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Introduction

The Brazilian Oil & Gas Report is an annual publication that aims to analyze trends and
advancements in the national oil sector. This edition covers events occurring from July 2022 to
June 2023, with events post-June 2023 falling outside the report’s scope but available in the
semiannual publication “Boletim de Conjuntura da Industria do Oleo & Géas” (BOG), published in

Portuguese.

The latter part of 2022 was marked by significant price volatility, driven by a combination of
external and internal factors. Nevertheless, fuel demand continued to expand, aligned with the
renewed economic growth as the economy normalized after Covid-19 disruptions. Exploration
and production (E&P) activities had a surge in investments, caused by both regulatory and
economic incentives. The mid- and downstream sectors also had an influx in capital, to guarantee
supply and logistics due to the demand growth. Price formation gained more visibility, especially
due to changes in taxation and in RenovaBio?!, aimed at mitigating the direct impact of exchange

rates and international prices on domestic retail fuel prices (EPE).

There were significant changes in early 2023. Taxes on oil products had been either reduced or
suspended altogether to manage inflation (stemming from consistently high international oil
prices) and were gradually reinstated over the year. Another notable development was Petrobras’
new oil products pricing policy. The company maintained the alignment with international prices,
but introduced some considerations about their domestic costs into the formula, such as fuel
opportunity costs (Petrobras). The natural gas pricing policy was modified as well. Petrobras also
changed its strategies concerning the energy transition, downstream participation share and its
divestment program. Instead of solely focusing on oil and production from its main fields, the

objective changed to diversifying its investments and scope (EBC; Petrobras; Petrobras;

Petrobras). Also, an important bid round, 1st Production Sharing Open Acreage cycle, took place

by the end of 2022 and a new record domestic oil production was attained in the first half of 2023.

I nstituted by Law 13,576/2017, the Brazilian National Biofuel Policy (RenovaBio) recognizes the strategic
role of biofuels in the Brazilian energy matrix regarding its contribution to energy security, the predictability
of market and the mitigation of greenhouse gas (GHG) emissions in the fuel sector. In this regard,
RenovaBio meets Brazil’s Nationally Determined Contributions (NDCs) under the Paris Agreement. Its goal
is to reduce the carbon intensity of the Brazilian transportation matrix by expanding the use of biofuels and
creating a carbon credit market to offset emissions of greenhouse gases by fossil fuels (MME).
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https://www.epe.gov.br/sites-pt/publicacoes-dados-abertos/publicacoes/PublicacoesArquivos/publicacao-226/topico-676/BOG%202%C2%BAsemestre2022_2023.02.24.pdf
https://api.mziq.com/mzfilemanager/v2/d/25fdf098-34f5-4608-b7fa-17d60b2de47d/ecfc4c78-c016-bd34-bdc6-9aeb2850a013?origin=1
https://agenciabrasil.ebc.com.br/economia/noticia/2023-04/petrobras-vai-revisar-processos-de-desinvestimentos
https://agencia.petrobras.com.br/pt/institucional/petrobras-aprova-direcionadores-do-plano-estrategico-2024-28-01-06-2023/
https://api.mziq.com/mzfilemanager/v2/d/25fdf098-34f5-4608-b7fa-17d60b2de47d/4ac89712-9dfc-0969-4cae-b524a0e4f533?origin=1
https://api.mziq.com/mzfilemanager/v2/d/25fdf098-34f5-4608-b7fa-17d60b2de47d/3168367d-3d2f-2621-0153-564b9ab55ac1?origin=1
https://www.gov.br/mme/pt-br/assuntos/secretarias/petroleo-gas-natural-e-biocombustiveis/renovabio-1/renovabio-ingles
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Upstream

Licensing Rounds

Since December 2021, following the publication of National Energy Policy Council’'s (CNPE)
Resolution No. 27/2021, the Open Acreage system has been the preferred method for offering
areas for exploration and production of oil and gas (ANP). Its main objective is to allow for
geological evaluation of areas without time constraints (ANP), which in turn should stimulate more
investments in regions other than the main exploratory assets being targeted my major oil and

gas companies. This system allows for both concession and production sharing auctions (ANP).

At the end of 2022, the 1% Production Sharing Open Acreage cycle took place. Out of the eleven
blocks available, four were awarded, requiring a minimum investment of US$ 293.5 million in the
exploratory phase. Petrobras will operate three out of the four awarded blocks. The remaining

one, Bumerangue, located in the Santos basin, will be operated by BP Energy (ANP).

Table 1 - Results for the 1% Production Sharing Open Acreage Cycle

Winning bidder(s) Sb'gﬂ'unsg Govesrﬂg‘r‘zm el
) Petrobras (30%; operator); US$ 134
Campos  Agua Marinha TotalEnergies EP (30%); million (R$ 42.4%
Petronas (20%) QatarEnergy  65.4 million)
(20%)
Norte de US$ 104.9
Campos Brava Petrobras (100%,; operator) million (R$ 61.71%
511.7 million)
Santos Bumerangue BP Energy (100%; operator) millliﬂ)?l$(é§?8 8 5.9%
million)
Sudoeste de o _ US$ 67.7
Santos Sagitario Petrobras (60 %, operator); million (R$ 25%
Shell Brasil (40%) e
330.2 million)

Source: Data from ANP

Two more Open Acreage cycles are planned, with the calendar beginning in August 2023. Offers
were presented in December 13", 20232, and contracts will be signed up until May 2024. The 4"
Concession Open Acreage Cycle presents 955 exploratory blocks, while the 2" Production
Sharing Open Acreage Cycle has five: four in the Santos basin and one in the Campos basin
(ANP; ANP).

2 Results of those are summarized at ANP and will be analyzed in the next Brazilian Oil & Gas Report
edition.
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https://www.gov.br/anp/en/rounds-anp/open-acreage/open-acreage
https://www.gov.br/anp/pt-br/canais_atendimento/imprensa/noticias-comunicados/diretoria-da-anp-aprova-inclusao-de-377-blocos-na-oferta-permanente
https://www.gov.br/anp/pt-br/canais_atendimento/imprensa/noticias-comunicados/1o-ciclo-da-oferta-permanente-de-partilha-arrecadacao-e-72-do-maximo
https://www.gov.br/anp/pt-br/canais_atendimento/imprensa/noticias-comunicados/1o-ciclo-da-oferta-permanente-de-partilha-arrecadacao-e-72-do-maximo
https://www.gov.br/anp/pt-br/rodadas-anp/rodadas-concluidas/lveco/2-lveco/resultados
https://www.gov.br/anp/pt-br/rodadas-anp/oferta-permanente/opc/4o-ciclo-oferta-permanente-concessao/cronograma
https://www.gov.br/anp/pt-br/rodadas-anp/oferta-permanente/opp/2o-ciclo-oferta-permanente-partilha/cronograma
https://www.gov.br/anp/pt-br/rodadas-anp/oferta-permanente/opc/4o-ciclo-oferta-permanente-concessao/resultados
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Exploration & Production of Oil & Gas

In October 2022, national oil production reached 3.24 million barrels per day (b/d), surpassing the
previous record of 3.16 million b/d set in January 2020. This marked a production growth of 5.7%
compared to the first half of 2022. The average oil production for 2022 stood at 3.0 million b/d
(ANP). In the first semester of 2023, oil production rose to an average of 3.2 million b/d. Tupi
production in 2022 was 10.3% lower than that of 2020, but a new development plan is currently
under evaluation (EPBR). Figure 1 illustrates the evolution of Brazilian production since 2019 and

the output changes in Campos and Santos Basin.
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Figure 1 - National oil & gas production and monthly accumulated output change in Campos and Santos Basins since
January 2019

Source: Data from ANP

Revitalization efforts are underway in other fields in the Campos basin, including the Marlim,
Voador and Brava fields. In May 2023, the Anna Nery FPSO commenced operations, boasting a
production capacity of up to 70,000 b/d of oil and 4 million m3/d of natural gas. Additionally,
another FPSO is planned for the future, with the goal of increasing average production to 150,000
barrels of oil equivalent per day (boe/d), a significant rise from the current 30,000 boe/d. The
overarching objective for the Campos basin is to raise production to 900,000 boe/d by 2027, up
from the current 560,000 boe/d (Petronoticias) (Petrobras) (Valor) (EPBR).

Equinor initiated “Phase 2” of the Peregrino field, located in the Campos basin. This phase
involves the installation of a new drilling platform connected to the Peregrino FPSO. Concurrently,
the company also commenced drilling activities in the Bacalhau field, located in the Santos basin,
whose production start was delayed to 2025 (Equinor) (Equinor) (EPBR). In contrast, after US$ 4

billion investments in exploration efforts that have not been successful since 2017, ExxonMobil

will be reevaluating its upstream efforts in Brazil (Valor).
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https://www.gov.br/anp/pt-br/centrais-de-conteudo/publicacoes/boletins-anp/boletins/boletim-mensal-da-producao-de-petroleo-e-gas-natural
https://epbr.com.br/producao-da-galp-no-brasil-e-afetada-por-declinio-de-tupi/
https://www.gov.br/anp/pt-br/centrais-de-conteudo/dados-estatisticos
https://petronoticias.com.br/fpso-anna-nery-chegou-ao-brasil-para-produzir-na-bacia-de-campos/
https://agencia.petrobras.com.br/pt/negocio/plataforma-anna-nery-entra-em-producao-na-bacia-de-campos-08-05-2023/
https://valor.globo.com/empresas/noticia/2023/05/08/petrobras-inicia-produo-na-plataforma-anna-nery-na-bacia-de-campos.ghtml
https://epbr.com.br/petrobras-inicia-producao-do-fpso-anna-nery-na-bacia-de-campos-maior-projeto-de-revitalizacao-de-campos-offshore-do-mundo/
https://www.equinor.com.br/noticias/20221013-fase-2-de-peregrino-entra-em-operacao
https://www.equinor.com.br/noticias/20221103-equinor-inicia-perfuracao-no-campo-de-bacalhau
https://epbr.com.br/equinor-adia-bacalhau-no-pre-sal-da-bacia-de-santos-para-2025/
https://valor.globo.com/empresas/noticia/2023/04/05/exxonmobil-abandona-perfurao-de-poos-no-brasil-aps-fracassar-na-busca-por-petrleo.ghtml
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Petrobras is directing some of its exploration efforts towards a new frontier known as the
Equatorial Margin, located along the coast between the states of Amapa and Rio Grande do
Norte. Given the similarity between the region’s and Guiana’s geology, exploration in the area is
strategic for Brazil to maintain its production plateau in the long term, once current pre-salt fields
start declining (EPE). However, the federal environmental agency (lbama) has denied an
environmental license for the company to drill a wildcat well in the FZA-M-59 block. The agency
argues that an extended evaluation, called “Sedimentary Area Environmental Evaluation”
(Avaliacdo Ambiental da Area Sedimentar — AAAS), is necessary. The proximity to the mouth of
the Amazon River, approximately 500 km, is one of the main reasons for the extra layer of caution.
This prompted Petrobras to demobilize its drilling rig in the area and relocate it to the Campos
Basin. Nevertheless, the region remains an important part of Brazil’s future production plans
(EPBR; EPBR; Ibama).

The amount of natural gas supplied to the market increased by 5.3% in the same period, reaching
a level of 54.4million m3/d. However, this is still below the 2019 levels of 61.2 million m3/d (ANP).
The average volume of natural gas supplied for the year was 47 million m3/d (MME). Natural gas
supply at the beginning of 2023 averaged 47 million m3/d, maintaining a stable level compared to
2022. Figure 2 illustrates this data. In the first quarter, Bolivian gas imports rose 10% to
19.3 million m3/d. LNG regasification levels were kept near zero (MME)3.

@ National supply Absorbed by NGPFs E&P Consumption
@ Flaring and losses Reinjection == Production
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Figure 2 - Raw natural gas production and supply since March 2022

Source: Data from MME

3 This is in contrast with the end of 2021 and beginning of 2022, when a severe drought forced Brazil to
turn up natural gas electricity production, because of a reduction in hydroelectric generation. Brazil’s
reservoirs have since been replenished, allowing for LNG imports to be significantly reduced (EPE).
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https://www.epe.gov.br/sites-pt/publicacoes-dados-abertos/publicacoes/PublicacoesArquivos/publicacao-226/topico-688/BOG%201%C2%BAsemestre2023_2023.08.31.pdf
https://epbr.com.br/ibama-nega-licenca-para-petrobras-perfurar-na-foz-do-amazonas/
https://epbr.com.br/petrobras-inicia-desmobilizacao-de-sonda-que-deixara-o-amapa-nos-proximos-dias/#:~:text=%E2%80%9COs%20procedimentos%20de%20desmobiliza%C3%A7%C3%A3o%20est%C3%A3o,a%20decis%C3%A3o%20do%20%C3%B3rg%C3%A3o%20ambiental.
https://www.gov.br/ibama/pt-br/assuntos/noticias/2023/ibama-nega-licenca-de-perfuracao-na-bacia-da-foz-do-amazonas/parecer-coexp-fza-59.pdf
https://cpl.anp.gov.br/anp-cpl-web/public/sigep/consulta-producao-mensal-hidrocarbonetos/consulta.xhtml?dswid=-1835
https://www.gov.br/mme/pt-br/assuntos/secretarias/petroleo-gas-natural-e-biocombustiveis/publicacoes-1/boletim-mensal-de-acompanhamento-da-industria-de-gas-natural/2023
https://www.gov.br/mme/pt-br/assuntos/secretarias/petroleo-gas-natural-e-biocombustiveis/publicacoes-1/boletim-mensal-de-acompanhamento-da-industria-de-gas-natural/2023
https://www.gov.br/mme/pt-br/assuntos/secretarias/petroleo-gas-natural-e-biocombustiveis/publicacoes-1/boletim-mensal-de-acompanhamento-da-industria-de-gas-natural
https://www.epe.gov.br/pt/publicacoes-dados-abertos/publicacoes/boletim-de-conjuntura-da-industria-do-oleo-gas
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In the coming years, natural gas production is expected to rise. Equinor plans to invest US$ 9
billion in the BM-C-33 block, which is expected to add up to 14 million m3/d of natural gas to
Brazil’s supply (Equinor). This block is an example of the competitiveness of the country’s oil and
gas industry, as Equinor claims it can achieve a carbon intensity of up to 6 kgCO2/boe, compared

to a global average of 16 kgCO2/boe (Equinor).

Petrobras’ Strategic Plan indicates investments of US$ 73 billion in exploration and production
between 2024 and 2028. An additional US$ 12 billion are also earmarked for platform leasing. In
terms of exploration and production, Petrobras has allocated 67% of capex on Pre-salt. On the
other hand, Refinery and logistics’ capex reach US$ 16,7 billion, marking an almost 80% raise
compared to the previous plan. The company also allocated 11% of its total capex to diversify its
investment portfolio, including, for example, biorefineries and low carbon emission energy

sources (Petrobras).

~ 2023 2024 2025 2026 2027

Itapu Mero3 Bizios 6 Bizios 9 Revit
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Figure 3 - Petrobras' roadmap for FPSOs
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https://www.equinor.com.br/noticias/20230508-decisao-final-de-investimento-bm-c-33
https://www.equinor.com.br/noticias/20230510-dois-grandes-contratos-para-o-projeto-bm-c-33
https://petrobras.com.br/quem-somos/estrategia
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The forecast is also positive for smaller and independent oil and gas companies, with investments
up to US$ 10 billion, a reserve growth of 980 million barrels of oil equivalent and production growth
to 485.000 boe/d in 2027. This outlook is mostly a result of a series of regulatory incentives,
including a reduction in royalties to the legal minimum of 5% and a lower starting range for
landowner compensations from 1.0% to 0.5% (WoodMac; MME; ANP).

Other highlights in Upstream

Some regulatory advances in underground natural gas storage have been made. The
development plan for Pilar field, operated by Origem Energy, will include an underground storage

project. The authorization is expected until the end of 2023 (EPBR; Origem).

In terms of risks to the oil and gas industry, one notable factor is the ongoing discussion in
Congress regarding tax reform. The reform aims to simplify taxation, fostering investments and
growth. However, the oil and gas industry currently benefits from a special tax regime for
investments known as REPETRO* (EPE). The implications of REPETRO under the new tax
regime remain unclear. Nevertheless, discussions are underway to explore alternatives ensuring

that private entities can continue investing in the sector for the foreseeable future.

4 Special customs import and export regime for goods destined to the research and exploitation of oil and
gas resources (Brasil)

EPE-DPG-BOR-2023 6


https://www.woodmac.com/press-releases/new-mid-caps-in-brazil-aim-to-increase-mature-asset-reserves-almost-1-billion-boe-by-2035/
https://www.gov.br/mme/pt-br/assuntos/noticias/cnpe-aprova-resolucao-para-estimular-producao-de-petroleo-e-gas-em-campos-de-economicidade-marginal#:~:text=de%20economicidade%20marginal-,CNPE%20aprova%20resolu%C3%A7%C3%A3o%20para%20estimular%20produ%C3%A7%C3%A3o%20de%20petr%C3%B3leo%20e%20g%C3%A1s,desburocratiza%C3%A7%C3%A3o%20de%20processos%20da%20ANP
https://www.gov.br/anp/pt-br/canais_atendimento/imprensa/noticias-comunicados/aprovada-resolucao-da-anp-sobre-pagamento-aos-proprietarios-de-terra
https://epbr.com.br/anp-aprova-plano-de-investimento-da-origem-em-alagoas-com-estocagem-de-gas/
https://www.origemenergia.com/nossos-negocios/solucoes-energeticas-integradas/estocagem-subterranea/
https://www.epe.gov.br/sites-pt/publicacoes-dados-abertos/publicacoes/PublicacoesArquivos/publicacao-226/topico-688/BOG%201%C2%BAsemestre2023_2023.08.31.pdf
https://www.planalto.gov.br/ccivil_03/_Ato2007-2010/2009/Decreto/D6759.htm
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Mid- and Downstream

Natural Gas

Brazilian natural gas consumption is significantly influenced by thermoelectric power generation,
mostly used during extended drought periods. Consequently, natural gas consumption has
decreased from 93,5 million m3/d in 2021 to 66,0 million m3/d in Q2 2023 (MME) due to more
favorable weather conditions and improving hydroelectric production (MME), which serves as the
main source of electricity in the country. National regasification fell by 93% to 1.8 million m3/d

during the same period, due to the reduced need for imports (MME). Figure 3 illustrates the data.
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Figure 4 - Natural gas consumption since 2021

Source: Data from MME

One of the main projects aimed at increasing domestic supply is Rota 3. The Rota 3 gas pipeline,
initially planned to transport 21 million m3/d in 2022, has been delayed and is now scheduled for
completion in 2024. The contractor responsible for building the gas processing facility at Polo
Gaslub has been dismissed, and a new contractor will be chosen. The company plans to start the

facility in early 2024 with an initial processing capacity of 9 million m3/d. (Petrobras; Petrobras;
Argus).

EPE-DPG-BOR-2023 7


https://www.gov.br/mme/pt-br/assuntos/secretarias/petroleo-gas-natural-e-biocombustiveis/publicacoes-1/boletim-mensal-de-acompanhamento-da-industria-de-gas-natural/2022-2
https://www.gov.br/mme/pt-br/assuntos/secretarias/spe/publicacoes/boletins-mensais-de-energia/2022-2/portugues
https://www.gov.br/mme/pt-br/assuntos/secretarias/petroleo-gas-natural-e-biocombustiveis/publicacoes-1/boletim-mensal-de-acompanhamento-da-industria-de-gas-natural/2022-2
https://www.gov.br/mme/pt-br/assuntos/secretarias/petroleo-gas-natural-e-biocombustiveis/publicacoes-1/boletim-mensal-de-acompanhamento-da-industria-de-gas-natural
https://www.agenciapetrobras.com.br/pt/negocio/petrobras-informa-sobre-projeto-integrado-rota-3-23-09-2022/
https://agencia.petrobras.com.br/pt/negocio/petrobras-planeja-investimentos-de-us-78-bilhoes-nos-proximos-cinco-anos-30-11-2022/
https://www.argusmedia.com/en/news/2426835-petrobras-readies-more-gas-to-market-borges?backToResults=true
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In line with an agreement signed in 2019° with the antitrust regulator, in 2022, the company sold
51% of its shares in Petrobras Géas S.A., also known as Gaspetro, its gas distribution subsidiary
(Petrobras). In 2023, the company changed its pricing strategy, reducing average prices by

approximately 20% to distributors in the first semester (EBC; Petrobras). To improve flexibility for

customers, Petrobras also implemented changes such as the option to choose between Henry
Hub or ICE Brent for indexing and introduced more contractual timeframe options (Petrobras;
Abegas). The increased competition is expected to stimulate investments in the sector, fostering
growth in both supply and demand for natural gas.

Natural gas liquefaction and regasification projects are now included in an incentive program for
infrastructure development (REIDI), which exempts goods and services (bought, leased and

imported) related to these projects from certain federal taxes (Brasil; MME; Abegas).

With the change in the federal government, a new nationwide policy has been introduced, named
“Gas para Empregar’. Its main target is to promote the domestic natural gas market by improving
supply to nitrogenated fertilizers, petrochemicals and other productive sectors, while also

contributing to the national energy transition strategy (DOU; MME)

As mandated by Law 14,182/2021, which requires the contracting of natural gas power generation
capacity, three gas-fired power plants with a combined capacity of 754 MW were contracted in
an auction. All these projects will be built in the state of Amazonas (EPE) (Aneel). Additionally,
operational installations of biomethane underway, with one of them planning to inject up to
120,000 m3/d of biomethane into an existing gas pipeline, sourced from a landfill (MegaWhat).

Refining & Logistics
Refineries’ production grew by 2.4% or 240.000 m3 in 2H 2022, at a slower pace than that of

demand, which rose by 1.7 million m3, prompting imports to rise, especially of diesel fuel (ANP).

The Abreu and Lima refinery (Rnest), located in the state of Pernambuco, is set to undergo
upgrades, expanding its atmospheric distillation capacity by 15.000 b/d. This enhancement will
enable the refinery to produce more diesel fuel, starting in 2025 (Petrobras). The facility is also
confirmed to receive a second processing train that will add a production capacity of 13 million

liters of ultra-low sulfur diesel per day (Petrobras).

51n 2019, Petrobras signed a Term of Commitment for Termination of Practice with the antitrust regulator,
which aimed to reduce the company’s share in various mid- and downstream markets in order to stimulate
competitiveness (EPE).
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https://agencia.petrobras.com.br/pt/institucional/petrobras-conclui-venda-da-gaspetro-11-07-2022/
https://agenciabrasil.ebc.com.br/radioagencia-nacional/economia/audio/2023-01/petrobras-anuncia-que-vai-reduzir-preco-do-gas-natural-em-fevereiro#:~:text=A%20redu%C3%A7%C3%A3o%20ser%C3%A1%20de%20aproximadamente,g%C3%A1s%20%C3%A0s%20oscila%C3%A7%C3%B5es%20do%20mercado.
https://petrobras.com.br/fatos-e-dados/informamos-sobre-precos-do-gas-natural-para-distribuidoras.htm
https://www.agenciapetrobras.com.br/pt/negocio/petrobras-tera-novos-produtos-para-venda-de-gas-natural-29-05-2023/
https://www.abegas.org.br/arquivos/86876
https://www.planalto.gov.br/ccivil_03/_ato2007-2010/2007/lei/l11488.htm
https://www.gov.br/mme/pt-br/acesso-a-informacao/legislacao/portarias/2023/portaria-normativa-n-65-gm-mme-2023.pdf
https://www.abegas.org.br/arquivos/86927
https://www.gov.br/mme/pt-br/assuntos/analise-de-impacto-regulatorio-air-e-avaliacao-de-resultado-regulatorio-arr/dispensas-de-air/resoluoN1DE20DEMARODE202318re.pdf
https://www.gov.br/mme/pt-br/assuntos/noticias/ministerio-de-minas-e-energia-estabelece-grupo-de-trabalho-do-programa-gas-para-empregar-para-melhor-aproveitamento-da-producao-nacional
https://www.epe.gov.br/sites-pt/publicacoes-dados-abertos/publicacoes/PublicacoesArquivos/publicacao-680/Informe%20Vencedores%20LRCE.pdf
https://www.gov.br/aneel/pt-br/assuntos/noticias/2022/tres-usinas-a-gas-natural-sao-licitadas-em-leilao-de-reserva-de-capacidade#msdynttrid=tZdmvc6OKE6BRL44gGUAtOd-aAWWxtJlHUmAZgV1yl8
https://megawhat.energy/news/150337/urca-gas-assina-acordo-para-injecao-de-biometano-em-rede-de-gasodutos-da-nts
https://www.gov.br/anp/pt-br/centrais-de-conteudo/dados-abertos/vendas-de-derivados-de-petroleo-e-biocombustiveis
https://www.agenciapetrobras.com.br/pt/negocio/petrobras-assina-contrato-de-ampliacao-da-capacidade-de-producao-da-rnest-20-04-2023/
https://www.agenciapetrobras.com.br/pt/negocio/petrobras-aprova-a-continuidade-da-implantacao-do-trem-2-da-rnest-29-06-2023
https://www.epe.gov.br/sites-en/publicacoes-dados-abertos/publicacoes/PublicacoesArquivos/publicacao-197/topico-183/EPE_Brazilian%20Oil%20and%20Gas%20Report%202019-2020.pdf
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In the upcoming years, Petrobras’ Strategic Plan forecasts R$ 9,2 billion for refining and natural
gas, marking a 30% growth when compared to the previous plan. These investments aim to add
154.000 b/d of refining capacity, including biorefining (Petrobras). Despite this, projections
indicate that the country will continue to depend on oil product imports, especially diesel fuel,
naphtha, and jet fuel (EPE). This is supported by the fact that Vibra Energia, one of the country’s
main fuel distributors, aims to invest R$ 350-400 million on fuel import infrastructure (Reuters).
On the other hand, the National Energy Policy Council (CNPE) has overturned a previous decision
(Resolution CNPE no. 9/2019) that established guidelines for Petrobras’ refining business
divestment process. This decision was made in light of a renewed emphasis on energy security,
focusing on increasing refinery utilization rates or expanding the refinery system capacity (CNPE;
MME). In previous years, the focus had been on increased competition by divesting a significant
part of the refining capacity, to attract private investments. Under the new guidelines, Petrobras

will need to invest in current refineries to reduce fuel imports.

Meanwhile, Resolution CNPE no. 2/2023 has established that Pré-Sal Petrdleo S.A. (PPSA)S, is
mandated to conduct studies, with technical support from Brazilian Energy Research Office (EPE)
on the viability of prioritizing the domestic oil products market (CNPE; MME). The government is
exploring options to sell its share of the oil to domestic refineries aiming to stimulate more private

investments in refining assets domestically.

The state of Bahia will be home to a new biorefinery built by the Mubadala Group, which plans to
invest US$ 2.4 billion over the next 10 years. The facility will produce renewable diesel’” and
sustainable aviation fuel (SAF). Construction is expected to commence in early 2024, with
production beginning in the first half of 2026, boasting a capacity of 1 billion liters of hydrotreated

vegetable oil (HVO), also known as renewable diesel (Reuters).

6 The state-owned company responsible for managing oil and gas from production sharing agreements.
”In August 2023, a bill was sent to the House of Representatives named “Combustivel do Futuro” (Fuel of
the Future). The bill promotes the decarbonization of the transportation energy matrix, national
industrialization, and an increase in automotive energy efficiency. It aims to achieve those goals by enacting
the Sustainable Aviation Fuel National Program (ProBioQAV), the Green Diesel National Program (PNDV),
raises the maximum mixture of anhydrous ethanol to gasoline to 30% (up from 27%), regulates e-fuels and
geological CCS (MME).
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https://www.agenciapetrobras.com.br/pt/negocio/petrobras-planeja-investimentos-de-us-78-bilhoes-nos-proximos-cinco-anos-30-11-2022/
https://www.epe.gov.br/sites-pt/publicacoes-dados-abertos/publicacoes/PublicacoesArquivos/publicacao-689/topico-640/PDE%202032_Caderno%20de%20Abastecimento%20de%20Derivados_2022-12-26.pdf
https://www.reuters.com/markets/commodities/brazils-vibra-energia-invest-fuel-import-infrastructure-2022-11-30/
https://www.in.gov.br/web/dou/-/despacho-do-presidente-da-republica-483640498
https://www.gov.br/mme/pt-br/assuntos/noticias/cnpe-determina-novo-direcionamento-da-politica-energetica-nacional-para-o-refino
https://www.in.gov.br/web/dou/-/despacho-do-presidente-da-republica-475758574
https://www.gov.br/mme/pt-br/assuntos/noticias/cnpe-solicita-que-ppsa-estude-celebracao-de-contratos-para-o-refino-do-petroleo-da-uniao
https://www.reuters.com/business/energy/brazils-acelen-invest-244-billion-renewable-diesel-business-executives-2023-04-15/
https://www.gov.br/mme/pt-br/assuntos/noticias/governo-entrega-projeto-de-lei-do-combustivel-do-futuro
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Qil Products Demand & Prices

In the second half of 2022, fuel demand experienced a significant surge. Gasoline and hydrous
ethanol sales grew by 14,3%, with gasoline accounting for 80% of the increase (ANP). The supply
of hydrous ethanol was affected by unfavorable climate conditions and high sugar prices®
(CONAB). Diesel fuel consumption increased by 8.9%, driven mainly by the demand of the
agricultural sector, which relies heavily on road-based logistics. In the same period, jet fuel sales
grew by 8.8%, with domestic flights approaching pre-pandemic levels (EPE). Figure 3 illustrates
the recovery of the liquids market from pandemic lows and expectations for the coming months.
In the first five months of 2023, fuel sales rose by 5% when compared to the same period of 2022
(ANP).
Monthly fuel demand (diesel + gasoline + hydrous ethanol + jet fuel + LPG)
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Figure 5 - Monthly fuel demand, total market, 2020-2024

Source: Data from EPE

8 About 68% of Brazil's sugarcane processing plants have flexibility on production mix. They can supply
whether ethanol or sugar by having a distillery attached (NovaCana apud Bernal et al, 2017).

EPE-DPG-BOR-2023 10


https://www.gov.br/anp/pt-br/centrais-de-conteudo/dados-abertos/vendas-de-derivados-de-petroleo-e-biocombustiveis
https://www.conab.gov.br/ultimas-noticias/4874-producao-de-cana-de-acucar-cresce-4-4-e-pode-chegar-a-598-3-milhoes-de-toneladas-na-safra-2022-23
https://www.epe.gov.br/pt/publicacoes-dados-abertos/publicacoes/perspectivas-para-o-mercado-brasileiro-de-combustiveis-no-curto-prazo
https://www.gov.br/anp/pt-br/centrais-de-conteudo/dados-abertos/vendas-de-derivados-de-petroleo-e-biocombustiveis
https://www.epe.gov.br/sites-en/publicacoes-dados-abertos/publicacoes/PublicacoesArquivos/publicacao-228/topico-194/Brazil%E2%80%99s%20Short-Term%20Fuel%20Market%20Outlook_2023-06.pdf
https://www.sciencedirect.com/science/article/abs/pii/S0959652617304997
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In the second half of 2022, international fuel prices began to show a downward trend but remained
at historically high levels (ANP). Diesel fuel prices at the refinery gates grew by 16.4% in the same
period (ANP). Throughout the year, both federal and state tax structures were modified to lower
the impact of the international high prices, justified to manage inflation. The most notable change
occurred in state taxes for most fuels (except hydrous ethanol). These are now a fixed value per
liter (ad rem) rather than a percentage (ad valorem), and uniform across different states, reducing

inefficiencies and the cost of compliance with Brazil's taxes (Brasil) (Confaz) (Confaz). As

mentioned earlier, in 2023, Petrobras, the main oil refiner in the country, has adopted a new
pricing policy aimed at balancing domestic and international prices. On average, the new policy
reduced final consumer prices by 2.1% for gasoline and 6.5% for diesel fuel (Petrobras;

Petrobras; EPBR; ANP). Figure 4 shows diesel fuel prices for Brazil and the US Gulf Coast, while

Figure 5’s data demonstrates the country’s imports and exports.
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Figure 6 - Diesel fuel reference and realization prices
Source: Data from ANP, EIA and Banco Central do Brasil
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Figure 7 - Brazilian oil products imports and exports, 2019-2023

Source: Data from ANP
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https://www.gov.br/anp/pt-br/assuntos/precos-e-defesa-da-concorrencia/precos/precos-revenda-e-de-distribuicao-combustiveis/serie-historica-do-levantamento-de-precos
https://www.gov.br/anp/pt-br/assuntos/precos-e-defesa-da-concorrencia/precos/precos-de-produtores-e-importadores-de-derivados-de-petroleo
https://www.planalto.gov.br/ccivil_03/leis/lcp/Lcp192.htm#art3vb
https://www.confaz.fazenda.gov.br/legislacao/convenios/2022/CV082_22
https://www.confaz.fazenda.gov.br/legislacao/convenios/2022/CV081_22
https://api.mziq.com/mzfilemanager/v2/d/25fdf098-34f5-4608-b7fa-17d60b2de47d/ecfc4c78-c016-bd34-bdc6-9aeb2850a013?origin=1
https://petrobras.com.br/fatos-e-dados/aprovamos-nossa-estrategia-comercial-de-diesel-e-gasolina.htm
https://epbr.com.br/petrobras-reduz-em-mais-de-12-precos-do-diesel-e-gasolina/#:~:text=A%20Petrobras%20anunciou%20que%20reduzir%C3%A1,queda%20de%2012%2C7%25.
https://www.gov.br/anp/pt-br/assuntos/precos-e-defesa-da-concorrencia/precos/levantamento-de-precos-de-combustiveis-ultimas-semanas-pesquisadas
https://www.gov.br/anp/pt-br/centrais-de-conteudo/dados-estatisticos
https://www.eia.gov/dnav/pet/pet_pri_spt_s1_d.htm
https://www.bcb.gov.br/estabilidadefinanceira/historicocotacoes
https://www.gov.br/anp/pt-br/centrais-de-conteudo/dados-estatisticos
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Between April and May 2023, diesel fuel prices dropped due to a strong influx of Russian imports,
ranging from US$ 0,20 to US$ 0,30 cheaper per gallon than other import sources. As a result,
Russian diesel accounted for 53% of all the country’s diesel fuel imports in April 2023 (Reuters;

Fecombustiveis).

Petrobras has announced that the Polo Gaslub will be redesigned, and the project will also include
second-generation petrochemicals, a connection with an existing refinery (Refinaria de Duque de
Caxias -Reduc) aiming to produce lubricants, and a unit dedicated to producing renewable diesel
(EPBR). The company also aims to expand its production of “diesel R”, a blend of fossil diesel
fuel and 5% to 10% renewable diesel, by investing US$ 600 million (Petrobras).

The state-owned company has also started supplying ultra-low sulfur marine gasoil in the
country’s ports. The use of ultra-low sulfur fuel in ships is obligatory in Emission Control Areas,

and this product is currently sold in Santos, Rio Grande and Paranagua ports (Shipandbunker).
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https://www.reuters.com/markets/commodities/brazil-imports-russian-diesel-seen-surging-53-april-report-2023-04-11/
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https://api.mziq.com/mzfilemanager/v2/d/25fdf098-34f5-4608-b7fa-17d60b2de47d/ad25b013-2434-d67c-3379-b151328a9133?origin=1
https://shipandbunker.com/news/am/440291-petrobras-adds-suape-to-its-growing-list-of-010s-lsmgo-supply-locations#:~:text=LSMGO%20Supply%20Locations-,Petrobras%20Adds%20Suape%20to%20its%20Growing,0.10%25S%20LSMGO%20Supply%20Locations&text=Petrobras%20today%20announced%20from%20July,0.10%25%20sulfur%20LSMGO%20is%20available.
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Final Remarks

After a challenging first semester, 2022 emerged as a year of recovery. With the easing of
pandemic-related restrictions, including in China, daily routines gradually returned to a semblance
of normalcy. Economic activities have resumed, and supply chains are returning to their usual

operations.

Heightened concerns about global climate change, particularly among OECD nations, have
spurred governments into action against global warming. The United States, through its Inflation
Reduction Act, has allocated substantial funds to support green initiatives and Europe is following
a similar path. Most companies are now actively pursuing Environmental, Social, and Governance
(ESG) targets, even within the oil and gas industry. Brazil holds a competitive edge in this context,
given its predominantly renewable energy sources and the relatively low carbon intensity of its oil

and gas production.

In the natural gas market, evolving dynamics are creating new possibilities, as evidenced by
Equinor's BM-C-33 project, which might otherwise be considered unattractive. Coupled with the
government’'s commitment to expanding the natural gas market, this presents lucrative business
opportunities and should continue stimulating investments in natural gas production as stand-

alone projects.

Economic forecasts are very optimistic, especially considering the downward trend of interest
rates. Brazil’s oil and gas industry growth prospects are very positive and benefit from this trend.
Oil supply should continue to increase, driven by future and already committed investments,
especially due to the prolific reserves and declining exploration costs. Oil product and natural gas
demand should also continue growing, as per-capita income increases, and more people become
part of the middle class. This growth will guarantee demand for new downstream assets, which,
in combination with Brazilian energy policies, improvements in legal and regulatory framework
and promoting a more competitive and investor-friendly market should attract more investments

and players.
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