarina, verticalizing
Goiasfértil and ICC, and
implementing a new ammonia and
urea unit were of special note.



Warehouse for storing potassium chloride
fertifizers produced ar the
Taguari-Vassouras (ndustrial Complex in
Sergipe

Mining

An evaluation of the mineral
potential in the country's
sedimentary basins is the prime
objective of Petrobrdas Mineracao
S.A. — PETROMISA, a subsidiary
created in 1977 Its most
important project, the
Taguari-Vassouras Industrial
Complex in Sergipe, is scheduled
to handle around 25% of the
domestic demand for potassium
chloride fertilizer, a basic input
and one with no substitute in
agriculture.,

PETROMISA invested Cz$ 55.443
billion (US$ 73 million) in 1988, for
the most part on the
Taquari-Vassouras Industrial
Complex in Sergipe which is getting
ready to reach its maximum
production level as scheduled in its
basic project: 500,000 tons/year of
potassium chloride fertilizer in 1990.
This goal depends upon the import,
currently being concluded, of special
supplementary equipment worth
US$ 13.7 million to be used in
excavating and hauling ore from the
mine at a depth of 500 meters, in
addition to investments in domestic
currency which are expected to
reach the equivalent of

USS 43.4 million.

Around 720,000 tons of sylvitic rock
were excavated from mine lodes and
brought up to the surface, of which
620,000 tons went through the
processing unit, making possible the
production of 93,000 tons of
potassium chloride with the same
characteristics as the best imported
product.

The success attained at
Taquari-Vassouras in making use of
rock salt (sodium chloride), once
considered a mere waste product in
the process of purifying potassium
chloride, deserves special note. In
1988, 275,000 tons were
commercialized and contracts have
been signed for 1989 which will
assure placing at least 500,000 tons,
emphasizing its use as a raw material
in the manufacture of barilla and a

component in preparing drilling muds
for PETROBRAS wells. It is also
scheduled for use at the Sergipe
Chlorochemical Complex to be
implemented within the next few
years when all sodium chloride
production, on the order of 1.5
million tons/year as of 1990, will be
earmarked for industries to be set up
there.

The advances observed in the project
for making use of barite deposits
discovered at Aramari, a municipality
130 km from Salvador, Bahia, should
also be highlighted as well as the
basic engineering project for
exploiting deposits of carnallite, a
hydrous potassium-magnesium
chloride, in the Sergipe Basin via a
joint effort with the French
state-owned company. Mines de
Potasse d'Alsace S.A. — MDPA.

After carrying out 13,000 meters of
drilling, PETROMISA concluded the
geological assay of an important rock
salt deposit with reserves of 20 billion
tons at a depth of around 1200 meters
in the Conceicao da Barra region of
the state of Espirito Santo. The
deposit has special importance due to
its location nearby the major
consuming centers.

At the same time, PETROMISA
continued its efforts to evaluate the
potential of Brazilian sedimentary
basins, with emphasis on researching
sulfur and metallic sulfides in
addition to other substances also of
economic interest to the country.

Ship Repair

The Empresa Brasileira de Reparos
Navais S.A, — RENAVE in which
PETROBRAS holds 16.3% of the
voting capital performed repairs on
98 ships versus 87 during the
preceding year. Of the total, 53 were
domestic vessels and 45 foreign-flag,
this work making billings possible of
Cz$ 6.762 billion

(US$ 10.5 million), a figure
exceeding that attained in 1987.
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The PETROBRAS flag is flown in a member of
countries including England, Angola,
Eenador, Colombia, Norway and the United
Sratex,



Petrobras Xt jack-up

Seismic survey in Block 14, Ecuador

International Activities

Exploration, Production and
Services

Created in 1972 for the purpose of
locating its own sources of oil
supplies abroad, Petrobrds
Internacional S.A. —
BRASPETRO has worked up its
activities by performing in the field
of rendering services and technical
assistance for the various
subdivisions of the oil industry.

In 1988, Petrobrds Internacional S.A.
— BRASPETRO continued its
strategy of participating in
exploration, production and service
sales in countries where
state-of-the-art oil technology is being
applied.

In this regard. the subsidiary
company Petrobras Norge A.S.,
operating on the Norwegian side of
the North Sea, tendered offers in the
12th bidding round promoted by the
Government of Norway aiming to
obtain areas for oil exploration and
production. A 10% participation in
Blocks 35/9 and 36/7 was acquired in
Part A of this bidding. Part B was
being judged at the end of the year,
with Petrobras Norge having tendered
bids for four new licenses.

Petrobras América Inc., constituted in
1987, held 12 contracts at the end of
1988 in various associations for
offshore Gulf of Mexico and onshore
Texas sections. This subsidiary has
already brought in an oil discovery
(Titan-1), currently being tested
commercially, and a natural gas strike
(Frederick-1) whose production
start-up is scheduled for 1989,

In the United Kingdom, the
subsidiary Braspetro Oil Services Co.
— BRASOIL signed an agreement
with British Petroleum for acquisition
of a 2.5% interest in Production
License number 193 on the British
side of the North Sea where the
Magnus field, currently in full
production, is located.

BRASPETRO has also sought to
increase its rights to reserves,
implementing an acquisitions policy
as a way to more quickly obtain
resources for investments. It was
possible to apply this policy in
Angola during 1988, with the
Company augmenting its share of
Block 2 from 17.5% to 27.5%. A
new oil discovery (Raia-1) was made
in this block whose annual output
rose to 12 million barrels with the
production start-up of the Sulele Sul
field, thereby improving prospects
for upcoming years.

In Ecuador, BRASPETRO continued
its work in Block 17 where it is an
operator, surveying and processing
seismic data. In Block 14 where it
holds a 35% share of rights, drilling
the first well got under way and the
prospects for discovering
hydrocarbons there are quite
favorable.

The exploration contract for the
Sogamoso Block in Colombia was
extended for another year, the ume
needed to carry out negotiations to
work out new contracts.

An association with other
international companies for the joint
evaluation of the exploratory potential
of onshore basins in the People’s
Republic of China remained in effect.

A significant event in the services
field was the acquisition of a 67%
interest in the stockholding control of
Pag-O-Flex, a German company
manufacturing flexible pipe intended
for offshore o1l and gas production,
by Brasnor A.S.. a Norwegian
affiliate.
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Also in the field of services was the
performance in Angola by the
Petrobras VI and X1 drilling
platforms under contract to Texaco
and EIf respectively, and the
Amazonas rig in Libya under contract
to Veba Oil (formerly Mobil), all
operated by BRASOIL.

The continuation in carrying out a
contract for Sarir and Tazerbo in
Libya which involves drilling 318
wells as part of a project called the
Great Man-made River, likewise
should be mentioned.

BRASPETRO also worked in Ghana,
Trinidade and Tobago, and in Angola
rendering technical assistance.

The studies and opening of
negotiations for the purchase and
operation of a petrochemical complex
at Sines, Portugal, and for project
management and operation of a
refinery and petrochemical complex
at the Shenzen Trade Zone of the
People’s Republic of China were of
great importance for the Company.

The completely paid-up share capital
of BRASPETRO at 12/31/1988 came

Rendering services and rechnical assistance
are fields where BRASPETRO plavs a very
impaortant rofe.

to Cz$ 69.588 billion (US$ 92
million). Gross sales by
BRASPETRO and its subsidiaries
during 1988 amounted to US$ 202
million, of which US$ 73 million
came from oil sales operations and
US$ 129 million from sales of
services, platform charters and
technical assistance.

Operations by BRASPETRO and its
subsidiaries in 1988 led to a loss of
Cz$ 18.587 billion (US$ 27 million)
due to a conservative accounting
policy by which the total investments
made in oil exploration during the
year are charged off to expenses until
the commercial success of such
ventures is established.




INTERBRAS vpened new markets for
Brazitian products.

International Trade

Petrobras Comércio Internacional
S.A. — INTERBRAS emerged in
1976 for the purpose of
capitalizing on the bargaining
power of the PETROBRAS System
due 1o its being one of the world's
single largest oil buvers. Whether
directly or by means of its
subsidiaries, the trading company
opened new markets for products
long established on the list of
Brazilian exports in addition to
promoting the commercialization
of services rendered by private
Brazitian companies.

International trade hag traced an
irresistible course heading toward the
formation of major economic blocs
and transnational companies. These
trends mean that the size of
companies operating in international
trade is of fundamental importance
for their degree of competitiveness
not only in terms of their presence in
markets but also with respect to
guaranteeing product supply. In view
of this, INTERBRAS continued its
policy of performing on a large-scale
basis, reaching more than 60
countries, operating with the most

varied types of products, seizing
opportunities opened up because of
the Company s size, the confidence it
has won abroad as well as its role in
the PETROBRAS System.

With an increase of around 130%
over the results for 1987,
INTERBRAS closed out 1988 with
net profits of Cz$ 7.186 billion
(US$ 9 million).

These results were mainly due to an
increase in marketing four product
lines: oil and derivatives with
revenues of USS$ 1.163 billion;
chemical and petrochemical products
with US$ 391 million; soybean
complex (basically due to a larger
harvest) with US$ 236 million; and
steel products with US$ 151 million.
Aluminum exports added up to

US$ 95 million while sugar
shipments amounted to US$ 93
million, beef US$ 92 million and
coffee beans US$ 54.5 million.

Exports during the past 12 months
reached a total of US$ 2.2 billion, a
10% increase compared with the
preceding year.

Sales during 1988 resulting from
imports and exports added up to
US$ 2.466 billion, exceeding the
total registered in 1987 by 5.5%.
INTERBRAS’ share capital is
Cz$ 80.791 billion.

The most important markets for
INTERBRAS continued to be the
United States, a big gasoline buyer,
with USS$ | billion, Iraq and Iran with
US$ 269 million and USS 221
million respectively.

limports totaled US$ 257 million, a
21% drop compared with 1987. Oil to
supply domestic demand for
derivatives and other products the
Federal Government uses as a
regulatory stock for the domestic
market stood out on the list of
imports.
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Financial Highlights

1988
Per Per
integral corporate
Unit correction _IM
S OST OPE ARG POVOIUG. .ore o cereansssatassanssmasssesianmss ravaserss Cz$ million 12.472.516 4.913.616
US$ million 16,486 16,486
N CDOraliITg TOVOIIOB: 7. . e ceseriores s snssinsamsmsvessspanrersassisnss Cz$ million 9.811.909 3.884.988
US$ million 12,969 12,969
T T T s A S N NN AR = e s O B Cz$ million 200.715 200.715
US$ million 265 265
Shares
AMDBEOLSHATES. i i o rea st i sy S Take
Ay — ON i remensnernsrnessaranss st evh eamemyesmaans Million 584 584
selRrelerrad— PRIPNL... ..o irmesas i msmtimsinssiosiiniissnisiine Million 422 422
1.006 1.006
NeEINCOME PEF BHANE. «.iciio i civviseesssisnsmvbnsiioisssmsssanssniissassenis Cz$ 199,45 199,45
L e L T e e DR S e e A S s =y Cz$ 2.290,19 250,00
e R T i e e M s T R TS B Cz$ 5.302,94 5.302,94
StOCKhGIAers: equity i i immsimsmiimrstarmnsasassiarivonss Cz$ million 5.336.647 5.336,647
US$ million 7,054 7,054
Equity/debt ratio adjusted ................cccverevreevreisiee e 61/39 61/39
Capital expenditures during the year ... Cz$ million 1.643.495 692.091
US$ million 2,560 2,560
Investments, property, plant and equipment and
ARIBYYE CRANGOB i\ iiiiiiiimnmmnaraaieriesssmpresxtassmsssgoarssssnoas Cz$ million 6.479.285 6.479,285
US$ million 8,564 8,564
Comments:

The U.S. dollar figures have been calculated by applying the year-end bank selling rate of Cz$ 756,55 to US$ 1 to the
financial statements and all other cruzado figures in the Financial Analysis.



Net income

The consolidated net income of PETROBRAS and its subsidiaries, after deducting the minority stockholders’
interestin netincome in 1988, as detailed below, was Cz$ 200.715 million (US$ 265 million), which shows an effective

increase of 325.7% in cruzados (increase of 182% in U.S. dollars) as compared with 1987.

A breakdown of the consolidated 1988 net income, by company, follows:

Expressed in millions

cz$ Uss

* Petroleo Brasileiro S.A. — PETROBRAS .............ccccoimmmiiuemminnsssenisusnsisseceseessisasnssesses 356,598 a7
* Petrobrds Quimica S.A. — PETROOUISA — consolldaled
Petrobras Quimica S.A. — PETROQUISA ................ O NI 0 o e e G L 261
PETROFLEX Industria @ Comércio S.A. ...... e 18:88Y 25
Petroquimica Uniéo S.A. . 31.450 42
COPESUL — Cia. Pelroqulmu:a do Sul ... .. 27.928 37
ONA = Cia. Notional B AICRHR' ... 00 Luiiinisiiiiatins st et G st e (15.778) (21)
T R T (s | T 0y 3 St e e et N B Il B UM s S s s e (49.641) (66)
e T AL £ o) i e L s e et e L R e e e e e e e S (13.192) (17)

197.743 261
*Potrobras DIStribBuldora S.A. — BR ..........oc.cccoinmiiiciinvisisissmssiseasissnsisssississssssassranssstossonses 30.424 40
= Petrobras Internacional S.A. — BRASPETRO — consolidated
Petrobréas Iinternacional S.A. — BRASPETRO .....c.cccoovereiiniisaessssssessssesssasssraressssssasssssnsonsessssass (18.587) (24)
Braspetro Oil Services Company — BRASOIL .. (13.785) (18)
Petrobras Norge A/S ............. — .. (1.664) (2)
Petrobras America Inc. .......... s e e e weer (2.311) (3)
Eliminations and adjustments ...................................................................................................... 17.760 23

(18.587) (24)
* Petrobras Comércio Internacional S.A. — INTERB FMS — consolidated
Petrobras Comércio Internacional S.A. — INTEHBHAS 7.186 9
Seagull Trading Company .. RS S e e D N e - ) 2
Interbras Cayman Cornpany ......................................................................................................... 9.709 13
Internor Trade Inc. . 2.813 4
Interbras France S.A. . (182) =
Eliminations and adjuslrnems N T e S et m 2 oS L e I ) 27010 (19)

7.186 9
* Petrobras Fertilizantes S.A. — PETROFERTIL — consolidalad
Petrobras Fertilizantes S.A. — PETROFERTIL . 2.843 3
Fertilizantes Nitrogenados do Nordeste S.A. — NlTHOFéRTIL ST e s LD 6
ULTRAFERTIL S.A. Ind. e Com. de Feriiilzanles B 5.576 7
Fertilizantes Fosfatados S.A. — FOSFERTIL ... 749 1
Industria Carboquimica Catarin@nse — ICCT ........ccovuievicmiisiiniieiiesiiesie s essssasbensmssesessaneassenessnes 640 1
Goiéas Fertilizantes S.A. —GOiASFERTIL ...... Fecis O e e = e 605 1
Eliminations and adlustments D e T e e ot e e (el . o e (11.560) (15)
Minority interest .. = W (610) (1)
2.507 3

Elffminations andladfUSIMENTS. .. ......cresssmenmmerssssnnsssisssssisessoiboss st esstosisnssibarbsiobasshasssaaienssnss (375.153) {495)
e o] 6 s [ e 0y, R ey e U ool IR S I 00 5 (e 200.715 265

Revenue

The amount of Cz$ 2.660.607 million (US$ 3,517 million) was deducted relating to sales deductions, resulting in net

operating revenue of Cz$ 9.811.909 million (US$ 12,969 million) broken down as follows:

Expressed in millions

Cz$ uUss %

« PETROBRAS .. S b At e e e e e e TR e T 10,504 81.0
« PETROQUISA and subSidlanes ...................................................................... 750.577 992 7.6
¢ DISTRIBUIDORA —BR .. e e S A e s e Ol PR 4,223 326
» BRASPETRO and o e S BT i 152.987 202 1.6
¢ INTERBRAS and subsidiaries .. Rt B N o e R T e L e L T 2,387 18.4
¢ PETROFERTIL and subs;dlanss .................................................................... 460.735 609 4.7
e Inter-company sales . - SRS N S B e B2 e s L e T e L) 459

9.811.909 12,969 100.0
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In relation to PETROBRAS, responsible for 81.0% of consolidated net operating revenue, it is worth noting that
the denominated “average sales price” of its products increased 764.7% in 1988, below the economic indexes
directly associated with the question of prices; the U.S. dollar, the OTN (Government Treasury Bond), IPC and
IGP (price level) indexes, increased 967.2%, 816.1%, 933.6% and 1,037.6%, respectively.

Financial expenses

Net financial expenses of PETROBRAS and its subsidiaries were Cz$ 277.817 million (US$ 367 million), the main
part of which were related to foreign credits for crude oil purchases.

The net current financing comprising that part not deposited with the Brazilian Central Bank was the equivalent
of US$ 1,646 million at December 31, 1988. The non-current portion of such financing was about US$ 1,191
million and was substantially reduced by the prepayment of eleven financing contracts for the construction of
vessels, as a result of the renegotiation carried out on December 22, 1988 with the National Economic and Social
Development Bank (BNDES), whereby the contracts, which were previously readjusted based upon the
devaluation of the cruzado, will be subsequently readjusted based upon the OTN index.

Cost of research and development

In 1988, the costs of crude oil prospecting and drilling in Brazil were Cz$ 867.658 million (US$ 1,147 million), and
were absorbed against the accrual set up for this purpose (Decree-law 1807/80).

As a result of the crude oil prospecting and drilling activity carried out in the exterior by BRASPETRO, these
costs amounted to Cz$ 79.554 million (US$ 105 million), of which Cz$ 7.378 million (US$ 10 million) were charged
to consolidated income and Cz$ 72.176 million (US$ 95 million) were deferred, for future amortization.

The cost of research and technological development, including industrialization of bituminous oil shale of
Cz$ 40.732 million (US$ 54 million), was absorbed against the consolidated income of the year.

Extraordinary item
During 1988, PETROBRAS presented net revenues of Cz$ 111.268 million ( US$ 147 million) due to the difference
between the amount received on account of the insurance claim for the explosion on the Enchova Central

Offshore Platform and the net book value of the platform, together with the disbursements incurred to extinguish
the fire and others. This revenue is demonstrated as an “extraordinary item” in consolidated results for the year.

National Petroleum Council (CNP)

The consolidated position with CNP, directiy related to alcohol and to the importation of petroleum resulted in a
balance in PETROBRAS' favor of Cz$ 108.733 million (US$ 144 million).

The schedule below summarizes the actual situation:

Expressed in millions

Cz$ US$
B lere] pTo] [ 19107 Rt ot okt e TS el ot L i S S 10 it oot O R L S el B 0T Tt (165.190) (218)
2 = | POl CCOUINIL .. .vneniorsrouessamn sanssismessat (AR ok oHx oo PR ok SmeaimdS FE o sy S e e e v s A0y Sns ks e e
e CIF variations on importations .............. : 604
e Exchange variations on importations (530)
74
3= ConSoHAAtOd CNP DAIANCE ..t iiiiiiiiviinmsteisiresssssistarssrsans sanmsnsswsnsssssnsasssonsaranpuarsbns e
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The Company's warking capital at December 31, 1988, included credits to equalize petroleum product prices,
payable to distributors and to PETROBRAS, in the amount of Cz$ 177.128 million (US$ 234 million).



Accounts receivable — trade

The receivables from companies which form part of the electricity sector, the Federal Railroad, the National
Department of Highways and other past due debtors amounted to Cz$ 455.889 million (US$ 603 million).

As a result of these past due receivables, PETROBRAS faced the situation of delaying the payment to the National
Development Fund of the extinguished compulsory loans on fuel,which adjusted amount payable at December
31, 1988 was Cz$ 459.577 million (US$ 607 million).

Consolidated capital expenditure

Consolidated capital expenditure amounted to Cz$ 1.643.495 million (US$ 2,172 million).

These expenditures related to the various activities maintained by PETROBRAS and its subsidiaries, with the
emphasis on drilling, exploration and production of crude oil, including that abroad, which totaled Cz$ 1.043.242
million (US$ 1,379 million), as demonstrated below:

Expressed in millions
Cz$ Us$ %

. Ex?!oralion and Production .. 1.043.242 1.372 6:;3
o Belining =i s 130.946 17 .
. Llranspo L e M S T e IS I I 196.738 260 12.0
i o R SRS M N R T O S SRS 55.443 73 34
S B D CNEMICAIS i s s e P e T et T e e e e R TS C e Vae ekt e 78.674 104 4.8
B L g (D e RS e s e i - S i 0RO o D e e 62.840 83 3.8
. gﬂiliated COMPANIOS - i raiva R iieazaisd o TS o BV S e A oS H o RN A el 4T Cri e bAoA SRS Sond Ll e 23.287 31 1.4
e e e e Sy coma s S o oot T s et o 52.325 69 3.2
1.643.495 2,172 100.0

Stockholders’ equity and dividend

The consolidated stockholders’ equity at December 31, 1988 totaled Cz$ 5.336.647 million (US$ 7,054 million),
equivalent to an equity value of Cz$ 5.304,82 per share.

In relation to the dividend for 1988, the Administration of PETROBRAS is proposing to distribute to the
stockholders a dividend, which represents Cz$ 120,00 per share, equivalent to 27.2% of the base income for
calculation of dividend, subject to approval by the stockholders' meeting to be realized on March 22, 1989.

In 1988, in addition to the payment of the dividend relatin%to 1987, PETROBRAS paid the balance of the 1986
dividend, recorded as a special reserve, in the amount of Cz$ 51.324 million (US$ 68 million).

According to the 1989 investment program prepared by PETROBRAS, in order to carry out the plans determined
by the Federal Government and approved by the Secretariat of Control and Budget of State Companies — SEST,
of the Secretariat of Planning and Coordination of the President of the Republic, direct investments are
scheduled of approximately US$ 2,970 million, the majority of which is designated to exploration and
development activity for the production of petroleum.

In this manner, considering that internaily generated funds constitute the principal source of financing of the
Company's investments, the balance of the 1988 net income amounting to Cz$ 122.313 million (US$ 162 million)
will be reinvested, as well as the reserves recorded in prior years in the amount of Cz$ 189.648 million (US$ 250
million) and reversed to retained earnings.

Consequently the Administrative Council is proposing that the amount of Cz$ 311.961 million (US$ 412 million)
should be maintained in stockholders' equity, recorded in the Reserve for Retention of Earnings.
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Capital stock

The stockholders' meetings realized on March 22, 1988 approved:

The restatement of PETROBRAS capital stock from Cz$ 2.017.474 million (US$ 2,666,676 thousand) to
Czhs 2.304.754 million (US$ 3,046,400 thousand), through the capitalization of the annual monetary correction and
other reserves.

The Administrative Council of PETROBRAS is proposing to the stockholders' meeting to be held on March 22,
1989 an increase in the Company's capital from Cz$ 2.304.754 million (US$ 3,046,400 thousand) to Cz$ 3.019.072
million (US$ 3,990,580 thousand) through the capitalization of reserves without issuing new shares.

This capital increase is subject to approval by the President of the Republic, by Decree.

The Federal Government is the major stockholder of Petréleo Brasileiro S.A. — PETROBRAS and holds 81.389%
of the voting capital. The paid-up capital stock is held as follows:

Interest
Number of
shares %
Stockholder
SRS CAl CIOVOINIMIBIIL ... ..o sriosisrsas asmasserersantussnmse srasiinemriinis s s s b r Ve A RS Sre e oo H SOV e a8 513,242,181 51.0
o National Development FUNd — FND ............cccccooiiiininienrimnnnincanmsvirenseressssasssssnesseses 32439 1,401 3.2
« BNDES — National Economic and Social Development Bank .............c.ccccececvvenne.. 158,957,317 15,8
N R e el e Ty M BT e e S e oot & O e e M s SRR U 8,978,289 0.9
e Municipalities and Fernando de NOronha ...........cc.cccceiiiiiieiiiiiiinneeesrrnes s seessesssnsesnes 7,988,281 0.8
& Oher DUDHC NS Go i i et eseis s s sssi s o s e A TR s s a Y 12,137,596 12
e Individuals and private legal entities ............c.ccoveeeeecececceeeeeccce e 202,062,132 27 1
1,006,357,197 100.0



Report of Independent Accountants

ﬁéﬂ.

Arthur Young

ArthurYoung Auditores Associados S/C

“A free translation from Portuguese into English of the report of independent public accountants on
financial statements prepared in accordance with accounting principles generally accepted in Brazil and
supplemented by U.S. dollar equivalents as described in Note 2(a)’

To the Administrative Council
Petréleo Brasileiro S.A. — PETROBRAS

1. We have examined the accompanying consolidated balance sheet of Petroleo Brasileiro S.A. —
PETROBRAS and its subsidiaries at December 31, 1988, presented under the heading “Per Corporate
Legislation” and the related consolidated statements of income and changes in financial position for
the year then ended, expressed in cruzados. Our examination was made in accordance with generally
accepted auditing standards in Brazil and, accordingly, included such tests of the accounting records
and such other auditing procedures as we considered necessary in the circumstances. The
examination of the consolidated financial statements at December 31, 1988 of the subsidiaries
identified in Note 1, included in the consolidated financial statements of PETROBRAS and its
subsidiaries, were principally carried out by other independent accountants.

2. The Company, which exercises the Federal Government monopoly over the search, exploration,
production, refining, importation and transportation of petroleum, is subject to specific legislation. The
effects on the financial statements of the differences between generally accepted accounting
principles and the accounting practices followed by the Company are described in Note 2 — (d) ii.

3. In our opinion, based upon our examination and on the reports of other independent accountants,
except for the matter mentioned in para?raph 2, the financial statements mentioned in paragraph
1 above, present fairly the consolidated financial position of Petréleo Brasileiro S.A. — PETROBRAS
and its subsidiaries at December 31, 1988 and the consolidated results of operations and changes in
financial position for the year then ended, in conformity with generally accepted accounting principles
in Brazil, applied on a basis consistent with that of the preceding year.

4. In addition, it is our opinion that the statements mentioned in paragraph 1 above, present fairly the
consolidated financial position of Petréleo Brasileiro S.A. — PETR%BRAS at December 31, 1988 and
the consolidated results of operations and changes in financial position for the year then ended, in
conformity with accounting practices defined by specific legislation for the petroleum industry, applied
on a basis consistent with that of the preceding year.

5. The complementary consolidated financial statements, expressed in the currency of constant
purchasing power and presented under the heading “Per Integral Correction” relating to the year
ended December 31, 1988, were subjected to the additional audit procedures as we considered
necessary in the circumstances. In our opinion, the complementary consolidated financial statements
present fairly the financial position of Petréleo Brasileiro S.A. — PETROBRAS at December 31, 1988,
the consolidated results of operations and changes in financial position for the year then ended, in
conformity with accounting principles which support the financial statements in the currency of
constant purchasing power, applied according to the norms issued by the Brazilian Securities and
Exchange Commission (Note 2j), in order to present the effects of inflation on the financial statements.

6. We have also examined the translation of the consolidated financial statements into United States
dollars. In our opinion, they have been translated on the basis described in Note 2 (a).

Rio de Janeiro, January 27, 1989

ARTHUR YOUNG AUDITORES ASSOCIADOS S/C
CRC-SP 8284 “S" RJ

Sssse Bl Q.

George Edward Roth
Contador CRC-MG 24922 "S” RJ
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“A free translation from Portuguese Into English of financial statements prepared in accordance with accounting
principles generally accepted in Brazil and supplemented by U.S. dollar equivalents as described in Note 2(a).”

Petréleo Brasileiro S.A. - PETROBRAS and its subsidiaries
Consolidated Balance Sheet

Year ended December 31, 1988
(Expressed in millions of cruzados and in thousands of U.S. dollars)

Assets
Cz$ uss$
Per integral
correction
and corporate
_ legisiation
Current Assets:
T Ty e S g RN St S0 N O WO o SO [ 100.082 132,287
MODEY TATKOL INVEEEMBNES i.c..iniurisistuasetssiitssimnsissssisisaiiem sibaninaosavssnanolars sidlsaissesiass 38.232 50,535
138.314 182,822
g O T ol gy £ S I g S I I o i SN e et (W B 391.490 517,467
Accounts receivable:
RO i e e e e R R 1.183.887 1,564,850
Affiliated companies 49.775 65,792
1.233.662 1,630,642
Allowance for doubtful ACCOUNTS ....uviiiiiieiiierieeeeeisreeereesssnrrrereeesissssseeessesnssnsesees (12.108) (16,004)
[ T 1 [ Sl I O L S O B Ry T e o (7.324) (9,681)
1.214.230 1,604,957
National Petroleum Council (CNP) (Note 3) ......cccoviiiiiiiiiiiiicece e 108.733 143,722
OO A0 COMMES TOCOIVADNG . oa. 15555 xo v iisisossinishosons aree eusehbmsoabsbinenis pushinsans v s us TS 122.952 162,517
1.445.915 1,911,196
LR R (e 0 S T o e 3 S W, Tl NS L e M. RN 1.473.182 1,947,237
4 LT e e S o P e s RO 107.603 142,228
1Ry T il g (1 8 o o S et s e Ao et S iy S S S SIS S ot 3.556.504 4,700,950
Non-current assets:
Jradainstallments receivable ... o i e s bR 166.228 219,719
Vol Se Ly S A a) e e e g S Gty O 88.288 116,698
ATt COMPATIOE. ... s s sarreres veriosss s ih 5idrsthsedosnis o pes et sussrbeme ket v s b hasioarsronts 33.868 44,767
Compulsory loans and readjustable securities issued by the
Federal Power Company (Eletrobras) (Note 5) ........ccccccvrieiicnininicnesis s 10.464 13,831
B O o cor s imssne rinsis a0 Kas G E e e R e SF SR s el e LSk SR S s Ea RR TAS ST o 23.715 31,346
322.563 426,361
Investments:
Affiliated companies (Note 6) 1.070.695 1,415,234
L F P TP P P B R A e S A e e N e e ey ST (s S 52.090 68,852
: 1.122.785 1,484,086
Property, plant and equipment (NOte 7) ..o 85 4.932.387 6,519,578
Berd - Charges . son W, Sk B8 e s o oot oneibeste ol pnaival e e s ensniia 424,113 560,588
10.358.352 13,691,563
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Liabilities and stockholders’ equity

Cz$ us$
Per integral
correction
and corporate
_ legisiation
Current Liabilities:
IR CINGINOIE BY < icviivimmndrennersoisnrssnrons sassiphussmenie s Sivils el e o eobot S8 SRR S ETaoe s a3 2.084.179 2,754,846
Foreign currency deposits — Brazilian Central Bank ..........cccccoeeuevecrirnnreenanans (838.931) (1,108,890)
1.245.248 1,645,956
ACCOUINS PAYEDIG ——HFAHD ooiicveesversomssvansossansonsernsasaemens snnssnnsvesss Fvevs o svaisabsssrapsscss 648.422 857,078
25 e T o] e o e e S e e e 5 B P R I 190.491 251,789
National Petroleum Council (Note 3) ............. ; 5.879 7,771
Credits to equalize petroleum product PriCES .......cccccovererivsnireieisresininssarnaiins 177.128 234,126
Proposed dividends:
PETROBRAS BIOCKNOIIONG «......... oo ieisiimmsiscssivon siidtisososadibbssiodicessntnmiiisnoniss 120.762 159.622
Minority stockholders in subSIdIiaries ..........c.cocecierineecieiisrs e 3.033 4,009
Accrual for crude oil prospecting and drilling
costs in Brazil — DL. n? 1.807/80 (Note 2.d.ii) ........cccevmimviioiiiccciinirieiscessiiins 460.500 608,684
Compulsory loans payable — DL. N% 2.288/86 .........cccccouveveriririeeesisrsarsnsenssesnesnens 459.577 607,464
SOOIAl SOy, COTEDUNONS i i i B i f hiians s pbacias vA Yok Fes e s o sw e Ko 91.976 121,573
A IO COMPARIEE . i vesseivmnessaermeasssensnsrmnasansaass s s T STS oA AT P e e s e as 15.622 20,649
L e o e o o e o e 315.286 416,741
TORICUTBRY HADIHIHOS. .. ..oo o viiiiisiisssiissiteass i aioiss st i aaray s o5 a s Sorad T AR DY masa 3.733.924 4,935,462
Non-current liabilities:
FInancing ((Note:Bl.. il ai i i ot sy s i o et s s o ettt 1.051.343 1,389,654
Foreign currency deposits — Brazilian Central Bank ...........c.cccocevveinians e (150.490) (198,916)
900.853 1,190,738
AT aled COmMPaOE o s e eisnbritetaasib o s dmdes e s AT b5 SN oA B NF R Eh o Pemi s goa Py F SRS eh o 83.150 109,907
Federal Government credits for future capital increase ..........cccoooiivviccciinirins 10.037 13,267
81131 AT Tl e R I B e L S B S S S e 87.424 115,556
1.081.464 1,429,468
Minority stockhoiders’ interest in subsidiaries:
e o R e e e L B e e N i S 0N R O S 130.736 172,806
In reserves 75.581 99,902
206.317 272,708
Stockholders’ equity (Note 9):
L e L o I e e PP et ol ol e 2.304.754 3,046,400
8ot U Al e B s N e S I SO B S b S e 64.416 85,145
REVAIUAONITOBBEYE ..  ciirmssrs i orsiesustbe s ahe o s s assansansis s 5mssvakais ninsharasivarsiy rsravras 793.367 1,048,664
BB G T OBOTVOS o =iirstororiatss s vsivasess sratslysmsssgnsssmnspnis SR TN T oA LN TSRS GRS ARG 2174110 2,873,716
5.336.647 7,053,925
10.358.352 13,691,563

The accompanying notes form an integral part of these consolidated financial statements.
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Consolidated Statement of Changes in Financial Position

Year ended December 31, 1988
(Expressed in millions of cruzados and in thousands of U.S. dollars)

Financial resources were provided by:

Operations:
Net income for the year (before loss on translation) .............
Minority interest in INCOME ..........cc.ccocinniiiisininncsensirnrinsnns
Participation in the increase in the net underlying

assets of affiliated companies ..........cccccccciiieiiiniiiiiniiinns
Dividends from affiliated companies ...........cc.cccovrenrcnsinnee
Depreciation and amortization .............c.ccccceevrveveecveiieesennens
Price-level restatement of balance sheet accounts ...............
Monetary and exchange adjustments of non-current

T e D At e ST S R R e
Excess of exchange ad;ustments on monetary gains

on long-term financing .. X
Net book value of property |ant and equapment dlsposa!s ;
Transactions with PETROBRAS Group COmpanies ...............
Provision for losses on investments in oil exploration

ARADTOdUCHON BDIORH ... . ..o oo sosersioacionisasedseisansinanmaaasss
Net 1088 On MONEArY IOMS ....c.......iuiiiiiciimmmiitiissenssssssisierss
O OOMICRS ..o, s i ses o e Tk e masnod oo ek o smna i nee T et pas edebonhs

Other sources:

BIBBCING i .. - ooni sevissos i et s snsy domsams esessirssms ns SN s na 95e
Increase in other non-current liabilities ..........cccccoeevviieiennnns
Credits and subsmles TOr INVOSIMBNIS ..ccoviesnncniiisivsssisisnmsiaos
Other origins . e e et e e

Total funds provided before gain on translation ....................

Financial Resources were used for:
ISt gL e A e e = e = OSSR I e
Property, plant and equipment ... s S
Daferrad Charges ..........ccccoeeresnecrsvmrssarssnnses
Financing transferred to current liabilities ...........

Dividends ..

Increase in non-current assets .ZIZJZZZZZIZIZIZZIZLZZZZZiiZZIZZZZZ:I'.ZZIZZ
Other .. e
Total funds appl:ed before Ioss on translatlon :

Increase (decrease) in working capital

Changes in working capital:
Current Assets:

At begmnmg of year .
ot o 10 10 1T | S = e SO S e e R

Current Liabilities:
At beginning of year .
o2 2 le [ T e it RGOS A Mg Sl e e L=

Increase (decrease) in working capital

Cz$ Us$
Per integral Per corporate
correction legislation
200.715 200.715 265,303
13.918 13.918 18,397
(160.825) (160.825) (212,576)
71.454 23.477 94 447
484.958 200.483 641,012
(618.014)
868.755
12.122 16,023
159.791 91.513 211,210
88.940 82.933 117,560
7.378 3.797 9,752
200.787 265,398
3.804 (160) 5,028
1.083.042 706.592 1,431,554
252.883 119.519 334,258
37.135 170.772 49,085
12.006 5.164 15,869
10.896 815 14,402
312.920 296.270 413,614
1.395.962 1.002.862 1,845,168
26.791 15.642 35,412
952.375 397.392 1,258,839
1652.343 63.202 201,365
387.534 215.494 512,238
243.270 169.178 321,552
98.776 251.231 130,561
63.845 106.520 84,391
1.924.934 1.218.659 2,544,358
(528.972) (215.797) (699,190)
4.047.645 441.855 5,350,135
3.556.504 3.556.504 4,700,950
(491.141) 3.114.649 (649,185)
3.696.093 403.478 4,885,457
3.733.924 3.733.924 4,935,462
37.831 3.330.446 50,005
(528.972) (215.797) (699,190)

The accompanying notes form an integral part of these consolidated financial statements.



Consolidated Statement of Income

Year ended Déecember 31, 1988
(Expressed in millions of cruzados and in thousands of U.S. doliars)

Cz$ uss$
Per integral Per corporate
correction legisiation
Gross operating revenue:
Sales:
Products and merchandiSe ............ccccicceeiiiirininresinrsnssssesessnnes 12.348.318 4.852.009 16,321,879
Services, mainly freight ... 124.198 61.607 164,164
12.472.516 4.913.616 16,486,043
SAlES THOUUCHONS s it FrsNistbasidenstvidaomssassan idonsydetsetons _(2.660.607) (1.028.628) (3.516,763)
Net operating revenue .....................cooovevicimseceeeesiicenscirsinns 9.811.909 3.884.988 12,969,280
Cost of products and services sold ................cccoovvvrieencnns (8.866.302) (2.570.696) (11,719,386)
(T g e e e R P s N R ey S _945.607 1.314.292 1,249,894
Operating expenses:
o e [ R e LN DU S s S Ss au S (228.761) (97.969) (302,374)
Financial expenses ........... Vo e i DAY NN R US Ta PR i 5 (278.585) (881.432) (368,231)
T A ODIAG L s e s e et et 768 353.092 1,015
Administrative and general:
Directors’ and Administrative Council fees:
PETROBBAS ....ccvmvemmeesstsosmmsrans . ; (334) (141) (441)
Subsidiaries ...... (2.422) (1.172 {3.201}
Administrative (470.962) (231.602 (622,513
Taxes .. * (41.845) (17.653) (55,310)
Provision for losses on investments in oil
exploration and production abroad (Note 2-h) ...........cccou. (7.937) (3.797) $10,491)
Cost of research and technological development ................. (40.732) (17.484) 53,839)
Cost of crude oil prospecting and drilling in Brazil:
s T T I s S e R SR S Sl L e N S e D (867.658) (364.193) (1,146,861)
ACCHUal— B2 1.BOTIBO ... o ovonssrasoreivninnississssssasssmivasisnsosns 867.658 364.193 1,146,861
Social contribution — Law n?7.689/88 .......cccccocvevceeevnrecereninnes (23.060) (23.060) (30,480)
Gains and losses on monetary items without
remunBratioNINOIE 1) ........ocooveer s micsiamrriisossvasssasanssbnsmmimms 155.019 204,902
Other income (eXpenses), Net .........cccccevrrreerresisnesaresmrsnerenens (42.538) (1.969) (56,227)
(981.389) (923.187) (1,297,190)
Participation in the increase in the net underlying
assets of affiliated companies (Notes 5 and 9-b) ............. 175.387 175.387 231,824
Operating income, before price-level restatements
and monetary and exchange adjustments ................ccc..... 139.605 566.492 184,528
Price-level restatements and monetary and exchange
adjustments:
Price-level restatement of balance sheet accounts:
Stockholders’ equity .. (4.636.524)
Investments, proper(y. plant and equlpment and
deferred charges .. 5.254.538
618.014
Monetary and exchange adjustments on financing of
property, plant and equipment (Note 8) .........ccooeeeivviineeies (982.873)
ot L (364.859)
OPeralNG INCOMO. .............oocomaceaismsasssasirissrssios lssansSsiass s ians 139.605 201.633 184,528
Extraordinary item:
Net result of the Enchova Central Platform claim (Note 7) .... 111.268 68.894 147,073
Non-operating income (expenses):
Miscellaneous income . 3.999 1.653 5,286
Exchange gains (Iosses) ‘on investments abroad . 23.356 12.265 30,872
Capital ?osses in affiliated companies .........ccciinecniinennnnns (14.562) (14.562) (19,248)
(5137 e 1, e et e, b e I S . s T 8.166 1.949 10,794
20.959 1.305 27,704
Income before income tax and mmonty interest .....cconuis 271.832 271.832 359,305
Income tax (Note 2-c) ... Bty o (57.199) (57.199) (75,605)
Income before minori mterest 214633 214.633 283,700
Minority interest . 1)‘ (13.918) (13.918) (18,397)

(75 150,45 por “‘.f "’J d on fully paid-up capital
Z er share, based on fully paid-up capita
{ at year—eng) yp p p 200.715 200.715 265,303
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Notes to Consolidated Financial Statements
December 31, 1988

1. Principles of consolidation

The consolidated financial statements at December 31, 1988 were prepared in accordance with standards
and procedures established by the Brazilian Securities and Exchange Commission (CVM) and include
the financial statements of Petréleo Brasileiro S.A. — PETROBRAS and of the following subsidiaries
which PETROBRAS controls either directly or indirectly.

Interest in capital (%)

Subscribed and
fully paid Voting

Petrobras Quimica S.A. — PETROQUISA and its subsidiaries ........................... 99.99 99.99
SGCompanhia NACIONal AB AICAIS v r..huisrieorsenserensseses sivsassuisssbaos aioibssase it sessasasnsbissenss 92.50 92.50
SR AIOOUIMICA INTRO S A o i e sion s s sravst vt nos ussansn H R o oo s A EASaE o3 SR VAT A 67.79 67.79
* COPESUL — Companhia Petroquimica s (0 e V| RS e s T e e ISR 67.22 67.22
» Petroflex Industria e Comércio S.A. . 100.00 100.00
Petrobras Distribuidora S.A. — BR . Sresnnsneseire 99,64 99.86
Petrobras Internacional S.A. — BRASPETRO and its submdiarles 99.99 99.99
* Braspetro Qil Services Company BRASOILU) 99.99 99.99
= Petrobras Norge A/S (1) .. " AR A T L e et reane b 100:00 100.00
* Petrobras América Inc. (1) 100.00 100.00
Petrobras Comércio Internacional S.A. — INTERBRAS and its subsidiaries ..... 99.99 99.99
S IeTBY Y CAYMRARNTEOTT) o erveacivnesssmiosconsuinsasntisreiisont iadess sbrivn e A mabandeassne st 100.00 100.00
RS o3t LR N Vel o fler el 1 ) St e e s DI o o S et 100.00 100.00
U7 T B 2 T (o R M e i s S e O L e s e ROl o e oo S S (70,406 100.00

« Internor Trade Inc. (1) .. s essssiaisimne - 100:00 100.00
Petrobras Fertilizantes S. i PETFIOFEFITIL and its subsldiarles 99.91 99.99
« Fertilizantes Nitrogenados do Nordeste S.A. — NITROFERTIL . 92.23 99.85
« ULTRAFERTIL S.A. — Industria e Comércio de Fertilizantes .. s | 10000 100.00
» Industria Carboquimica Catarinense S.A. — ICC . 98.34 100.00
» Goias Fertilizantes S.A. — GOIASFERTIL . 82.32 82.32
« Fertilizantes Fostatados S.A. — FOSFERTIL ...........cooooommrrrroomeossreressoeomsersreerre 76.22 77.77
Petrobras Mineragdo S.A. — PETROMISA ..ot 99.99 99.99

(1) Companies located overseas, with financial statements prepared in the currency of the country of
origin.

The consolidated financial statements of the subsidiaries at December 31, 1988 were examined by other
independent accountants, except for the financial statements of BHASPETHO which were examined by
the independent accountants of PETHOBRAS The portion of the consohdated assets examined by the
independent accountants of PETROBRAS amounted to Cz$ 7.016.582 million — US$ 9,274 million in 1988.

The financial statements of the aforementioned companies at December 31, 1988 were consolidated on a
line-by-line basis and all significant intercompany transactions were eliminated.
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A comparison between the unconsolidated stockholders’ equity and the netincome of Petréleo Brasileiro
S.A. — PETROBRAS, and the corresponding consolidated equity and net income is shown below:

Millions of cruzados Thousands of U.S. dollars

Stockholders’ Netincome Stockholders’ Netincome
equity for the year equity for the year

As per PETROBRAS unconsolidated financial
SIAtamMBNIS ..ot ini s ibiss s s e iaseiansss. D520 837 356.595 7,297,385 471,344
Financial income eliminated against deferred
charges

of subsidiaries in the preoperating stage ...... (142.144) (115.898) (187,884) (153,193)
Profit on intercompany sales in inventories at
year-end,

net of iNCOmMe tax ............cccceveevvvnrevevsrssnree (42.046) (39.982) (55,576) (52,848)
As per PETROBRAS consolidated financial
SIARMONIS. ey

5.336.647 200.715 7,053,925 265,303

2. Significant accounting policies

a) Translation from cruzados into U.S. dollars

The United States dollar figures have been calculated by applying the year-end bank selling rate of
Cz$756,55 to US$1 to the consolidated balance sheet, the consolidated statements of income and
changes in financial position and corresponding figures in the notes to the consolidated financial
statements, all based upon the headings “Per integral correction” (Note 2.j).

The United States dollar amounts are included solely for convenience. This translation should not be
construed as a representation that the cruzado amounts actually represent or have been or could be
converted to United States dollars.

b) Recognition of income and current and non-current assets and liabilities

Income is recorded on an accrual basis and includes the net credit arising on the price-level restatements
of investments, property, plant and equipment, deferred charges and stockholders’ equity at official
indexes, income, charges and monetary or exchange adjustments (based on official indexes or rates)
relating to current and non-current assets and liabilities, as well as, where applicable, adjustment of
assets to market or net realizable values. Income tax is deducted in determining net income.

c) Income tax

PETROBRAS holds a monopoly granted by the Brazilian Federal Government for the research,
exploration, production, refining, importation and transportation of crude oil and oil products and
related activities. Therefore, it is subject to specific legislation and that part of its income deemed to arise
from these monopolistic operations is exempt from income tax.

AtDecember 31, 1988, the Company did not record an income tax provision on income for the year,due to
the existence of tax loss carry forwards, in the approximate amount of Cz$81.200 million monetarily
corrected — US$107,300 thousand relating to 1987.

After the partial compensation of this tax loss carry forward with the taxable income for 1988,
PETROBRAS will maintain in the appropriate income tax register (“LALUR") Cz$31.300 million —
US$41,370 thousand, to be compensated against income generated in the three following years.

Consolidated income tax was computed on the taxable income of subsidiaries and affiliates.
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d) Inventories
(i) Basic accounting policies

Inventories of crude oil are stated at average import and production cost, which does not exceed market
value. (Imported crude oil isrecorded at the “CIF structure” price fixed by the National Petroleum Council
(CNP) and the differences between the actual cost and the “CIF structure” price are passed on to CNP).

The inventories of oil products and fuel alcohol are stated at average refining or purchase cost, which
does not exceed realizable value. The results of operations with fuel alcohol are allocated by the Parent
Company to the CNP account and it earns 2% of the purchase price of fuel alcohol in order to offset its
administrative expenses with these operations, without any other direct impact on results of its
operations.

Other inventories are stated at average purchase or production cost, which does not exceed replacement
cost or realizable value. Imports in transit are stated at identified cost and advances at the amount
effectively disbursed.

(i) Price adjustments

Up to December 20, 1988, when the National Petroleum Council (CNP) readjusted the sales prices of oil
products as a result of changes in the average cost of crude oil included in the price structure, inventories
of crude oil and oil products on hand with PETROBRAS on the dates of these readjustments, were
obligatorily increased by the corresponding price adjustments, in conformity with Decree-law no.
1807/80. The corresponding credit was made to the “accrual for crude oil prospecting and drilling costs in
Brazil”, in order to absorb the cost of prospecting and drilling during the year. Should the balance
accrued be insufficient, this cost would be charged directly to results for the year.

Had the Company not been obligated to follow this Decree-law, the realized price adjustments and the
cost of prospecting and drilling for crude oil, would have been recognized in income for the year, in
function of the realization of inventories.

During the year ended December 31, 1988, price adjustments of Cz$2.107.793 million — US$2,786,059
thousand were credited by the Parent Company to this accrual account, with the following impact on the
consolidated financial statements:

Millions of cruzados
and thousands

of U.S. dollars
Overstated (understated)
Cz$ uUss$
Sument aesels (INVONTOHOB) ...t wommsioiim s o s i i S vissss 214.398 283,389
SOt IADIINOS (ATOIUBIY ... ... ovnrmmatrasimmmmmasrasnsmssnssnssnsssonsssustsasansssnsseshbnsirsanssos 460.500 608,684
GleckReltars BN S o s S e S R e e e e (246.102) (325,295)
e R T R AT e S N SN S I D (221.074) (292,227)

Beginning on December 20, 1988, Law no. 7.693 turned optional the adoption of the above procedure, if
expressly authorized by the Ministry of Mines and Energy. The outstanding balance of the accrual is to be
progressively utilized to absorb the costs of prospecting and drilling of crude oil.

e) Cost of crude oil prospecting and drilling in Brazil

The costs incurred during 1988 of Cz$ 867.658 million — US$ 1,146,861 thousand, were totally offset
against the accrual set up under the terms of Decree-law no. 1.807/80, which did not result in a direct
charge against income.

f) Investments in affiliated companies and other

These investments are subject to price-level restatements; those in affiliated companies are also adjusted
using the equity method. Exchange gains or losses from investments abroad are shown as operating or
non-operating income or expenses, as applicable.



g) Property, plant and equipment and deferred charges
These assets are stated at cost plus price-level restatements.

Depreciation is provided by the straight-line method at rates which take into account the estimated
economic useful lives of the assets (see Note 7) and is charged, principally, to cost of production of crude
oil and products, to cost of research, exploration and drilling, to deferred charges and directly to income,
as applicable.

h) Investments in oil exploration and production abroad (included with deferred
charges)

Funds transferred to branches abroad by BRASPETRO, including those still to be applied, are treated as
investments in oil exploration and production abroad. The effective utilization of such funds is controlled
through the accounting records at each location. The net amount of financial charges resulting from
transactions related to the costs of such investments, up to the start of production is allocated to these
investments. On a conservative basis, a total or partial provision for risks is made for costs incurred in
areas where projects are in progress until such time as an evaluation of oil discoveries shows a possibility
of a recovery of the investments in these areas; the allowance would then be reversed to income.

The amortization of these investments in oil exploration and production abroad is provided based on a
factor of production related to the known reserves of the oil fields. The basis of the computation of the
amortization includes, in addition to the capitalized costs, net of the respective amortization, the future
estimated costs to develop the proven and probable reserves and to abandon demobilized productive
areas. The amount of the amortization is recognized as oil inventory and reflected in results when
realized, as cost of sales.

i) Costs of research and technological development

Costs with research and technological development, including those resulting from the industrialization
of bituminous oil shale, are absorbed against income in the year in which they are incurred.

j) Price-level restatement
(i) Financial statements, “Per corporate legislation”

The financial statements presented under the heading “Per corporate legislaton”, are prepared in
conformity with corporate legislation, with complementary instructions of the Brazilian Securities and
Exchange Commission (CVM) and with the above accounting policies.

Brazilian legislation requires companies to restate the carrying value of property, plant, and equipment
and related accumulated depreciation, long-term investments, certain other assets and stockholders'
equity, based upon the official Federal Treasury Bond quotation coefficients. The net result of this
restatement is charged or credited to income.

(if) Complementary financial statements, “Per integral correction”

As instructed by the CVM, the Company, beginning in 1988, presents complementary financial
statements, adjusted by the effects of inflation, under the heading “Per integral correction”. These
complementary statements are prepared based upon the financial statements “Per corporate
legislation”, according to the rules of the CVM, with the objective of increasing the information available
to the users.

The following criteria were utilized to prepare these complementary financial statements:

Balance sheet

The balances of the permanent assets and stockholders’ equity at December 31, 1988, were adjusted to
that date. The other accounts were maintained at their original values because they were in accordance
with the purchasing power of the currency at December 31, 1988 or because they presented formation or
realization periods inferior to 90 days, with the exception of alcohol of the Parent Company, which was
not adjusted, in function of the specific federal legislation determining that the results obtained on its sale
should be transferred in total to the National Petroleum Council (CNP) not affecting directly the global
results of operations of the Company.

For these reasons, the assets and liabilities at December 31, 1988, as “Per corporate legislation” are the
same as “Per integral correction”.
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Statement of income

The components of the statement of income are monetarily corrected, from the month they are recorded,
based upon the monthly variation of the OTN and adjusted and complemented, in relation to the following
aspects:

@ The inflationary losses computed based upon the variation of the OTN relating to inventories, were
added to cost of sales.

® The depreciation, amortization and exhaustion expenses and the equity participation are controlled in
subsidiary ledgers maintained in OTN's and converted into cruzados at the OTN rate at December 31,
1988.

® The inflationary gains and losses, computed based upon the variation of the OTN, relating to the
opening balances of the monetary assets and liabilities, which generate financial expenses and income,
are deducted from the respective income statement accounts.

® The inflationary gains and losses, computed based upon the variation of the OTN, relating to the
opening balances of the other monetary items, are considered in specific operating result accounts,
under the heading: “Gains and losses on monetary items without remuneration, net”, except for the gains
on the opening balances of the provision for the costs of prospecting and drilling for oil of the Parent
Company, demonstrated in current liabilities, which was deducted from cost of sales.

Statement of changes in financial position

The amounts in this statement for 1988 are presented in the currency at December 31, 1988.

3. National Petroleum Council — accounts receivable and payable

Receivables and payables with the National Petroleum Council (CNP) arising from operations related to
the monopolistic activities with crude oil, its products and the marketing of fuel alcohol, are recorded in
accounts receivable or payable, as applicable, and are liquidated in varying periods being adjusted
during 1988, in accordance with the variation of the Federal Treasury Bond index (OTN).

4. Inventories

Millions of cruzados and
thousands of U.S. dollars

Cz$ Us$

Products:
L oo o o T e el e B e (SR 382.170 505,148
FUSHAICOROl: i i n et L o e W e, 8 e LAl e 140.078 185,154
B O O O e e iy e b W h s o e sl D S T e s ) 27.447 ‘36,279
g [P T T e e o et et I | b e S et - St e 41.344 54,648
591.039 781,229
Raw materials, mainly crude oil (including imports in transit)................... 697.584 922,059
Materials and supplies for maintenancCe..........ccocveverriieeeees e e ceeinsniens 171.510 226,700
Imports of materials and supplies for maintenance in transit.................... 9.538 12,607
OB i e e e T e e e s sssnsbransassass s s nsmass S5 4,642

1.473.182 1,947,237

5. Compulsory loans and readjustable securities Issued by the Federal Power
Company (ELETROBRAS)

According to the minutes of the stockholders’ meeting of ELETROBRAS which was held on March 29,
1988, the stockholders approved, based upon Decree-law no. 1.512/72, the conversion of the
compulsory loans relating to 1978 to 1985, utilizing as the conversion factor the net book value of the
ELETROBRAS shares at December 31, 1987.

Considering that the market value of these shares at December 31, 1988 approximated the reference
value of the conversion, no provision for losses was recorded object of Circular no. 025/88 and
Decision no. 70, dated January 10, 1989 of the Brazilian Securities and Exchange Commission. The
same procedure was applied to the compulsory loans subsequent to 1986.
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6. Investments in affiliated companies

These investments, detailing the more relevant ones, can be summarized as follows:

Thousands of

Millions of cruzados U.S. dollars
%
Participation Adjusted Netincome Carrying Carrying
value of value of

in paid-in  stockholders’ (loss) for

capital equity the year investments investments
Of PETROQUISA:
COPENE — Petroquim:ca do
Nordeste S.A. . ol el S by 1.126.735 88.320 441.301 543,653
Salgema Industrias
Quimicas S.A. (1) .. G O =2 292.299 17.646 91.095 120,408
CIQUINE — Companhla
Patroquiimica: et e 39.07 167.599 3.806 57.699 76,266
EDN — Estireno do Nordeste S.A. .. 27.74 158.104 16.791 50.950 67,345
OXITENO S.A. — Industria e
Comércio .. gy, | £3.00 126.667 21.901 29.969 39,613
COPERBO — Companhua
Pernambucana de Borracha
Sintética .......... s sabekises 280 102.635 (611) 28.630 37,843
Pronor Petroquimlca SR A 33.04 141.130 12.008 52.221 69,025
POLIOLEFINAS S.A. . i e L 188.280 31.634 54.319 71,799
776.184 1,025,952
Other affiliated companies .............. 260.773 344,687
: 1.036.957 1,370,639
Of PETROFERTIL, BR and others .... 33.738 44 595
1.070.695 1,415,234
(1) Audited by our independent public accountants.
7. Property, plant and equipment
Millions of cruzados and
Depreciation thousands of U.S. dollars
rate
% Cz$ us$
Buildings and improvements ............cccccnniiiiiieiiinies e saisnis 4 497.340 657,379
Equipment:
Exploration: and: proGUCHON: ... uicsrismnsrarmssionssiessasriisisasisoio 10to 15 1.924.713 2,544,066
BOHINING imiiim s fninimin wous e o asa o s fo sHAset A e Ve mss 10 1.229.905 1,625,676
D U O e o ey e et T e 10 to 40 104.922 138,685
Transportation ................... 7.5;20,25 1.266.219 1,673,675
Petrochemical productlon 10 and 20 982.852 1,299,124
Fertilizer producllon 6.7 to 20 391.781 517,852
Mining .. 10;12;20 11.294 14,928
Other .. Ly SN = N e I W o S M N =g X [0 3717 Lo (A0 129.832 171,611
Rights and concessmns ............................................................. 10 and 20 13.229 17,486
6.552.087 8,660,482
Accumulated depreciation and amortization ...............cccceeeene (3.720.981) (4,918,354)
2.831.106 3,742,128
DB ot e e st e v ey B i s AT e T e 151.439 200,171
T (R A o o Rt e e Bt 121.668 160,820
Advances to suppliers, contractors and others ..........cccccceueee. 27.915 36,898
Expansion projects — construction in progress:
Exploration andi proguction: ... esiiiessiniasiviissisivssssmpraszs 719.590 951,147
Aliiia 1as (e RN e ST e e T Sl L e e 226.827 299,818
I DI O i T i e s s s e e s S e e 5.634 7,447
Transportation .. - 446.456 590,121
Petrochemical productlon 82.861 109,525
Fertilizer producllon 87.604 115,794
Mining .. 230.814 305,088
L 17— et A s A 473 621
1.800.259 2,379,561
4.932.387 6,519,578
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During 1988, an explosion occurred on the Enchova Central Offshore Platform, in the Campos Basin. As a
result of an agreement carried out through the Brazilian Reinsurance Institute (IRB), with the
international insurance companies, PETROBRAS received a lump sum payment of Cz$ 141.104 million —
US$ 325,000 thousand, recorded in result of operations, with offsetting entries for the respective carrying
value of the platform and costs incurred with the explosion.

The net result increased income by Cz$ 111.268 million — US$ 147,073 thousand and is presented as an
extraordinary item, under the heading ‘‘net result of the Enchova Central Platform claim”.

Depreciation and amortization for the year amounted to Cz$ 484.958 million — US$ 641,012 thousand of
which Cz$ 422.653 million — US$ 558,658 thousand were charged to cost of production and cost of
research, exploration, drilling and other, Cz$ 5.481 million — US$ 7,245 thousand were deferred and Cz$
56.824 million — US$ 75,109 thousand were charged directly to consolidated income.

The funds available, in the name of PETROBRAS, toinvestin the future acquisition, expansion or repair of
its fleet of vessels, arising from the surcharge levied on freight for the renewal of the Brazilian Merchant
Marine (AFRMM) at December 31, 1988 amounted to Cz$ 1.080 million — US$ 1,428 thousand.

As part of its program to increase domestic crude oil production, PETROBRAS has signed service
contracts with risk clauses with qualified companies. The risk contracts provide, in general terms, that the
contracted companies will bear all the costs incurred with exploration and production development. In
case the explored areas are not considered commercially viable, the respective costs are not reimbursed
by PETROBRAS, which receives, however, the respective assets. Up to December 31, 1988, the
contracted companies spent on exploration Cz$ 1.149.956 million — US$ 1,520,000 thousand, which will -
not be reimbursed.

On the other hand, if production is considered to be commercially viable, the costs incurred are
reimbursed by PETROBRAS to the contracted companies, with funds provided exclusively with net
revenue from production carried out by PETROBRAS in the respective area, in the following manner:

(i) costs incurred during the exploration phase will be reimbursed without any increase; and
(ii) costs incurred during the development phase will be reimbursed with contractual interest.

In addition, the contractors will have a contractually predetermined financial remuneration on the crude
oil produced, in the respective area, also paid exclusively with the funds from the above mentioned net
revenue. Up to December 31, 1988, the contracts in force presented the following position:

1. Areas where oil was discovered:
a) in the production phase: the Redondo and Serra Vermelha fields, both in the Potiguar Basin;
b) preparation of the development plan: the Nordeste do Morro do Rosado and Ponta do Mel fields,
also in the Potiguar Basin.

2. Area of gas discovery: :
In the development phase: the Merluza maritime field in the Santos Basin.

3. Area of exploration:
In the Maraj6 and Middle Amazonas Basins.
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8. Financing

Millions of cruzados and thousands
of U.S. dollars

Current Non-current
Cz$ Us$ Cz$ Us$
Foreign financial institutions:
Financing subject to annual fixed or fluctuating
interest of between 1% and 12.5%; fluctuating
rates adjusted to changes in the prime rate or the
Eurodollar market rate; repayable by 2007:
United States dollars .......c.ccccccvvvminvicvcrcvencinnininenennn,. 1.781.354 2,354,575  337.981 446,741
Other currencies expressed in United States 87.667 115877 360.338 476,291

(o (o) 1) e e s e e g o U o e e s
Bearer bonds issued in the German market, subject to
annual interest of between 7% and 8%,
redeemable by 1989; German marks — DM 25
kL LiTe o ey o e s s S S e e N e e 10.815 14,295 —
Foreign suppliers, subject to annual interest of
between 5.88% and 10% repayable by 1993:

United States dolIars . i uaiieiininmimisigaaibiamsi 39.801 52,609 11.434 15,113
Other currencies expressed in United States 17.362 22,949 47.702 63,052
[5 (5] [F21 1 N it o S e s ) D
National Economic and Social Development Bank
(BNDES):

Financing renegotiated in 1988; subject to
adjustments to changes in OTN value and
interest of 6% to 8.5% per year; repayable by

110 s e R R i S P S e 1.322 1,747 44.995 59,474
Financing subject to annual interest of between
1% and 12% plus adjustments to changes in OTN
values; repayable by 2002 ..........cccciviiiiieiieciiicninn, 39.564 52,295 238.892 315,765
Bank of Brazil S.A.:
Loans for imports, not subject to financial charges 22.574 29,838 — —
0] G e L GG 1 S S o e s 83.720 110,661 10.001 13,218

2.084.179 2,754,846 1.051.343 1,389,654

Financing relates mainly to purchases of raw materials, alcohol, development of production facilities,
construction of offshore drilling and production platforms, construction of vessels, as well as the
expansion of industrial plants.

Financial institutions abroad do not require guarantees from PETROBRAS. The financing granted by
BNDES — National Economic and Social Development Bank is guaranteed by a lien on the assets
being financed (vessels).

Certain subsidiaries granted in special cases guarantees on financing obtained by their affiliated
companies. At December 31, 1988, these guarantees amounted to approximately Cz$ 91.900 million —
US$ 121,470 thousand.

As of December 31, 1988 US$ 1,308 million (US$ 1,384 million in 1987) equivalent to Cz$ 989.421
million (Cz$ 99.241 million in 1987) were on deposit with the Brazilian Central Bank (Resolution n® 479
and Circular n? 349). Financial charges (interest and exchange adjustments) related to the periods of
time elapsed between the dates of these deposits and those of the redemption and/or payment of the
loans on their due dates are for the account of the Brazilian Central Bank.

On December 22, 1988, PETROBRAS and BNDES — National Economic and Social Development
Bank, according to Decree-Law n° 2.414/88 regulated by Resolution n? 211/88, of the Ministry of
Transport and approved by the National Congress, according to Decree n? 26/88, signed a
renegotiation agreement for part of the financing contracts for the construction of vessels. This
renegotiation had as an objective to change the method of readjustment of the balance due of these
contracts, computed up to September 22, 1988 by the devaluation of the cruzado in relation to the
U.S. dollar and which began to be computed by the variation of the nominal value of the OTN (Federal
" Treasury Bond), retroactively to the original dates of the signing of the contracts. The respective
credits due to the repayments already made, were offset against the futyre installments due of the
same contracts.

Considering the December OTN, the gross effect of this renegotiation on results for the year was to

increase income by Cz$ 197.190 million — US$ 260,640 thousand. 59



9. Stockholders’ equity

a) Capital stock

The Company'’s subscribed and fully paid capital stock at December 31, 1988 consists of 583,970,228
ordinary and 422,386,969 preferred shares with a nominal value of Cz$ 250 each.

The preferred shares do not have any voting rights and are not convertible into ordinary shares.
Ordinary shares may not be converted into preferred shares. Preferred stockholders have priority in
the return of capital and in the receipt of a minimum dividend of 5%, calculated on the nominal value
of their shares, monetarily corrected at the end of the year.

The Administrative Council of PETROBRAS is proposing to the general assembly of stockholders to
be held on March 22, 1989 the increase in the Company's capital from Cz$ 2.304.754 million —
US$ 3,046,400 thousand to Cz$ 3.019.072 million — US$ 3,990,580 thousand, through the
(c::agit;gsation of reserves and the consequent increase in the nominal value of the shares to

z$ 3.000.

b) Reserves
Reserve account balances are as follows:
Millions of cruzados

and thousands
of U.S. dollars

Cz$ Us$
Capital reserves:
BUBSIAIES — AR RININM o i i ve hrsvias e s bo st s e s v s 30.418 40,206
B0 e e e B P Nyt P D e M S =Dl o P 33.998 44,939
64.416 85,145
S T S Ta WA T o) A e S S B 101 L0 L b s e 793.367 1,048,664
Revenue reserves:
(B0 72 [simraatan e Rt Ot el o e D A i P LRy ot 138.037 182,456
LIntaaliZot OBININGS it s e iE s vy snass A tsthssesnmn e rakeranss oA ss somnssiiano 84.182 T2

AL T R B L 0 | e s e B e Sl e S e B S e e e 1.920.451 2,638,432
Special-Tetention Of AIVIAENAS .. ... o sseisarisiissnss connisassassnsaseiissssniimsisiss -
0115 R S e e BRI RO P8 oo o L M M 0 31.440 41,557

2174110 2,873,716

Subsidies reserve — AFRMM

Is provided as required by Iegislation, through freight surcharges levied for the renewal of the
Merchant Marine (AFRMM). These funds are used to purchase, enlarge or repair vessels of the fleet.

Revaluation reserve

Is established by PETROBRAS in the amount of the revaluation increments of property, plant and
equipment recorded by subsidiaries and/or affiliated companies based on appraisals by independent
experts. During 1988, certain subsidiary and affiliated companies carried out revaluations of plant and
equipment in the approximate amount of Cz$ 345.638 million — US$ 458,860 thousand.

As permitted by the Brazilian Securities and Exchange Commission (CVM) Decision No. 27, of January
5, 1986, the realization of this reserve, proportional to the depreciation of the revaluated assets was:
(i) credited to consolidated income, classified in the account “Participation in the increase in the net
underlying assets of affiliated companies” in the amount of Cz$ 65.464 million — US$ 86,530
thousand and (ii) transferred to retained earnings in the amount of Cz$ 27.323 million — US$ 36,115
thousand for reserves constituted after that date.
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Legal reserve

Is provided through an appropriation of 5% of net income for the year as required by article 193 of the
Brazilian Corporation Law n° 6.404/76.

Reserve for unrealized earnings

As permitted by article 196 of the Brazilian Corporation Law n° 6.404/76, was constituted in an amount
equivalent to the net increase of the PETROBRAS interest in the net equity of its subsidiaries and
affiliated companies. This reserve serves the purpose of postponing the payment of dividends related
to profits which exist in economic terms but which have not been realized in financial terms; when
realized, such profits are transferred to retained earnings and are included for the purpose of
calculating dividends.

Statutory reserve

Included with other revenue reserves, in the amount of Cz$ 31.440 million — US$ 41,557 thousand, is
provided through an appropriation of net income for the year in an amount equwalent to a minimum
of 0.5% of subscribed and fully paid capital restated at the year-end. The reserve is used to fund some
of the costs incurred with research and technological development. The accumulated balance of this
reserve can not exceed 5% of the capital stoek, according to article 80 of the Company’s bylaws.

Retention of earnings reserve

Destined to fund working capital requirements and, in compliance with Federal Government
directives, to invest funds in the area of exploration and development of petroleum production, based
upon article 196 of Brazilian Corporation Law n? 6.404/76.

Special reserve

Arises from the partial retention of dividends for the year 1986 set up in accordance with Corporate
Law n? 6.404/76, for future distribution to stockholders. The respective dividends were paid during
1988.

c) Dividends

Under the Company's bylaws, stockholders are entitled to a compulsory dividend of at least 25% of
adjusted net income for the year, calculated in accordance with Brazilian Corporation Law

No. 6.404/76. The dividend for 1988, proposed by the Administrative Council of PETROBRAS and
subject to the approval of the stockholders, amounts to Cz$ 120.762 million — US$ 159,622 thousand,
and is calculated as follows:

Millions of cruzados and

thousands of U.S.
dollars
Cz$ Us$
Notincome TOrtREVOAY . v s i i il o i o e et e 356.595 471,344
Appropriations to:
Legal reserve . (17.830) (23,568)
Reserve for unrealized earnmgs ................................................................ (84.182) (111,271)

254.583 336,505
Reversal of reserves |nclud|ng pnce—level restatements:
Unrealized earnings . o LD L B e e L 162.325 214,560
Contingencies ...

Revaluation reserve . 27.323 36,115
Base income for calculation of dividend 444.231 587,180
Proposed dividend (equivalent to 27.2% of the base income — Cz$ 120

per share) to be paid within 60 days of the date on which the dividend

e ST et S s e S M i S o Sl A, e N 120.762 159,622

61



10. Gains and losses on monetary items without remuneration

Millions of cruzados and
thousands of U.S.

dollars

Cz$ USs$
Cash . (116.171) (153,554)
Accounts receivable . (1.119.090) (1,479,202)
Operations with affiliated compames (383.160) (506,457)
Accounts payable — trade . 955.383 1,262,815
Social secunty contributions 155.810 205,948
Dividends . 134.589 177,898
Taxes . . 333.484 440,796
Other accounts payable net . 194174 256,658

155.019 204,902

11. Insurance

The Company and its subsidiaries adopt insurance programs which take into consideration,
principally, the concentration of risks, the relevance and the replacement value of assets. The
principal data on the insurance coverage is summarized below:

Millions of cruzados and
thousands of U.S. dollars

Type of Value of Coverage
Assets coverage Cz$ Us$

Installations, equipment and inventories Fire 507.432 670,718

Sundry risks 44.297 58,551

QOil products and materials in general imported and exported Transport 1.586.058 2,096,435

Materials and products in transit in Brazil Transport 1.023.709 1,353,128
Tankers, offshore exploration and production equipment and

auxiliary vessels Hulls 1.571.524 2,077,224

12. Petrobras Pension Fund — Petros

Petros has as its principal objectives the complementing of the social security pension benefits of the
employees of PETROBRAS, and the majority of companies in the PETROBRAS group and Petros
itself, and the management of other social programs promoted by its sponsors. In order to meet these
objectives. Petros receives monthly contributions from the companies and participants involved,
based on the monthly remuneration of its employees. Contributions for the year from PETROBRAS
and its subsidiaries amounted to Cz$ 119.024 million — US$ 157,325 thousand and were charged to
cost of production, research, exploration, drilling and other.

In accordance with Brazilian legislation, an annual evaluation of the Petros pension plan is made by
an independent actuary.
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13. Subsequent events

On January 15, 1989, the Brazilian Government introduced changes in the Brazilian economy,
including a general price freeze, a devaluation of currency of 16.38% and the revocation of the

procedure of monetary correction of the balance sheet.

The changes resulting from these measures should produce effects on the financial statements,
which amounts are being quantified by the Company to be disclosed subsequently.
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#N PETROBRAS
v PETROLEO BRASILEIRO SA.

Head Office:

Edificio Marechal Ademar de Queiroz
Av. Repiiblica do Chile, 65

Telefone: (55-21) 534-4477

Telex.: (21) 22.573/23.335

Rio de Janeiro, RJ - CEP: 20.035
Brasil

Subsidiaries

PETROQUISA
Petrobras Quimica S.A.

Rua Buenos Aires, 40

Tel.: (55-21) 296-5131

Telex: (21) 21.496

Rio de Janeiro, RJ - CEP: 20.070

Vice-President
José Juca Bezerra Neto

Directors

Helio Camarota

José Figueiredo Paschoal Junior
Lélio Martins da Costa

Percy Louzada de Abreu

BR

Petrobras Distribuidora S.A.
Praga 22 de Abril, 36
Tel.: (55-21) 217-8383
Telex: (21) 21.409/21.222/36.301
Rio de Janeiro, RJ - CEP: 20.021

Vice-President
Mauricio Medeiros de Alvarenga

Directors

Jaime Paulo Antonio Sartori
José Fantini

Vanildo Gomes Soares

BRASPETRO
Petrobras Internacional S.A.

Praca Pio X, 119

Tel.: (55-21) 291-0102

Telex: (21) 22.640

Rio de Janeiro, RJ - CEP: 20.040

Vice-President
Antonio Carlos Sobreira de Agostini

Directors

Antonio Luiz Silva de Menezes
Paulo Cesar Figueiredo Mattos
Kazumi Miura

Luiz Antonio Nascimento Reis

INTERBRAS
Petrobras Comércio
Internacional S.A.

Rua do Rosdrio, 90

Tel.: (55-21) 296-2033

Telex: (21) 21.709

Rio de Janeiro, RJ - CEP: 20.041

Vice-President
Hamilton S. Albertazzi Drummond

Directors

Carlos Affonso de Aguiar Teixeira
Mauricio Alves dos Santos

Sérgio Rodolfo B. Spieler

PETROFERTIL
Petrobras Fertilizantes S.A.

Praga Mahatma Gandhi, 14

Tel.: (55-21) 217-5335

Telex: (21) 23.880/30.137/36.685
Rio de Janeiro, RJ - CEP: 20.031

Vice-President
Aurilio Fernandes Lima

Directors

Bruno da Costa Soares

Jodo dos Reis Pimentel

Jorge Augusto Sotelino Mattos
Newton Lima de F. Guimaraes

PETROMISA
Petrobras Mineragao S.A.

Av. Presidente Vargas, 583

Tel.: (55-21) 296-7766

Telex: (21) 32.509

Rio de Janeiro, RJ - CEP: 20.071

Vice-President
Ruben Lahyr Schneider

Directors

Edivaldo de Mendonga Andrade
Jorge Fernandez da Cruz

Luiz Cezar Franga
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