FitchRatings

Litilizames cock

oD K5

PEQPLE  PRODUCT  INSIGHTS

RATING ACTION COMMENTARY

Fitch Affirms Petrobras' IDRs at
'BB-'; Outlook Stable
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dominant market share in the supply of liquid fuels in Brazil coupled with its large hydrocarbon production
footprint in the country, exposes the company to government intervention through pricing policies and
investment strategies.

KEY RATING DRIVERS

Sovereign Linkage: Petrobras' ratings are linked to Brazil's sovereign ratings as a result of the influence
the government may have over the company's strategies and investrents. This is despite material
improvemnents in the company's capital structure and efforts to isolate itself from government
intervention. By law, the federal government must hold at least a majority of Petrobras' voting stock, and
currently owns 50.3% of Petrobras' voting rights, directly and indirectly. The government has a 36.8%
overall economic stake.

Strong SCP: Petrobras' SCP of 'bbb' reflects the company's operational scale, proved reserves, and
leverage profile, all of which are comparable to investment grade international oil companies. Fitch
forecasts Petrobras' production will reach 2.2mmboed by 2025 compared to 2.7mimboed in 2022, and will
maintain its 1P reserve life of nearly 10 years. Gross leverage, as measured by gross financial debt to
EBITDA, is estimated to be 0.5x in 2022, assurming USD 310 billion in debt, compared to 0.8x in 2021, with
USD35.7 billion in debt. Fitch expects the company's leverage to average 1.1x through 2025 when
applying Fitch's price deck.

Strong Cash Flow Generation: Fitch expects Petrobras to continue reporting positive FCF over the rating
horizon while investing enough to replenish reserves, which will further support its SCP. Petrobras is the
lowest cost producer in the region. In 2021, Fitch estimated its half-cycle cost was USD17.3bbl and its
Full-Cycle cost of production was USD32.6hbl. Its low cost of production, led to strong cash flow
generation in 2022, where Fitch estimates the company will generate USD&6.5 billion in EBITDA and
UsSDA46.7 billion in FFO. The company's cash flow comfortably covers its capex, as laid out in its current

strategic plan, prior to President Lula's inauguration.

Ower the rated horizon, EBITDA margins are expected to narrow from a high of 57.3% in 202210 a
normalized 30%, as prices decling, and FFO margins will follow suit at 41% in 2022 and return to 23.5% in
2025.

Vulnerability te Pelitical Interference: Political interference at Petrobras is expected to increase during
President Lula's administration. Changes at the executive level, as well as at the board, are expected to
have animpact on the company's strategic plan and pricing policy over the rated horizon. Petrobras is a
materially stronger company than it was in President Lula's previous administration, but the company's
cash flow over the rated horizon, when applying Fitch's price deck, cannot absorb a material increase from
its announced USD78 billion in five-year strategic capex plan, without assuming additional debt or a
material change in its dividends policy, which is assurned to average 60% of CFFO - Capex for each year.

The company has announced that $5% of 2023 and 20% of 2024 capex has been procured, s0 any
additional changes to the capex plan over this period will need board approval. Nevertheless, Fitch
believes it is likely the company, under its new management, will embark on increasing its capex with 2
focus on energy transition and potentially building refineries, both of which will materially increase its
capex budget. Further, Fitch is no longer assuming further divestments of assets, outside of those already
announced and in the process of closing.

Fitch has revised Petrobras' ESG Relevance Score for GHG Emissions & Air Quality to'4' from '3 dueto
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the growing importance ot the continued developrment and execution of the company's energy-transition
strategy. This has a negative impact on the credit profile, and is relevant to the ratings in conjunction with
other factors.

Petrobras has an Environmental, Social and Governance (ESG) Relevance Score of '4' for Human Rights,
Community Relations, Access and Affordability due to the potential impact of social pressures on pricing
policy in the future, which has a negative impact on the credit profile, and is relevant to the ratings in
conjunction with other factors.

The company's score for Governance Structureis '4, due to its nature as a majority government -owned
entity and the inherent governance risk that arises with a dominant state shareholder, which has a
negative impact on the credit profile, and is relevant to the ratings in conjunction with other factors.

DERIVATION SUMMARY

Petrobras' linkage to the sovereign is similar in nature to its peers, namely Petroleos Mexicanos (PEMEX;
EB-/Stable), Ecopetrol 5.A. (BB+/Stable) and YPF SA. {(CCC-}. It also compares with Empresa Nacional del
Peru {ENAP; A-/Stable}, and Petroleos del Peru - Petroperu {BB+/Negative Watch). All these companies
hawve strong linkages to their respeactive sovereigns, given their strategicimportance and the potentially
significant social-political and financial implications a default could have for their countries.

Petrobras' SCP is commensurate with a 'bbb' rating, which is materially higher than PEMEX's 'coc-, as a
result of Petrobras' positive deleverage trajectory compared with PEMEX s increasing leverage.
Furthermore, Petrobras has reported and is expected to continue to report positive FCF and production
growth, which Fitch expects to reach approximately 3.0 million boe/d in the next three to five years. In
contrast, PEMEX s production has declined in recent years and requires material capex to sustain the
production stabilization trend reported during since 201%.

These production trajectories further support the notching differential between the two companies' 5CPs.

Petrobras' SCP is in line with that of Ecopetrel at 'bbb' given both companies' strong credit metrics and
deleveraging trajectories.

During the first nine months of 2022, Petrobras reported a Fitch defined FCF of USD37 billion supported
by elevated global Brent prices. The company maintains it competitive blended {Post and Pre-Salt) global
lifting costs at USD5.5boe from approximately USD.6/boe in 2019 as a result of cost reductions,
increasing share of pre-salt production, which has a lower lifting cost than legacy production as well as

Brazilian real depreciation.

KEY ASSUMPTIONS

Fitch's Key Assumptions Within The Rating Case for the Issuer:

--Gross production to increase to approximately 3.3 million boe/d over the next four years;
--Eight production units corme online during the next four years;

-- Lifting cost average of $5.5bbl over the next four years;

--Brent Crude trends toward USD53/bhbl by 2025;

--Average FX rate trends toward BRL5.25/USD;

--Dividends payout are 0% of CFFO - Capex;

-- No further proceeds of asset sales considered over the rated horizon, besides what has already been
announced.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to negative rating action/downgrade:

--A positive rating action on the Brazilian sovereign could lead to 2 positive rating action on Petrobras.
Factors that could, individually or collectively, lead to negative rating action/downgrade:

--A negative rating action on Petrobras could result from a downgrade of the sovereign and/or the
perception of a lower linkage betweaan Petrobras and the government coupled with a material

deterioration of Petrobras' SCP.

--An increase of gross leverage to 3.5x or above may result in a downgrade of the SCR.

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Non-Financial Corporate issuers have a best-case rating upgrade
scenario (defined as the #%th percentile of rating transitions, measured in a positive direction} of three
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notches over a three-year rating horizon; and 2 worst-case rating downgrade scenario {defined as the #%th
percentile of rating transitions, measured in a negative direction} of four notches over three years. The
complete span of best- and worst-case scenario credit ratings for all rating categories ranges from 'AAA! to
'D'. Best- and worst-case scenario credit ratings are based on historical performance. For more information
about the methodology used to determine sector-specific best- and worst-case scenario credit ratings,
visit https:/fwww.htchratings.com/sitefre/ 10111579,

LIQUIDITY AND DEBT STRUCTURE

Strong Financial Flexibility: Petrobras' liquidity is robust and provides an added comnfort during periods
of volatility in hydrocarbon prices. The company's liquidity is supported by approximately USD&.8 billion
of cash and marketable securities as of Sept. 30, 2022, compared with current financizal debt maturities of
approximately USD3.3 billion. The majority of Petrobras' available liquidity is composed of readily
available liquidity held abroad.

Petrobras continues to demonstrate a strong ability to access domestic and international capital markets.
In 2022, the company issued the largest comimercial notes program ever in Brazil issuing BRL3.O billion of
local notes. Petrobras has a manageable debt maturity profile, with 57% of its debt due after 2027.

ISSUER PROFILE

Petrobras is a government-related entity and one of the world's largest integrated oil and gas companies,
operating primarily in Brazil where it is the dominant participant and the largest liquid fuels supplier.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING

The principal sources of information used in the analysis are described in the Applicable Criteria.

PUBLIC RATINGS WITH CREDIT LINKAGE TO OTHER RATINGS

Ratings directly linked to that of the sovereign

ESG CONSIDERATIONS

Fitch has revised Petrobras' ESG Relevance Score for GHG Emissions & Air Quality to'4' from '3 dueto
the growing importance of the continued development and execution of the company's energy-transition
strategy. This has a negative impact on the credit profile, and is relevant to the ratings in conjunction with
other factors.

Petrobras has an Environmental, Social and Governance (ESG}) Relevance Score of '4' for Humnan Rights,
Comrmunity Relations, Access and Affordability due to the potential impact of social pressures on pricing
policy in the future, which has 2 negative impact on the credit profile, and is relevant to the ratings in
conjunction with other factors.

The company's score for Governance Structureis '4, due to its nature as a majority government -owned
entity and the inherent governance risk that arises with a2 dominant state shareholder, which has a

negative impact on the credit profile, and is relevant to the ratings in conjunction with other factors.

Unless otherwise disclosed in this section, the highest level of ESG credit relevanceis a score of '3, This
means ESG issues are credit-neutral or have only 2 minimal credit impact on the entity, either due to their
nature or the way in which they are being managed by the entity. For more information on Fitch's ESG

Relevance Scores, visit www fitchratings.com/esg.
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VIEW ADDITIONAL RATING DETAILS

Additional information is available on wwaw fitchratings.com

PARTICIPATION STATUS

The rated entity {(and/or its agents) or, in the case of structured finance, one or more of the transaction
parties participated in the rating process except that the following issueris), if any, did not participatein
the rating process, or provide additional information, beyond the issuer's available public discdosure.
APPLICABLE CRITERIA

Government-Related Entities Rating Criteria {pub. 30 Sep 2020}
Mational 5cale Rating Criteria {pub. 22 Dec 2020}

Corporate Rating Criteria (pub. 28 Oct 2022} {including rating assumption sensitivity)

APPLICABLE MODELS
Mumbers in parentheses accompanying applicable model{s} contain hyperlinks to criteria providing
description of model{s).

Corporate Monitoring & Forecasting Model {COMFORT Model), v8.0.3 (1)

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Risclosure Form
Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

Petrobras Global Finance BY (PGF) EU Endorsed, UK Endorsed
Petroleo Brasileiro 8.4, (Petrobras) EU Endorsed, UK Endorsed
DISCLAIMER & DISCLOSURES

All Fitch Ratings {Fitch} credit ratings are subject to certain limitations and disclaimers. Please read these
limnitations and disclaimers by following this link:

https:/fwww.hitchratings.corm/understandingereditratings. In addition, the following

READ MORE

SOLICITATION STATUS

Theratings above were solicited and assigned or maintained by Fitch at the request of the rated

entity/issuer or a related third party. Any exceptions follow belows.

ENDORSEMENT POLICY

Fitch's international credit ratings produced outside the EU or the UK, as the case may be, are endorsed
for use by regulated entities within the EU or the UK, respectively, for regulatory purposes, pursuant to
the terms of the EU CRA Regulation or the UK Credit Rating Agencies {Armendment etc.) {EU Exit)
Regulations 2012, as the case may be. Fitch's approach to endorsement in the EU and the UK can be found
on Fitch's Regulatory Affairs page on Fitch's website. The endorsement status of international credit
ratings is provided within the entity surnmary page for each rated entity and in the transaction detail
pages for structured finance transactions on the Fitch website. These disclosures are updated on a daily
basis.
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