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Just to compose the Context...

Strategies of Government and Companies.
Characteristics of International PSCs.

A short History of Production Sharing Contracts
In the World.

Risk Sharing Contracts in Brazil — the first
Brazilian Experience with PSC.

Challenges for implementing Production Sharing



pE,EEm Strategies of Governments and Companies

« Host Government => it has its own intentions and
motivations, for short and long range strategies, normally
deeply embedded into local politics

« The International Oil Company (I0OC), => it has its own
economic and strategic set of criteria's for capital allocation in
different jurisdiction and in a diversified portfolio.

« Government of the Country of Incorporation of the 10C,
which may restrict the countries, where its domiciled 10Cs
may operate, or may induce them to operate in others,
according with its governmental international political agenda
and strategy.




pE,EERAS Strategies of Governments and Companies

Behind any contractual model, negotiated or proposed by Host
Governments there is a pending (host government X
10C x home country of the 10C), Which 1S momentarily solved due to the
economic interests of all participants allowing the Contract
execution and commitment from all parties to abide to its terms.

But the conflict remains latent, and it may erupt into conflicts
between the parties, leading to arbitration, or even breach of the
Contract, if the any of the parties, directly or indirectly involved,
changes its strategies and interests on the project object of the
Contract, or if any change (or prospective change) on its
boundary conditions, such as tax framework, legal risk or
macroeconomic or political results makes a party loose Iits
Interest on the continuation of the project.
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The International PSCs have the following characteristics (1):

* The capture of Economic Rent is done primarily through the sharing of the
profit oil between I0C and local government. Indirect taxes (like the
Brazilian ICMS (vAT), IPI (industrial tax), etc) are incorporate into the CAPEX
for cost Recovery, because since the allocation of any recoverable item to
the Contract it belongs to the government, and shall be handed over to the
government at the end of the Contract.

* In other words, the IOC is spending Government's money during the
conduction of the operations, and in case of success it shall be reimbursed
(recovery all costs) from revenues arising from the project and share the
profit.

 |In some countries a royalty is charged before cost recovery and profit
sharing as a way to guarantee a minimum government income since first
oll.
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The International PSCs have the following characteristics (2):

« For practical purposes, the Gross revenue from selling or oil and gas are
split in 3 parts: 1) Payment of Royalties, 2) Recovery of cost and
expenses 3) the remaining, labeled as “Profit Oil” is split between the 10C
and Government according to rules established in the Contract.

« |t is important to notice that traditionally in the pure international PSC there
IS no Income Tax like in the Royalty —Tax, even though it is becoming more
common in new contracts for the government to charge Income Tax in
same way. Normally the local NOC pays Income Tax to Financial Ministry.

« Other incomes for the IOC, like renting of idle facilities and pipelines,
penalties for reinstatement on Sole Risk Operations, etc., are not part of the
Gross Revenue for the PSC terms, but may be subjected to Income Tax.

« At the end of the Contract Life, all assets acquired for the benefit of the
Operations become property of the Government (their cost were already
recovered through the live of the Contract)
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Nigéria - Modelo Fiscal - PSC

GR = GROSS REVENUE

NR — Net Revenue

Cost Oil ceiling: 80% of NR

CAP

NCAP OPEX ECO

Royalty 8%
Op.Costs

NCap.Costs

80% of Appraisal and
Development Wells

Cap.Costs

(Pre-prod Capex + Facilities +
20% of Development Wells)
depreciated in 5 years

Profit Oil Split

P1 ITA

Profit Oil

Contractor | NNPC

Bonus Production m
At 220 MM bbl— 50 MM US$

At 500 MM bbi— 50 MM USS
R - Factor Contractor
Share
R<1.2 70%
t2<r<gs| 2%+ssw| |CAPEX| [ PPT | [ ABD | | ECO |
' T @3R3 Invest. Petroleum Aband. Excess Investmen 50% of
R>25 25% Costs Profit Tax Costs Cost Oil Tax Allowance capital Cost
For this PSC:

4+ Royalty de 8% for deep water production
4+  Cost Recovery Limit: 80%
4+  Profit Slide Scale based on"R" factor

Minimum of 10% participation of local private company (LCV) in the JV




PETROBRAS

ANGOLA - MODELO FISCAL - PSC

NO ROYALTIES

GR - GROSS REVENUE

COST RECOVERY: FROM 50% TO 65%

PROFIT OIL

DEV oP

EXPL

COST RECOVERY

DEV [ DEVELOPMENT (Uplift 50%)

OP [ OPERATING

EXPL 0 EXPLORATION

In this
order!

GOVERNMENT TAKE
IR INCOME TAX
GOV. B GOVERNMENT SHARE

SIGNATURE BONUS NOT RECOVERABLE

PROFIT SHARING

RATE OF RETURN (%)

CONTRACTOR'S
PROFIT SHARE (%)

0-15 AA
15-25 BB
25-30 cc
>30 DD
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Mozambique PSC Model

Gross Revenue

Net Revenue Royalty
. Royalty
Cost recovery Limit hydrocarbon e
oil 8%
gas 5%
‘ PROEIT OIL ‘ CAPEX + OPEX
Cost Recovery Limit
depth maximum
| 1oc | cov | [ o
500m-1000m 75%
_U a°r Contor Deeper than 1.000m 85% ENH carried in
12;2 57323 15% during
50 28 50 Exploration
above 2.5 50%

Income Tax: 32%
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el History (1)

Sj The first contracts with some elements of PSC were signed in 1943
o4 In Venezuela between the local government and the Standard Oil of
| New Jersey (today ExxonMobil ), via its affiliate Creole Petroleum
Company, that accepetd the terms imposed by the President Isaias
Medina Angarita, with a sharing of 50-50 of the profit from
o productlon operatlon including royalties of (16 %/;) and taxes.
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After the end of WWII in 1945, production and prices skyrocketed
so the government assessed that its share from the 50-50 was no
longer enough. Them, President ROmulo Betancourt imposed an
additional bonus of US$ 18,7 milhdes (money of the day)to be payed
by Creole. The conflict remained until 1948 when the Creole
acepeted the new Law for all its contract.




2
History (2)

It Is iImportant to remember that WWI was at its summit
with the Nazi Navy caring out operations in the Atlantic and
the Allied Forces desperately needing the Venezuelan oil
supply for the war efforts in Europe and Northern Africa

This context granted Venezuela the power to change the
rules and impose better Contractual Terms extending the 50-
50 concept for 40 year over all new Investments, even
though the were less profitable for the international

Investors.
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History (3)

The first true PSA were signed in Indonesia right after its
Independence in 1945, under a nationalist wave while there
were a perception that too many advantages were being
granted to the IOCs (most of them middle size independents)

The “majors” did not accepted to participate in projects
where they would not own the assets and could not control
them. But in the end the need to grant oil supply to their
refineres forced them to accepeted the new terms

ﬁ,—




PETROBRAS ” Brazilian Risk Contracts ”

« Were criated during Geisel Administration (1975), with no legal
base, under Petrobras monpoly. They were name Service Contract
with a risk clause. The firs wasw signed in 1976 with BP.

 From the economical standpoint they were Production Sharing
Agreements, with a limit for cost recovery and “R factor ” for
profit sharing according to a ““sliding scale”

* From the legal standpoint they signed between Petrobras and a
|OC, with no State involvement

. The 1988 Constitution outlawed them (articleo177)



PETROBRAS ” Brazilian Risk Contracts ”

« All assets brought into the contract were permanently
owned by Petrobras, including tracts of land

« All taxes and duties for the acquisition or importation of
goods, were classified as recoverable expenses for
exploration and development.

 There were a provision for unitization for fields beyond
the block limits.

* Petrobras would become the sole operator after a
handover to occur after first oil.



PETROBRAS ” Brazilian Risk Contracts ”

* Royalties would be payed at 5% as it was payed by
Petrobras on the production of all fields There was no
countract between the Government and Petrobras

« All expenses would be recovered Iin 20 quartly
iInstalments, if there were enough revenue. This would
includ all CAPEX for development.
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Proposed Laws for the Pré-Salt Area
PL 5.938/2009 - Production Sharing PLC 16/2010 still in Senate

PL 5.939/2009 - Incorparion of Petro-Sal PLC 309/2009 enacted in 08.02.2010.
Law 12.304/2010

PL 5.940/2009 - Social Fund PLC 7/2010 added the Production Sharing articles.
Enacted in 12.11.2010. Law 12.351/2010, with

—\0to

PL 5.941/2009 - Cessao Onerosa and PLC 8/2010 enacted in 30.06.2010.
Petrobras Capitalization Lei 12.276/2010



—— . ocal Content Rules

* This issue was not addressed by the Law, but what was
established in the “Onerous Assignment Contract” may
throw some light on what may come in the PSA.

*The rules are applicable only to CAPEX and not to
Operating Costs.

* The local content is defined by line item in the budget, and
not in overall percentage like in the Concessions.



o PSA in Brazil:

* Petrobras will participate in all contracts with a minimum of 30%
WI., as sole Operator.

* In the event Petrobras does not win a bid round, the WI beyond
the minimum 30% will be owned by a private company, and
Petrobras will have to abide to the winners terms.

* There Is no mechanism established for the Profit Sharing. The
company that offers more oil to the government is the winner.
But there may be ways to calculate that.
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Local Content Rules for Onerous Assignment Contract

Contendo Local minimo item

SUBSISTEMA Item %)
Primeira Slen | Primeiro Oleo @::-;m:r:?:uu
até 2016 2017 e 2018 pis 2019

Contendo Local Minimo - modulos da Etapa de Desenvolvimento (%) a5 af % 6.5%
Afretamento de Sonda 29% 50% 65 %

Perfuragso Avaliacso e Apaoio Operacional (Maritimo/Aereo/Base) 50% S0% B0%
Completagéo Arvare de Natal /0% 70% a0%
Perfuracdo+ Cormpletacio (obs 1) 49% 459% 49%

Sistemas Auxiliares (obs 2) 52% A0% 52%
Dutos de Escoamenta 100%: 100%: 100%

Engenharna Basica 50% S0% 50%

Engenharia de Detalhamento 25% 295% 295%

sistema de Coleta de  |Gerenciamento, Construgdo e Montagem 50 % B0 % B0 %
Frodugao Linhas de Producéofinjecio Flexiveis (Flow Lines, Riser AB % a5 % 5k %
Manifolds A0% J0% 0%

Sistema de Controle Submarino 0% 0% 0%

Umbilicais 55 % 55% 5%

Casco /0% 70% 0%

Engenharia Basica b5 %o b5 % B5 %

Engenharia de Detalhamenta B5% B5% B5%

Gerenciamento, Construcdo e Montagem B5% B5% B5%

Instalagao e Integracdo de Madulos B5% B5% B5%

. Flantas - Construcdo e Montagem b5 % B5% B5%
Eft':ciéﬁgf;gg Engenharia Basica 5% E5% E5%
Broducs Engenharia de Detalhamenta B5% B5% B5%

roducéa) Flantas {obs 4) . .

Gerenciamento de Servicos 5% B5% B5%

hateriais (obs 4) 71 % 7% 7%

Fré-Instalacdo e Hook-Up das Linhas de Ancoragem B5% B5% B5%

Sistermas Multiplos de Ancoragem 5% B5% B5%

sistemas Simples de Ancoaragern b5 %o b5 % B5 %

Sistemas Mavais b5 % b5 % B5%
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Challages for implementing the PSA in Brazil

* The Ministry of Mines and Energy (and not ANP) will draft
and submit for public hearing the structure and proposed
wording for the PSA. This has not been done so far.

 The Royalty issue has not been solved. The Brazilian
Model will be a hybrid one, with a Royalty-Tax System
above a Production Sharing Model.

 The rules for depreciation and amortization for Cost
recovery may be completely different from the ones
applied for calculation of Profits taxable for Income Tax
Purposes.
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Challages for implementing the PSA in Brazil

* If the international PSA model is going to be used, all items
acquired (good, facilities, equipments) for the benefit of the
operations of a PSA, shall be owned by the Government.
Will it be owned by PPSA, ANP, MME?

« How indirect Taxes, like ICMS, will be treated and
recovered? Will all compensation and tax benefits be
exercised and enjoyed by the Government?

« How the Operator (Petrobras) will charge Overhead
expenses as Cost Recoverable for the PSA? The same
guestion for marketing and production transportation cost.
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Challages for implementing the PSA in Brazil

* There will be a JOA for the parties other than the PPSA?
Or the rules of a JOA will be incorporated into the PSA?

« How the legislation of REPETRO (special rules for
temporary importation for upstream operations) will be
applied? If, at the end of the PSA life everything is handed
over to the government, there will be no temporary
Importation.

« What cost incurred outside the Contract Area will be
allowed to be cost recovered (pipelines, ports, loading-
offloading facilities, etc.)?
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Conclusion

« PSAs are not new in Brazil.

* The rules, legislation, fiscal framework, ordinances, and the
Contract itself have not been created. Without these items it
not possible for investors to assess value and participate Iin
a bid round.

 PPSA will not make investments, but will make decisions.
Will it be liable? Is there going to be a Joint Liability, among
PPSA, Petrobras and IOC partner? What risks will investors
bear, are not clear.
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The end

Adauto Carneiro Pereira

Tel: 3224-0072



PE,E“,',;'MS 1. c) Os Contratos de Partilha

Modelo Simplificado de PSA

(baseado no modelo Angolano)
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Modelo Simplificado de PSA

Fenodao
Total 1 2 3 4 5 G i
Freco LISH/BBL 100 100 100 100 100 100 100
“olume (barris) 10.000 | 10.000 | 10.000 ( 10,000 | 10.000 | 10.000 | 10.000
Feceita Bruta 2.000( 1.000 ) 1.000( 1.000 ) 1.000( 1.000) 1.000( 1.000

Modelo:

* Preco do dleo fixo por 7 anos
* Producao de 10.000 barris por periodo

Valores financeiros em m US$
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Modelo Simplificado de PSA

Fenodo

Total 1 2 3 4 5 ] 7
Preco USH/BEEL 100 100 100 100 100 100 100
Yolume (barris) 10,000 [ 10,000 [ 10,000 { 10,000 { 10,000 { 10,000 { 10.000
Receita Bruta 5000 1.000] 1.000( 1.000) 1.000] 1.000 | 1.000] 1.000
Depreciacao e Amortizagao 1.697 bS[0 440 293 150 118 b3 32
Custo Operacional 250 5[ 5[ 5[ 5[ il 500 S0
Custos Totais no periodo 1.941 00 490 343 240 168 118 82
Custo + Carryforward 2,564 700 k30 533 273 165 118 =)

Carryforward 443 200 190 33 - - - -
Lirite Hecuperacao S0% 2l 2l al) i A il A a1
Custo Recuperado no peniodo 1.941 200 200 0 273 168 118 82

» Custos (depreciacao + despesas + custos operacionais)

* Os custos em cada ano sao 75% do valor do ano anterior

« Limite de Recuperacéo = percentual da Receita Bruta

« Carryforward: valores nao recuperados em um ano gue sao
adicionados aos custos do ano seguinte.

Recuperacao) e (Custo+ Carryforward)

Valores financeiros em m US$

Custo Recuperado: o menor valor entre (Limite de

Note que nos primeiros 3 periodos a recuperacédo € igual ao limite,

e do 4° periodo em diante € igual ao Custo.
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Modelo Simplificado de PSA

Fenodo

Total 1 2 3 4 5 ] 7
Frego U=h/EEL 100 100 100 100 100 100 100
Yalume (barris) 10.000 | 10.000 | 10.000 | 10.000 | 10.000 | 10.000 | 10.000
Feceita Bruta 5000 1.000] 1.000] 1.000| 1.000( 1.000( 1.000| 1.000
Depreciagao e Amortizagao 1.691 b5[ 440 2493 190 118 bE 32
Custo Operacional 29[ a1l a1l a1l a1l a1l i Sl
Custos Totais no penodo 1.941 00 490 343 240 168 118 82
Custo + Carryforward 2,364 /00 B30 533 273 168 118 02

Carryforward 443 200 190 33 - - - -
Limite Recuperacao S50% 20l 20l 20l 200 200 200 200
Custo Recuperado no periodo 1.941 500 500 500 273 168 118 82
Frofit Oil 500 500 500 727 g32 g5 215
Fartilha (% da Companhia) 40%| 1..224 200 200 200 291 333 353 357
Imposto Fay-as-You-Go | 50% b1 100 100 100 145 160 17h 154

« O Profit Oil € = montante da Receita Bruta — Custo Recuperado

« A Partilha é percentual do Profit Oil que fica para a Empresa

« Imposto Pay-as-You —Go € o percentual da Partilha que € pago

ao Governo, sem nenhuma outra deducao.

Valores financeiros em m US$
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Modelo Simplificado de PSA

Fenodo

Total 1 2 3 4 5 ] 7
Preco USH/BEL 100 100 100 100 100 100 100
Yalume (barris) 10.000 | 10.000 | 10.000 | 10,000 [ 10,000 | 10,000 | 10.000
FReceita Bruta 5000 1.000) 1.000] 1.000| 1.000( 1.000( 1.000] 1.000
Depreciagao e Amortizagao 1.691 Sl 440 2493 190 118 bE 32
Custo Operacional 250 il il il il il al al
Custos Totais no periodo 1.941 700 490 343 240 168 118 82
Custo + Carryforward 2,364 700 B30 533 273 168 118 82

Carryforward 423 200 150 33 - - - -
Limite Recuperacdo 50% S00 S00 S00 S0 500 S0 S0
Custo Recuperado no periodo 1.941 500 500 500 273 168 118 82
Profit Qil 500 500 500 727 632 652 918
Partilha (% da Companhia) 40%| 1.224 200 200 200 291 433 353 367

Imgoam Pag—aa-‘:’au-@a S509% 12 100 100 100 145 16k 176 184

Feceita LiguidaTotal da Companhia

25563

kOO

kOO

kOO

418

334

2594

26k

Feceita Liguida em Barris

b

b

b

b

4

3

3

3

» Receita Liquida Total da Companhia = Recuperacao de Custos +

Partilha — Imposto Pay —as-You-Go.

* Receita Liquida em Barris = Receita Liquida Total / Preco do Barril

Valores financeiros em m US$




PETROBRAS Modelo Simplificado de PSA

Ferodo

Total 1 2 3 4 3 ] 7
Freco U=§/BEEL 100 100 100 100 100 100 100
Yalume (harris) LLOUL ) 10000 | 10.000 | 10,000 | 10,000 | 10.000 | 10,000
Feceita Bruta S.000 (1 1.000 ) 1.000) 1.000 | 1.000 ([ 1.000( 1.000 | 1.000
Depreciagao e Amortizagan 1.691 Sl 440 253 150 118 bO 32
Custo Operacional el Al Al Al Al Al il i
Custos Totais no periodo 1.941 700 490 343 240 168 118 82
LCusto + Carryforward 2,364 700 A=l 533 273 165 115 g2

Carryforeard 443 200 190 43 - - - -
Limite Recuperacdo S0% 2] 2] 2] 2] 2] 2] 20
Custo Recuperado no periodo 1.941 200 200 200 273 168 118 82
Frofit Ol A00 A00 A00 727 H32 Ha2 415
Fartilha (% da Companhia) 40%| 1..224 200 200 200 291 333 353 357
Imposto Fay-as-You-Go | 50% b1 100 100 100 145 160 17h 154
Feceita LiguidaTotal da Companhia ||| 2553 || | KOO kOO kOO 415 434 234 bk
Feceita Liguida em Barris 1 26 b b b 4 3 3 3

Estudo de Sensibilidade: ., . - «
Variaveis (preco do 6leo e Limite de Recuperacao de custos)
Resultados: (Receita Total e Receita Liquida em Barris)

Valores financeiros em m US$
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Modelo Simplificado de PSA

| Limite de Recuperacao de Custos
Para uma mesma | 30%| 40%| 50%| 60%
recuperacao de — [ 80})f 1.760 | 2.080| 2.353 | 2.353
custos, quando maior | 5 [100][ 2.200 | 2.553 | 2.553 | 2.553
0 preco do oleo maior | & [120] 2.640 | 2.753 | 2.753 | 2.753
areceita liquida em > [140][ 2953 2.953] 2953 [ 2.953],
LS Receita Liquida em mUS$
e U TS T | Limite de Recuperag&o de Custos
~ | 30% 40% 50% 60%
recuperagao de custos,
gquando maior o preco do re 80 22 26 29 29
6leo menor a receita ;% 100 22 26 26 26
liguida em barris (:/)7 120 22 23 23 23
(“reserva” 140 21 21 21 21

Receita Liquida em Barris

“Em um PSA quanto maior o Preco do Oleo, maior a
rentabilidade, mas menor a reserva!”




