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PETROBRAS ANNOUNCES FISCAL YEAR 2003 RESULTS

(Rio de Janeiro - April 08, 2004) - PETROLEO BRASILEIRO S.A. -
PETROBRAS today announced its consolidated results stated in U.S. dollars,
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prepared in accordance with U.S. GAAP.

PETROBRAS reported consolidated net income of U.S.$ 6,559 million and
consolidated net operating revenues of U.S.$ 30,797 million for the year ended
December 31, 2003 ("2003"), compared to consolidated net income of U.S.$ 2,311
million and consolidated net operating revenues of U.S.$ 22,612 million for the
year ended December 31, 2002 ("2002").

COMMENTS FROM THE CEO, MR. JOSE EDUARDO DE BARROS DUTRA

We are completing our first year of management at the Company. It was a year of
multiple successes but also of great challenges in light of our many goals,
including transparency in our actions and fostering innovations within the
Company's administration. The year 2003 also marked our 50-year anniversary, and
we sought to remember the accomplishment of those who helped build what is today
one of the world's largest oil companies.

Market confidence in our Company allowed us to raise U.S.$ 5.4 billion in the
international capital markets during the year. In particular, investor demand
for issuances of our global notes exceeded the actual amount issued on several
occasions, and our notes sold in record time. Demand was strong notwithstanding
the fact that these notes do not have any additional guarantee or political risk
insurance. They are important milestones for the Company, not only for the
reduction in costs and lengthening of our debt maturity profile (the 15-year
bonds issued on December 10, 2003 are of the longest maturity ever issued by the
Company), but also because we were able to diversify our investor base. A
significant portion of these notes were acquired by investors from the high
grade and high yield markets, which are comprised of North American investors
who are typically more interested in financing companies within the United
States.

Among our principal achievements in 2003 we would like to highlight: (1) the
revision of our strategic plan, (2) the implementation of a new human resources
policy directive, (3) the improvement of the bidding process, particularly in
relation to platforms P-51 and P-52, and (4) the ongoing efforts to increase our
share in the natural gas and energy market. The intent of these efforts is to
increase operating efficiency and not only obtain higher returns for our
shareholders but also contribute significantly to Brazilian society in general.

In 2003, we received various awards recognizing our successes on a number of
fronts, including the award for Bond of the Year from Euromoney Magazine for our
U.S.$ 500 million issuance in June and the Investor's Choice for Best Website
Award given by MZ Consult.

We arrived at the end of this first year determined to overcome new challenges
and always vigilant of our goal to keep the Company on its path of positive
results, without losing sight of transparency, ethics and social and
environmental responsibility.
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Financial Highlights

U.S. $ million
(except earnings per share or unless otherwise noted)

Year end
30-2003 40-2003 40-2002 Income statement data 2003
11,314 11,390 8,294 Sales of products and services 42,69
8,218 8,149 5,930 Net operating revenues 30,79
(199) (253) (578) Financial income (expense), net (136
1,897 894 73 Net income 6,55
Basic and diluted earnings per common and
preferred share
Before effect of change in accounting
1.73 0.82 0.07 principle 5.3
After effect of change in accounting
1.73 0.82 0.07 principle 5.9
Other data
50.3 46.5 43.1 Gross margin (%) (1) 49.
23.1 11.0 1.2 Net margin (%) (2) 21.
67 68 71 Debt to equity ratio (%) (3) 6
Financial and Economic Indicators
28.41 29.41 25.91 Brent crude (U.S.$/bbl) 28.8
Average Commercial Selling Rate for U.S.
2.9324 2.9000 3.6714 Dollars (R$/U.S.$) 3.074
Period-end Commercial Selling Rate for U.S.
2.9234 2.8892 3.5333 Dollars (R$/U.S.$) 2.889
(1) Gross margin is calculated as net operating revenues less cost of sales
divided by net operating revenues.
(2) Net margin is calculated as net income divided by net operating revenues.
(3) Debt to equity ratio is calculated as total liabilities divided by the sum
of total liabilities and total shareholders' equity.
U.S. $ million
Balance sheet data 12.31.2003 12.31.2002 Percen
(12.31.2003 ve
Total assets 53,612 32,154
Cash and cash equivalents 9,610 3,301
Short-term debt 1,329 671
Total long-term debt 13,033 7,714
Total project financings 5,908 4,039
Total capital lease obligations 1,620 2,256
Net debt (1) 11,980 11,229
Shareholders' equity (2) 17,152 9,301
Total capitalization (2) (3) 39,042 23,981
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U.S. $ million

Reconciliation of Net debt 12.31.2003 12.31.2002
Total long-term debt 13,033 7,714
Plus short-term debt 1,329 671
Plus total project financings 5,908 4,039
Plus total capital lease obligations 1,620 2,256
Less cash and cash equivalents 9,610 3,301
Less Junior Notes 300 150
Net debt (1) 11,980 11,229
(1) DNet debt includes short-term debt, total long-term debt, total project

financings and total capital leasing obligations less cash and cash
equivalents and Junior Notes in the amount of U.S.$ 300 million in 2003 and
U.S.$ 150 million in 2002. Our net debt is not computed in accordance with
U.S. GAAP and should not be considered in isolation or as a substitute for
total long-term debt calculated in accordance with U.S. GAAP. Our
calculation of net debt may not be comparable to the calculation of net
debt by other companies. Management believes that net debt is an
appropriate supplemental measure that helps investors assess our liquidity
and assists management in targeting leverage improvements. Please see the
table above for a reconciliation of net debt to total long-term debt.

Shareholders' equity includes unrecognized losses in the amount of U.S.$
1,588 million at December 31, 2003 and U.S.$ 1,361 million at December 31,
2002, in each case related to "Amounts not recognized as net periodic
pension cost".
Total capitalization means shareholders' equity plus short-term debt, total
long-term debt, total project financings and total capital lease
obligations.
OPERATING HIGHLIGHTS
30-2003 40-2003 40-2002
Average daily crude oil and gas production
1,727 1,680 1,491 Crude o0il and NGLs (Mbpd) (1)
1,562 1,513 1,455 Brazil
165 167 36 International
2,046 2,058 1,578 Natural gas (Mmcfpd) (2)
1,524 1,536 1,416 Brazil
522 522 162 International
Crude o0il and NGL average sales price (U.S.
dollars per bbl)
26.16 26.79 22.81 Brazil (3)
22.19 23.76 23.62 International
Natural gas average sales price (U.S. dollars per
Mcf)
1.87 1.89 1.02 Brazil
1.07 1.15 1.55 International
Lifting costs (U.S. dollars per boe)
Crude oil and natural gas - Brazil
8.69 9.18 7.50 Including government take (4)
3.61 4.04 3.06 Excluding government take (4)
2.43 2.74 2.48 Crude o0il and natural gas - International
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1.53
1.29

2,103
1,974
1,584
81%
129

94
73%

79

310
57
102

2,022
1,931
1,583
82%
91

64
71%

77

Refining costs (U.S. dollars per boe)
Brazil
International
Refining and marketing operations (Mbpd)
Primary Processed Installed Capacity
Brazil
Installed capacity
Primary throughput
Utilization
International
Installed capacity
Primary throughput
Utilization
Domestic crude oil as % of total feedstock
processed

Imports (Mbpd)

Crude oil imports

0il product imports

Import of gas, alcohol and others
Exports (Mbpd)

Crude o0il exports

0il product exports

Fertilizer and other exports

Net imports

Sales Volume (thousand bpd)
0il Products
Alcohol and Others
Natural Gas

Total
Distribution
Inter-company sales

Total domestic market
Exports
International sales
Other operations (5)

Total international market

Total

Includes production from shale oil reserves.

Does not include liquefied natural gas. Includes reinjected gas.

Crude oil and NGL average sales price in Brazil includes intra-company
transfers and sales to third parties.

Government take includes royalties,
and rental of areas.

special government participation

Includes third-party sales by our international subsidiary, Petrobras

International Finance Company

(PIFCO) .

ANALYSIS OF OPERATING HIGHLIGHTS
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Exploration and Production

Domestic crude oil and NGL production increased 2.7% to 1,540 thousand barrels
per day for 2003, as compared to 1,500 thousand barrels per day for 2002,
largely due to the start-up of new wells in the Marlim, Espadarte (ESPF) and
Albacora fields and installation of the production system in the Marlim Sul
field. The start-up of FPSO Brazil in the Roncador field in December 2002, and
the start-up of production in the Jubarte field in October 2002 and the Coral
field in February 2003, also contributed to increased production for 2003.

International crude o0il and NGL production increased to 161 thousand barrels per
day for 2003, as compared to 35 thousand barrels per day for 2002, principally
due to the inclusion of production from Petrolera Santa Fe, Petrobras Energia
Participaciones S.A. - PEPSA (formerly known as Perez Companc S.A.) and
Petrolera Entre Lomas S.A. — PELSA (formerly known as Petrolera Perez Companc
S.A.) in Argentina, Ecuador, Venezuela and Bolivia into our production results.
Part of this increase was offset by the reduced production in mature fields in
Angola, Colombia and the United States.

Reserves

Our proved reserves in Brazil, estimated by management in accordance with the
rules and regulations of the U.S. Securities and Exchange Commission (the
"SEC"), amounted to 10.40 and 10.05 billion barrels of oil equivalent for 2003
and 2002, respectively. Total production reached 615 million barrels of oil
equivalent for 2003, as compared to 604 million barrels of o0il equivalent for
2002. As of December 31, 2003, our proved reserves to production ratio was 16.9
years.

Lifting Costs

Our lifting costs in Brazil, excluding government take, increased 14.5% to U.S.$
3.48 per barrel of oil equivalent for 2003, from U.S.$ 3.04 per barrel of oil
equivalent for 2002. This increase was primarily related to increases in sea and
alr transport expenses incurred in connection with our production operations.
Lifting costs also rose because of (1) increased consumption of materials and
maintenance services at ocean terminals, (2) higher expenses associated with
equipment and installation that provide operational support for these
activities, (3) salaries, benefits and charges incurred in connection with
salary readjustments for our larger workforce and (4) updating actuarial
calculations of postretirement benefits obligations.

Our lifting costs in Brazil, including government take (comprised of royalties,
special government participation and rental of areas), increased 22.4% to U.S.$
8.62 per barrel of oil equivalent for 2003, from U.S.$ 7.04 per barrel of oil
equivalent for 2002, due to the new special participation charge assessed to the
greater volume of production from the Marlim Sul field, the inclusion of the
Canto do Amaro and Roncador fields as fields subject to the special
participation tax and to the increase in domestic reference prices for domestic
crude oil.

Our international lifting costs increased 18.3% to U.S.$ 2.46 per barrel of oil
equivalent for 2003, as compared to U.S.$ 2.08 per barrel of oil equivalent for
2002. This increase was primarily due to the incorporation of the higher unit
lifting costs of Petrolera Santa Fe, PELSA and PEPSA, as well as the higher unit
lifting cost associated with the start of production of the San Antonio block in
Bolivia. This increase was partially offset by the decrease in maintenance
expenses at the Arauca field and the reduced consumption of natural gas and
diesel oil at the Upia field, both in Colombia.

Refining costs
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Domestic unit refining costs increased 28.6% to U.S.$ 1.17 per barrel of oil
equivalent for 2003, as compared to U.S.$ 0.91 per barrel of oil equivalent for
2002, principally due to the higher costs of chemical products and catalyzers,
higher labor costs and higher costs for technical services to improve our
operating performance as well as planned stoppages at our refineries.

International unit refining costs increased 24.5% to U.S.$ 1.17 per barrel of
01l equivalent for 2003, as compared to U.S.$ 0.94 per barrel of oil equivalent
for 2002. This increase was primarily due to the incorporation of the higher
unit refining costs of PELSA and PEPSA in Argentina, as well as increased
expenses related to maintenance at the catalytic cracker units and boilers of
Eg3, our Argentine subsidiary that focuses on distribution.

Sales Volume

Our domestic sales volume, consisting primarily of sales of diesel oil,
gasoline, jet fuel, naphtha, fuel o0il and liquefied petroleum gas, decreased
4.3% to 1,762 barrels per day for 2003, as compared to 1,842 barrels per day for
2002. The decrease in sales volume was primarily due to the contraction of the

Brazilian economy and the consequent loss of purchasing power among the
population.

ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

We earn income from:

o domestic sales, which consist of sales of crude oil and oil products (such
as diesel o0il, gasoline, jet fuel, naphtha, fuel o0il and liquefied
petroleum gas), natural gas and petrochemical products;

o export sales, which consist primarily of sales of crude oil and oil
products;

o international sales (excluding export sales), which consist of sales of

crude oil, natural gas and oil products that are purchased, produced and
refined abroad; and

o other sources, including services, investment income and foreign exchange
gains.

Our expenses include:

o costs of sales (which is comprised of labor expenses, cost of operating and
purchases of crude oil and o0il products and others); maintaining and
repairing property, plants and equipment; depreciation and amortization of
fixed assets and depletion of oil fields, and costs of exploration;

o selling, general and administrative expenses; and

o interest expense, monetary and foreign exchange losses.

Fluctuations in our financial condition and results of operations are driven by
a combination of factors, including:

o the volume of crude o0il, o0il products and natural gas we produce and sell;
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o changes in international prices of crude oil and oil products, which are
denominated in U.S. dollars;

o related changes in domestic prices of crude oil and oil products, which are
denominated in Reais;

o Brazilian political and economic conditions;
o fluctuations in the Real/U.S. dollar exchange rate; and
o the amount of taxes and duties that we are required to pay with respect to

our operations, by virtue of our status as a Brazilian company and our
involvement in the o0il and gas industry.

RESULTS OF OPERATIONS FOR 2003 COMPARED TO 2002

The comparison between our results of operations for 2003 and 2002 has been
affected by the 5.2% rise in the average Real/U.S. dollar exchange rate for 2003
as compared to the average Real/U.S. dollar exchange rate for 2002. For ease, we
refer to this change in the average exchange rate as the "5.2% decrease in the
value of the Real against the U.S. dollar in 2003, as compared to 2002."

Revenues

Net operating revenues increased 36.2% to U.S.$ 30,797 million for 2003, as
compared to U.S.$ 22,612 million for 2002. This increase was primarily
attributable to the alignment in 2003 of prices of certain oil products in the
Brazilian market with international prices of such products prevailing at the
end of 2002. The increase in net operating revenues was also attributable, to a
lesser extent, to an increase in sales volume outside Brazil (international
sales), which includes sales conducted by PEPSA and PELSA. This increase was
partially offset by a 4.3% reduction in sales volume in the domestic market,
primarily due to a decrease in Brazilian consumer demand.

Consolidated sales of products and services increased 29.4% to U.S.$ 42,690
million for 2003, as compared to U.S.$ 32,987 million for 2002, primarily as a
result of the increase in the price of certain oil products in the international
markets and the increase in sales volume outside Brazil (international sales).
Included in sales of products and services are the following amounts which we
collected on behalf of the Brazilian federal or state governments:

o Value-added and other taxes on sales of products and services and social
security contributions. These taxes increased 21.1% to U.S.$ 6,348 million
in 2003, as compared to U.S.$ 5,241 million in 2002, primarily due to the
increase in sales of products and services; and

o CIDE, the per-transaction tax due to the federal government, which
increased 8.0% to U.S.$ 5,545 million in 2003, as compared to U.S.$ 5,134
million in 2002. This increase was primarily attributable to the increase
in sales of products and an increase in the CIDE rate charged on certain
0il products. The increase was partially offset by the effect of the 5.2%
decrease in the value of the Real against the U.S. dollar in 2003, as
compared to 2002.

Cost of sales

Cost of sales for 2003 increased 34.0% to U.S.$ 15,416 million, as compared to
U.S5.$ 11,506 million in 2002. This increase was principally a result of:
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o an increase in taxes and charges imposed by the Brazilian government, which
amounted to U.S.$ 3,081 million in 2003, as compared to U.S.$ 2,014 million
in 2002. These taxes and charges included the special participation charge
(an additional charge payable in the event of high production and/or
profitability from our fields), which increased to U.S.$ 1,625 million in
2003, as compared to U.S.$ 917 million in 2002, as a result of our
increased production of crude oil during 2003, the inclusion of the Canto
do Amaro and Roncador fields as fields subject to the special participation
tax and the increase in domestic reference prices for domestic crude oil;

o a net increase in cost of sales outside Brazil, excluding PEPSA and PELSA,
of approximately U.S.$ 800 million, attributable to an increase in our
sales volume, lifting costs and prices in the international markets;

o a net increase of U.S.$ 634 million attributable to increased consumption
of materials and maintenance services at ocean terminals, higher expenses
associated with oil transport lines, including equipment and installation
that provide operational support for these activities, and salaries,
benefits and charges incurred in connection with salary readjustments for
our larger workforce;

o a U.S.$ 561 million increase in the cost of imports primarily attributable
to the increase of crude oil and oil product prices in the international
markets; and

o a U.S.$ 431 million increase in costs associated with the consolidation of
PEPSA and PELSA.

These increases were partially offset by:

o a decrease of approximately U.S.$ 379 million in cost of sales related to
the 4.3% reduction in our domestic sales volumes; and

o a decrease of U.S.$ 39 million in cost of sales as expressed in U.S.
dollars caused by the 5.2% decrease in the value of the Real against the
U.S. dollar in 2003, as compared to 2002.

Depreciation, depletion and amortization

We calculate depreciation, depletion and amortization of exploration and
production assets on the basis of the units of production method. Depreciation,
depletion and amortization expenses decreased 7.5% to U.S.$ 1,785 million for
2003, as compared to U.S.$ 1,930 million for 2002. This decrease was primarily
attributable to the 5.2% decrease in the value of the Real against the U.S.
dollar in 2003, as compared to 2002, and to the effect of the adoption of SFAS
143 in 2003. In 2002, U.S.$ 284 million in abandonment costs were recognized as
depreciation, depletion and amortization in accordance with SFAS 19. In 2003, as
result of the adoption of SFAS 143, U.S.$ 21 million of depreciation on the
asset retirement obligations was recorded under depreciation, depletion and
amortization, while accretion expenses was recorded under exploration, including
exploratory dry holes. The decrease in depreciation, depletion and amortization,
was partially offset by an increase of depreciation, depletion and amortization
expenses of approximately U.S.$ 182 million incurred in connection with the
activities of PEPSA and PELSA.

Exploration, including exploratory dry holes

Exploration costs, including exploratory dry holes increased 17.7% to U.S. $ 512
million for 2003 as compared to U.S.$ 435 million for 2002. This increase was
primarily attributable to the increase of approximately U.S.$ 49 million in
exploration costs, including exploratory dry holes in connection with the
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consolidation of PEPSA and PELSA and the recognition of U.S.$ 43 million in
accretion expense associated with abandonment costs. The increase in exploration
costs, including exploratory dry holes, was partially offset by the effect of
the 5.2% decrease in the value of the Real against the U.S. dollar in 2003, as
compared to 2002.

Impairment of oil and gas properties

For 2003, we recorded an impairment charge of U.S.$ 70 million, as compared to
an impairment charge of U.S.$ 75 million for 2002. In 2003, the impairment
charge was related to certain of our oil and gas producing properties in Brazil,
Colombia and Angola. In 2002, the impairment charge was related to certain of
our oil and gas producing properties in Brazil and Angola. These charges were
recorded based upon our annual assessment of our fields using prices consistent
with those used in our overall strategic plan and discounted at a rate of 13%, a
rate consistent with the rate used for internal project valuations.

Selling, general and administrative expenses

Selling, general and administrative expenses increased 20.1% to U.S.$ 2,091
million for 2003, as compared to U.S.$ 1,741 million for 2002.

o Selling expenses increased 5.6% to U.S.$ 1,020 million for 2003, as
compared to U.S.$ 966 million for 2002. This increase was primarily
attributable to the consolidation of PEPSA and PELSA, which resulted in a
U.S.$ 37 million increase in our 2003 selling expenses.

o General and administrative expenses increased 38.2% to U.S.$ 1,071 million
for 2003, as compared to U.S.$ 775 million for 2002. This increase was
primarily attributable to an increase of U.S.$ 65 million in expenses
related to technical consulting services from our increased outsourcing of
selected non-core general and administrative activities, an increase of
U.S.$ 41 million in expenses related to our profit sharing program, an
increase of U.S.$ 43 million in expenses related to employee training, an
increase of U.S.$ 57 million in general and administrative expenses
recognized in connection with the consolidation of PEPSA and PELSA and an
increase of U.S.$ 40 million in connection with the line by line
consolidation of three thermoelectric power plants, which were consolidated
in accordance with FIN 46. This increase in general and administrative
expenses was partially offset by the effect of the 5.2% decrease in the
value of the Real against the U.S. dollar in 2003, as compared to 2002.

Research and development expenses

Research and development expenses increased 36.7% to U.S.$ 201 million for 2003,
as compared to U.S.$ 147 million for 2002. This increase was primarily related
to our additional investments in programs for environmental safety, deepwater
and refining technologies of approximately U.S.$ 62 million, and was partially
offset by the effect of the 5.2% decrease in the value of the Real against the
U.S. dollar in 2003, as compared to 2002.

Equity in results of non-consolidated companies

Equity in results of non-consolidated companies registered a gain of U.S.$ 141

million for 2003, as compared to a loss of U.S.$ 178 million for 2002. This

increase was primarily attributable to:

o a gain of U.S.$ 62 million for 2003 from our investments in natural gas
distribution and petrochemical companies, as compared to a gain of U.S.$ 14

million for 2002;

o a gain of U.S.$ 59 million for 2003, as compared to a loss of U.S.$ 95

10
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million for 2002, from our equity investments in Compania Mega, an
Argentine company that is engaged in natural gas activities, and which was
adversely affected by the devaluation of the Argentine Peso against the
U.S. dollar in 2002; and

o a gain of U.S.$ 21 million for 2003, as compared to a loss of U.S.$ 98
million for 2002, from our investments in thermoelectric power plants. The
equity results for 2003 do not include our interests in three
thermoelectric power plants that were consolidated in accordance with FIN
46.

Financial income
We derive financial income from several sources, including:

o interest on cash and cash equivalents. The majority of our cash equivalents
are short-term Brazilian government securities, including securities
indexed to the U.S. dollar. We also hold balances in U.S. dollar deposits;

o long-term Brazilian government securities we acquired in connection with
the privatization of our petrochemical assets; and

o Government receivables, primarily the Petroleum and Alcohol Account.

Financial income decreased 47.3% to U.S.$ 602 million for 2003, as compared to
U.S.$ 1,142 million for 2002. This decrease was primarily attributable to a
reduction in financial interest income from short-term investments, which
declined 79.5% to U.S.$ 163 million for 2003, as compared to U.S.$ 793 million
for 2002. The reduction in financial income was also attributable to the 5.2%
decrease in the value of the Real against the U.S. dollar for 2003, as compared
to 2002. This decrease was partially offset by an increase of financial income
of approximately U.S.$ 80 million resulting from the consolidation of PEPSA and
PELSA in our 2003 financial results.

Financial expense

Financial expense increased 61.1% to U.S.$ 1,247 million for 2003, as compared
to U.S.$ 774 million for 2002. This increase was primarily attributable to our
additional debt and an increase of approximately U.S.$ 194 million in financial
expenses resulting from the consolidation of PEPSA and PELSA in our 2003
financial results.

Monetary and exchange variation on monetary assets and liabilities, net

Monetary and exchange variation on monetary assets and liabilities, net
registered a gain of U.S.$ 509 million for 2003, as compared to a loss of U.S.$
2,068 million for 2002. Approximately 90% of our long-term indebtedness was
denominated in foreign currencies during each of 2003 and 2002. The fluctuation
in monetary and exchange variation on monetary assets and liabilities, net was
primarily attributable to the effect of the 18.2% appreciation of the Real
against the U.S. dollar during 2003, as compared to a 52.3% depreciation of the
Real against the U.S. dollar during 2002.

Employee benefit expense
Employee benefit expense consists of financial costs associated with expected

pension and health care costs. Our employee benefit expense increased 31.9% to
U.S.$ 595 million for 2003, as compared to U.S.$ 451 million for 2002. This rise

11
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in costs was attributable to an increase of U.S.$ 166 million from the annual
actuarial calculation of our pension and health care plan liability. The
increase was partially offset by the effect of the 5.2% decrease in the value of
the Real against the U.S. dollar in 2003, as compared to 2002.

Other taxes

Other taxes, consisting of miscellaneous value-added, transaction and sales
taxes, decreased 7.5% to U.S.$ 333 million for 2003, as compared to U.S.$ 360
million for 2002. This decrease was primarily attributable to the 5.2% decrease
in the value of the Real against the U.S. dollar in 2003, as compared to 2002,
and the decrease of U.S.$ 61 million in the PASEP/COFINS taxes payable in
respect of foreign exchange gains on assets, resulting from transactions with
affiliates with assets denominated in foreign currencies.

Other expenses, net

Other expenses, net are primarily composed of gains and losses recorded on sales
of fixed assets, general advertising and marketing expenses and certain
nonrecurring charges. Other expenses, net for 2003 increased to an expense of
U.S.$ 1,026 million, as compared to an expense of U.S.$ 857 million for 2002.

The most significant charges for 2003 were:

o a U.S.$ 183 million loss related to our investments in certain
thermoelectric power plants resulting from our contractual obligations with
certain power plants to cover losses when decreased demand for power and
electricity lead to lower prices;

o a U.S.$ 198 million expense for general advertising and marketing expenses
unrelated to direct revenues;

o a U.S.$ 173 million expense for unscheduled stoppages of plant and
equipment;

o a U.S.$ 130 million expense for legal liability and contingencies related
to pending lawsuits. Please see Note 22 to our consolidated financial
statements;

o a U.S.$ 114 million expense for a lower of cost or market adjustment with
respect to turbines we originally expected to use in connection with our
thermoelectric projects, but which we no longer intend to use for such
projects;

o a U.S.$ 97 million provision for expected losses on the sale of property,
plant and equipment related to off-shore production;

o a U.S.$ 56 million increase in contractual losses from compliance with our
ship or pay commitments with respect to our investments in the OCP pipeline
in Ecuador; and

o a U.S.$ 55 million provision for tax assessments received from the
Instituto Nacional de Seguridade Social (National Social Security
Institute, or INSS). Please see Note 22 to our consolidated financial
statements.

The most significant charges for 2002 were:

o a U.S.$ 459 million loss related to our investments in certain
thermoelectric power plants;

o a U.S.$ 111 million expense for unscheduled stoppages of plant and
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equipment;

o a U.S.$ 105 million provision for notifications of tax assessments received
from the INSS;

o a U.S.$ 96 million expense for general advertising and marketing expenses
unrelated to direct revenues; and

o a U.S.$ 29 million expense for regularization of the Petroleum and Alcohol
Account.

Income tax (expense) benefit

Income before income taxes, minority interest and accounting changes increased
to U.S.$ 8,773 million for 2003, as compared to U.S.$ 3,232 million for 2002. As
a result, we recorded an income tax expense of U.S.$ 2,663 million for 2003, as
compared to an expense of U.S.$ 1,153 million for 2002.

The reconciliation between the tax calculated based upon statutory tax rates to
income tax expense and effective rates is discussed in Note 4 to our
consolidated financial statements as of December 31, 2003.

Cumulative effect of change in accounting principle

In the first quarter of 2003, we registered a gain of U.S.$ 697 million (net of
U.S.$ 359 million of taxes) resulting from the adoption of SFAS No. 143 -
Accounting for Asset Retirement Obligations. The adjustment was due to the
difference in the method of accruing site restoration costs under SFAS 143, as
compared with the method required by SFAS 19 - Financial Accounting and
Reporting by 0il and Gas Producing Companies. Under SFAS 19, we had accrued
upstream site restoration costs ratably over the productive lives of the assets.
Under SFAS 143, we record the fair value of asset retirement obligations as
liabilities on a discounted basis when they are incurred, which is typically at
the time the related assets are installed. The income adjustment described above
resulted from reversing the higher liability accumulated under SFAS 19 in order
to adjust it to a lower present value amount resulting from transition to SFAS
143. Please see Note 3 to our consolidated financial statements as of December
31, 2003.

INCREASE OF AUTHORIZED CAPITAL

On June 10, 2002, our shareholders approved a change in our by-laws authorizing
a capital increase of up to R$ 30 billion (U.S.$ 10.4 billion) by deliberation
of the Board of Directors through the issuance of up to 200 million shares.

The General Extraordinary Shareholders Meeting, held in conjunction with the
General Ordinary Meeting on March 29, 2004, approved an increase in authorized
capital from R$ 30 billion (U.S.$ 10.4 billion) to R$ 60 billion (U.S.$ 20.8
billion).

13
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THERMOELECTRIC PLANT OBLIGATIONS

As a result of adopting FIN 46 at December 31, 2003, we now consolidate six
thermoelectric plants. Previously, three of these thermoelectric plants were
accounted for as capital leases, and therefore, their consolidation did not have
a material impact on our financial condition. For the other three thermoelectric
plants, we were deemed the primary beneficiary because of contractual
obligations concerning third party interests that required us to bear energy
market risk.

The consolidation of the three thermoelectrics formerly treated as capital
leases resulted in U.S.$ 375 million being reclassified from capital lease
obligations to long-term debt obligations. The impact of changing the
obligations related to these three plants from the minimum value of future lease
payments to the debt outstanding with third party lenders was immaterial. At
December 31, 2003, the consolidation of the three thermoelectrics previously
accounted for as contractual obligations concerning third party interests
resulted in an increase to assets and long-term obligations of U.S.$ 1,142
million.

At December 31, 2002, we had commitments with thermoelectric plants related to
(a) the supply of natural gas for the production of energy and the purchase of
all or a portion of the energy generated by these plants and (b) commitments to
reimburse certain allocations as defined by the Consortium Agreements. At
December 31, 2002, the recorded provision for future losses related to our
energy business amounted to U.S.$ 205 million. On May 7, 2003, the Executive
Board authorized an increase in the above-mentioned accounting provision of an
additional U.S.$ 205 million, primarily due to depressed sales of energy
following the energy rationing program and the lack of a well-defined regulatory
framework for the energy sector. The provisions for future losses made in 2002
and early 2003, totaling U.S.$ 410 million, were utilized during the course of
2003.

At December 31, 2003, as a result of the adoption of FIN 46 and the
consolidation of the six thermoelectric plants, it is no longer necessary to
recognize any liability for future payments expected to be made under the
agreements with the sponsors of these six thermoelectric plants. We will now
recognize any losses from operations of these six thermoelectric plants if and
when they occur.

The following chart summarizes amounts recognized in connection with our
participation in the Brazilian Government's Thermoelectric Priority Energy
Program for 2003 and 2002:

U.S.$ mi
2003

Beginning balance as of January 1, 205
Provision during 2002 for potential losses during 2003

Additional Provision in March of 2003 for potential losses during 2003 205
Cumulative Translation Adjustments 57
Losses realized during 2003 (445)
Excess of provision estimated in 2002 (22)

Ending balance as of December 31,
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Amounts recognized in our financial results:

Losses during the year 205
Provision during 2002 for potential losses during 2003 (1)

Excess of provision estimated for 2003 (22)
Total effect on our financial results 183

(1) As a result of the adoption of FIN 46 in our December 31, 2003 annual
financial statements, no provision for losses relating to thermoelectric power
plants to be incurred in 2004 was booked.

ACQUISITION OF AN INTEREST IN PETROBRAS ENERGIA PARTICIPACIONES S.A.- PEPSA
(FORMERLY KNOWN AS PEREZ COMPANC S.A.) AND PETROLERA ENTRE LOMAS S.A. - PELSA
(FORMERLY KNOWN AS PETROLERA PEREZ COMPANC S.A.)

On October 17, 2002, we, through an indirectly controlled company, signed an
agreement to purchase 58.62% of the capital of PEPSA and 39.67% of the capital
of PELSA which together with PEPSA's interests brings our ownership interest in
PELSA to 50.73%. On May 13, 2003, the Argentine antitrust authorities approved
these purchases.

The acquisitions of PEPSA and PELSA were recorded using the purchase method of
accounting.

Because the statements of income of PEPSA and PELSA for the period from May 13,
2003 to May 31, 2003 are not available, we have consolidated the statements of
income of PEPSA and PELSA as of June 1, 2003. We believe that the inclusion of
the statements of income of PEPSA and PELSA for the period from May 13, 2003 to
May 31, 2003 would not have materially affected our net income for 2003.

The following unaudited pro forma summary financial information presents the
consolidated results of operations as if the acquisition of PEPSA and PELSA had
occurred at the beginning of the periods presented:

Consolidated Income Statements

U.S.$ million
Year ended December 31,

Pro forma
As reported (unaudited) As repor
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Net operating revenues 30,797 31,350
Costs and expenses (20,075) (20,435
Financial expenses, net (136) (344
Others (1,813) (1,797
Income tax expense (2,663) (2,665
Minority interest (248) (260
Cumulative effect of change in accounting

principles, net of taxes 697 697
Net income for the period 6,559 6,549

Basic and diluted earnings per share 5.98 5.97

BUSINESS SEGMENTS

NET INCOME BY BUSINESS SEGMENT
U.S. $ million
Year ended December 31,

2003 2002
Exploration and Production 5,504 3,413
Supply 1,738 711
Gas and Energy (196) (190)
International (1) 101 (114)
Distribution 138 91
Corporate (496) (1,280)
Eliminations (230) (320)
Net income 6,559 2,311
(1) At December 31, 2003, the international business segment includes the

Argentine operations of Petrolera Santa Fe (acquired in October 2002),
PEPSA and PELSA (both acquired in May 2003).

Exploration and Production

Our exploration and production segment includes our exploration, development and
production activities in Brazil, as well as sales of crude oil and natural gas
in the domestic and foreign markets.

Consolidated net income for our exploration and production segment increased
61.3% to U.S.$ 5,504 million for 2003, as compared to U.S.$ 3,413 million for
2002. This increase was primarily attributable to:

o a U.S.$ 2,652 million increase in net operating revenues as a result of the
increase in the price of crude oil in the international markets and a 2.7%
increase in production of crude oil, NGL and natural gas;

o the cumulative effect of a change in accounting principle related to future
liabilities for asset retirement obligations, which led to an increase in
our net income of U.S.$ 697 million, net of taxes;

o a U.S.$ 626 million reduction in financial expenses, net primarily related
to the effects of the 18.2% appreciation of the Real against the U.S.
dollar during 2003, as compared to a 52.3% depreciation of the Real against
the U.S. dollar during 2002; and

)
)
)
)
)
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o a U.S.$ 423 million reduction in depreciation, depletion and amortization
primarily attributable to the 5.2% decrease in the value of the Real
against the U.S. dollar in 2003, as compared to 2002, as well as the
beneficial effect of adopting SFAS 143, as described in Note 3 to our
consolidated financial statements.

These effects were partially offset by a U.S.$ 1,325 million increase in cost of
sales, primarily composed of:

o an increase of approximately U.S.$ 152 million in costs related to crude
0oil, natural gas and NGL volumes sold or transferred to other business
segments; and

o an increase of approximately U.S.$ 1,067 million in taxes and charges
imposed by the Brazilian government.

Supply

Our supply segment includes refining, logistic, transportation and the purchase
of 0il, as well as the purchase and sale of o0il products and fuel alcohol.
Additionally, this segment includes the petrochemical and fertilizers division,
which includes investments in domestic petrochemical companies and our two
domestic fertilizer plants.

Consolidated net income for our supply segment increased to U.S.$ 1,738 million
for 2003, as compared to U.S.$ 711 million for 2002.

This increase was primarily attributable to an increase of U.S.$ 6,377 million
in net operating revenues. This increase in net operating revenues was primarily
due to the alignment in 2003 of prices of certain oil products in the Brazilian
market with international market prices of such products at the end of 2002 and
to our refineries' increased processing of higher value added products.

This increase was partially offset by the increase of U.S.$ 4,702 million in
cost of sales, mainly due to the increase in import prices of crude oil and oil
products and increases in prices of products transferred from other segments,
notwithstanding the following facts:

o the 6.2% decrease in volume of sales within the supply segment as a result
of a decrease in Brazilian consumer demand;

o the higher participation of domestic crude oil in the total feedstock
processed (80% in 2003 and 79% in 2002); and

o the streamlining of logistical expenses, mainly freight costs.
Gas and Energy

Our gas and energy segment consists principally of the purchase and sale and
transportation of natural gas produced in or imported into Brazil. Additionally,
this segment includes our domestic electric energy purchase and sale activities
as well as investments in domestic natural gas transportation companies, state
owned natural gas distributors and thermoelectric companies.

Our gas and energy segment registered a net loss of U.S.$ 196 million for 2003,
as compared to a net loss of U.S.$ 190 million for 2002. This result was
affected primarily by the following factors:

o a U.S.$ 467 million increase in losses with minority interest, primarily
related to the effects on the net loss of Transportadora Brasileira
Gasoduto Bolivia-Brasil S.A. - TBG related to the 18.2% appreciation of the

Real against the U.S. dollar during 2003, as compared to a 52.3%
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depreciation of the Real against the U.S. dollar during 2002;

o a U.S.$ 451 million increase in cost of sales primarily due to a 13.5%
increase in the volume of natural gas sold and to the start of operations
of some thermoelectric power plants at the end of 2003;

o a U.S.$ 114 million expense for a lower of cost or market adjustment in gas
turbines;

o a U.S.$ 562 million increase in net operating revenues primarily due to the
increase of natural gas prices and to the 13.5% increase in the volume of
natural gas sold;

o a U.S.$ 183 million decrease in losses related to our investments in
thermoelectric power plants; and

o a U.S.$ 150 million increase in the results of non-consolidated companies,
primarily due to gains from our investments in natural gas distribution
companies and the adoption of FIN 46, resulting in the consolidation of
three thermoelectric power plants for which we recorded losses in equity in
2002.

International

The international segment represents our international activities conducted in
13 countries, which include Exploration and Production, Supply, Distribution and
Gas and Energy.

Consolidated net income for our international segment increased to a net gain of
U.S.$ 101 million for 2003, as compared to a net loss of U.S.$ 114 million for
2002. This increase was primarily attributable to:

o a U.S.$ 1,342 million increase in net operating revenues resulting from the
increase of o0il products prices in the international markets and an
increase in the volume of sales conducted by PEPSA and PELSA; ando

o a U.S.$ 157 million increase in the results of non-consolidated companies,
primarily due to a gain of U.S.$ 59 million in our equity investments in
Compania Mega during 2003, as compared to a loss of U.S.$ 95 million during
2002.

This increase was partially offset by the following factors, primarily
attributable to PEPSA and PELSA's operations:

o a U.S.$ 586 million increase in cost of sales;

o a U.S.$ 182 million increase in depreciation, depletion and amortization;
o a U.S.$ 160 million increase in debt expense net;

o a U.S.$ 118 million increase in selling, general and administrative

expensesy

o a U.S.$ 69 million increase in exploration, including exploratory dry holes
and impairment; and

o a U.S.$ 56 million increase in contractual losses from compliance with our
ship or pay commitments with respect to our investments in the OCP pipeline

in Ecuador.

Distribution
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Our distribution segment represents the oil product and fuel alcohol
distribution activities conducted by our majority owned subsidiary, Petrobras
Distribuidora S.A. - BR in Brazil.

Consolidated net income for our distribution segment increased 51.6% to U.S.$
138 million for 2003, as compared to U.S.$ 91 million for 2002. This increase
was primarily attributable to a U.S.$ 1,453 million increase in net operating
revenues as a result of the increase of 0il products sales prices to refineries
(we increased these sales prices in order to maintain our gross margin).

This effect was partially offset by a 6.0% decrease in the volume of oil
products sold within the distribution segment in 2003 as compared to the volume
sold in 2002; the decrease in our market share in the Brazilian oil products
market to 31.5% for 2003, as compared to 32.9% for 2002; and the increase of
U.S.$ 1,396 million in our cost of sales in 2003, reflecting the increase in
prices of o0il products purchased from refineries.

Corporate

Our corporate segment includes those activities not attributable to other
segments, including corporate financial management, overhead related to central
administration and other expenses, including actuarial expenses related to
pension and health care plans.

Consolidated loss for the units that make up our corporate segment decreased
61.3% to a net loss of U.S.$ 496 million during 2003, as compared to a net loss
of U.S.$ 1,280 million during 2002. This decrease was primarily attributable to
the reduction of U.S.$ 1,268 million in financial expenses net, primarily
attributable to the effect of the 18.2% appreciation of the Real against the
U.S. dollar during 2003, as compared to a 52.3% depreciation of the Real against
the U.S. dollar during 2002.

This decrease was partially offset by:

o a U.S.$ 160 million increase in general and administrative expenses,
primarily due to higher expenses related to technical consulting services
in non-core general and administrative activities and employee training
expenses;

o a U.S.$ 160 million increase in expenses related to employee benefits; and

o a U.S.$ 73 million increase in expenses related to institutional relations
and cultural projects.

LTQUIDITY AND CAPITAL RESOURCES
Overview

Our principal uses of funds are for capital expenditures, dividend payments and
repayment of debt. We have historically met these requirements with internally
generated funds, short-term debt, long-term debt, project financings and sale
and lease back agreements. We believe these sources of funds, together with our
strong cash and cash equivalents on hand, will continue to allow us to meet our
currently anticipated capital requirements. In 2004, our major cash needs
include announced capital expenditures of U.S.$ 5,066 million.
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Financing Strategy

The objective of our financing strategy is to help us achieve the targets set
forth in our Strategic Plan, which provides for capital expenditures of U.S.$
27.1 billion from 2004 to 2007. We also aim to increase the average life of our
debt portfolio and reduce our cost of capital through a variety of medium and
long-term financing arrangements, including supplier financing, project
financing, bank financing, securitizations and the issuances of debt and equity
securities.

To that end, we took advantage of market conditions in 2003 to extend our
maturity profile and capture decreased financing costs. We went from issuing a
5-year note bearing an interest rate of 9.0% in the beginning of the year to
issuing a 15-year note with an 8.375% coupon on December 10, 2003. At the time
of the issuance, the 15-year maturity was a record for Brazilian corporations.

Government Regulation

The Ministry of Planning, Budget and Management controls the total amount of
medium and long-term debt that we and our Brazilian subsidiaries are allowed to
incur through the annual budget approval process (Plano de Dispendio Global, or
PDG) . Before issuing medium and long-term debt, we and our Brazilian
subsidiaries must also obtain the approval of the National Treasury shortly
before issuance.

In accordance with Senate Resolution N(0) 96/89 the level of our borrowings is
subject to an annual maximum amount, exclusive of certain permitted commercial
obligations, based on shareholders' equity, debt service expense and other
factors as of the prior year and subject to certain ongoing quarterly
adjustments. For 2003, the maximum level of debt that we and our Brazilian
subsidiaries could incur was set at U.S.$ 932 million. The maximum level was set
at U.S.$ 824 million for 2002 and U.S.$ 1,211 million for 2001.

All of the foreign currency denominated debt of we and our Brazilian
subsidiaries requires registration with the Central Bank. The issuance of debt
by our international subsidiaries, however, is not subject to registration with
the Central Bank or approval by the National Treasury. In addition, all
issuances of medium and long-term notes and debentures require the approval of
our board of directors. Borrowings that exceed the approved budget amount for
any year also require approval from the Brazilian Senate.

Sources of Funds

Our Cash Flow

At December 31, 2003, we had cash and cash equivalents of U.S.$ 9,610 million
compared to U.S.$ 3,301 million at December 31, 2002. This increase in cash was

a result of:

o the increase in our net operating revenues during 2003, which was primarily
driven by the increase in crude oil prices;

o the proceeds from the issuance of greater amounts of debt in the
international capital markets; and

o the adoption of FIN 46 which resulted in an increase in cash and cash
equivalents of U.S.$ 1,049 million.

Operating activities provided net cash flows of U.S.$ 8,569 million in 2003, as

compared to U.S.$ 6,287 million in 2002. This increase was due primarily to a
36.2% increase in net operating revenues.
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Net cash used in investing activities decreased to U.S.$ 5,519 million in 2003,
as compared to U.S.$ 6,656 million in 2002. This decrease was due primarily to
adoption of FIN 46.

Financing activities provided net cash flows of U.S.$ 2,376 million for 2003, as
compared to U.S.$ 1,614 million in net cash used in 2002. This increase was due
primarily to net issuances of short and long-term debt, which was partially
offset by an increase in our repayments of short and long-term debt.

Short-Term Debt

Our outstanding short-term debt serves mainly to support our imports of crude
0il and oil products, and is provided almost completely by international banks
and under our commercial paper program. At December 31, 2003, our short-term
debt (excluding current portions of long-term obligations) increased to U.S.$
1,329 million as compared to U.S.$ 671 million at December 31, 2002. This
increase was due to the inclusion of PEPSA's short term debt in our consolidated
balance sheets and our increased use of short-term credit facilities. Our
short-term debt is denominated principally in U.S. dollars.

Long-Term Debt

Our total outstanding consolidated long-term debt consists primarily of the
issuance of securities in the international capital markets and debentures in
the domestic capital markets and amounts outstanding under facilities guaranteed
by export credit agencies and multilateral agencies, as well as financing from
the Banco Nacional de Desenvolvimento Economico e Social (the National Bank for
Economic and Social Development, or BNDES) and other financial institutions.
Outstanding long-term debt, plus the current portion of our long-term debt,
totaled U.S.$ 13,033 million at December 31, 2003, as compared to U.S.$ 7,714
million at December 31, 2002. Included in these figures at December 31, 2003 are
the following international debt issuances:

Notes Principal Amount
9.00% Notes due 2004 (1) EUR 91 million
10.00% Notes due 2006 U.S.$250 million

134 million
.$500 million
.$450 million
.$595 million
.$55 million
.$600 million
.$300 million
.$300 million
.$338 million
.5400 million
.$750 million
.$750 million
.5200 million
.$550 million
.$5100 million

6.625% Step Down Notes due 2007 (1)

9.125% Notes due 2007 (2)

9.875% Notes due 2008 (2)

6.750% Senior Trust Certificates due 2010 (3)
Floating Rate Senior Trust Certificates due 2010 (3)
9.750% Notes due 2011 (2)

6.600% Senior Trust Certificates due 2011 (3)
Floating Rate Senior Trust Certificates due 2013 (3)
4.750% Senior Exchangeable Notes due 2007 (4)

Global Step-up Notes due 2008 (5)

.125% Global Notes due 2013 (6)

.375% Global Notes due 2018 (6)

.748% Senior Trust Certificates due 2013 (3)

.436% Senior Trust Certificates due 2015 (3)

.375% Notes due 2013(7)

=
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(1) Euro; U.S.$1.2635 = EUR 1.00 at December 31, 2003.

(2) Issued by PIFCo to finance o0il trading activities, with support from us
through a standby purchase agreement and with insurance against 18 months of
inconvertibility and transfer risk for interest payments.

(3) Issued in connection with our exports prepayment program.

(4) Issued by PIFCo on October 17, 2002 in connection with our acquisition of
PEPSA.

(5) The Global Step-up Notes bear interest from March 31, 2003 at a
rate of 9.00 % per year until
April 1, 2006 and at rate of 12.375% per year thereafter, with interest
payvable semi-annually, and were issued by PIFCo to finance oil trading
activities, with support from us through a standby purchase agreement.

(6) Issued by PIFCo for general corporate purposes including oil trading
activities, with support from us through a standby purchase agreement.

(7) Issued by PEPSA on October 31, 2003 to cancel existing liabilities.

On March 31, 2003, PIFCo issued U.S.$400 million of 9.00% Global Step-Up Notes
due 2008. These notes bear interest from March 31, 2003 at the rate of 9.00% per
year until April 1, 2006 and at a rate of 12.375% thereafter. This transaction
represented our first issuance under our U.S.$ 8 billion universal shelf
registration statement filed with the SEC in July 2002.

On May 21, 2003, Petrobras Finance Ltd., a subsidiary of PIFCo, received U.S.$
550 million in 6.436% Senior Trust Certificates due 2015, and U.S.$ 200 million
in 3.748% Senior Trust Certificates due 2013 in connection with our exports
prepayment program. On July 2, 2003, PIFCo issued Global Notes in an aggregate
principal amount of U.S.$ 500 million due July 2013. The notes bear interest at
the rate of 9.125% per annum, payable semiannually. On September 18, 2003, PIFCo
issued an additional U.S.$ 250 million in Global Notes, which form a single
fungible series with its U.S.$ 500 million Global Notes due July 2013. On
December 10, 2003, PIFCo issued U.S.$ 750 million of 8.375% Global Notes due
2018.

We describe the average interest rates on our long-term debt in Note 12 to our
consolidated financial statements.

In addition to issuing foreign currency denominated debt in the international
capital markets, we have historically issued Real-denominated debentures in the
local capital markets. These debentures are floating-rate obligations, and the
coupon is based on an index plus a fixed spread.

We did not issue any Real-denominated debentures in 2003. In 2002, we issued RS
1,525 million (U.S.$ 432 million) in Real-denominated debentures. Outstanding
debentures totaled U.S.$ 928 million at December 31, 2003, as compared to U.S.$
688 million at December 31, 2002.

Project Finance

Since 1997, we have utilized project financings to provide capital for our large
exploration and production and related projects, including some natural gas
processing and transportation systems. All of these projects, and their related
debt obligations, are on-balance sheet and accounted for under the line item
"Project Financings". The special purpose companies established to finance these
projects are consolidated in accordance with FIN 46. Under the contractual
arrangements, we are responsible for completing the development of the oil and
gas fields, operating the fields, paying all operating expenses relating to the
projects and remitting a portion of the net proceeds generated from the fields
to fund the special purpose companies' debt and return on equity payments. At
the end of each financing project, we have the option to purchase the project
assets from the special purpose company or, in some cases, acquire control over
the special purpose company itself.
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During 2003, we made capital expenditures of U.S.$ 1,316 million (20.1% of our
total capital expenditures) in connection with exploration and development
projects in the Campos Basin, which are being financed through project
financings.

The following summarizes the liabilities related to the projects that were in
progress at December 31, 2003 and 2002:
U.S.$ million
As of December 31,

2003 2002

Barracuda/Caratinga 2,555 1,481
Cabiunas 857 673
Espadarte/Voador/Marimba (EVM) 826 575
Marlim 680 635
Nova Marlim 475 508
Albacora 126 123
Pargo, Carapeba, Garoupa and Cherne (PCGC) 76 44
Malhas project 286
Langstrand Holdings S.A. 700
PDET Onshore 40
Repurchased securities (713)

5,908 4,039
Current portion of project financings (842) (239)

5,066 3,800

At December 31, 2003, we had amounts invested abroad in an exclusive investment
fund that held debt securities of some of our group companies in the amount of
U.S.$ 713 million related to project financings. These securities are considered
to be extinguished, and thus the related amounts, together with applicable
interest have been removed from the presentation of project finance.

At December 31, 2003, the long-term portion of project financings becomes due in
the following years:

U.S.$ million

2005 1,295
2006 838
2007 1,231
2008 569
2009 and thereafter 1,133
Total 5,066

Off Balance Sheet Arrangements

As noted above, all of our project financings are on-balance sheet. At December
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31, 2003, we had no off-balance sheet arrangements that have, or are reasonably
likely to have, a material effect on our financial condition, revenues or
expenses, results of operations, liquidity, capital expenditures or capital
resources.

Net Debt

Our net debt totaled U.S.$ 11,980 million at December 31, 2003, a 6.7% increase
from net debt of U.S.$ 11,229 million at December 31, 2002, primarily due to the
inclusion of PEPSA's and PELSA's net debt of U.S.$ 1,788 million in our net debt
totals and our issuance of U.S.$ 5,400 million in long-term debt in the
international capital markets during 2003. These increases were partially offset
by increase in cash and cash equivalents as a result of the increase in net cash
provided by operating activities. For a reconciliation of net debt to total
long-term debt, please see page 3.

Uses of Funds
Budgeted Capital expenditures

In 2003, we continued to prioritize capital expenditures for the development of
crude o0il and natural gas production projects through internal investments and
through structured undertakings with partners. We invested a total of U.S.$
6,551 million in 2003, a 33.4% increase from our investments in 2002.

Our increased capital expenditures in 2003 were primarily directed towards
increasing our production capabilities in the Campos Basin, modernizing our
refineries, expanding our pipeline transportation and distribution systems and,
to a lesser extent, investing in energy and gas related activities, including
investments in thermoelectric power plants. We spent U.S.$ 3,658 million (55.8%)
in 2003 in our domestic exploration and production activities, which includes
our exploration and production segment and our project financings.

The following table sets forth our consolidated capital expenditures (including
project financings and investments in thermoelectric power plants) for each of
our business segments for 2003 and 2002:

Activities
U.S.$ million

Year ended December 31,

2003 2002
o Exploration and Production 3,658 3,156
o Supply 1,451 945
o Gas and Energy 694 268
o International:
o Exploration and Production 428 224
o Supply 18 8
o Distribution 33 2
o Gas and Energy 1 4

24



Edgar Filing: BRAZILIAN PETROLEUM CORP - Form 6-K

o Distribution 106 139
o Corporate 162 165
Total capital expenditures 6,551 4,911

Our Strategic Plan contemplates total budgeted capital expenditures of U.S.$
27.1 billion in the period from 2004 through 2007, approximately U.S.$ 22.7
billion of which will be directed towards our activities in Brazil, while U.S.$
4.4 billion will be directed to our activities abroad. We expect that the
majority of our capital expenditures from 2004 through 2007, approximately U.S.$
18.0 billion, will be directed towards exploration and production, of which
U.S.$ 14.2 billion are designated for our activities in Brazil.

We are in the process of reviewing our Strategic Plan and intend to release a
new version in April 2004 that could revise our forecasts for capital
expenditures for 2004-2007.

Dividends

Based on our financial results and cash available for distribution, the General
Shareholders' Meeting held on March 29, 2004 approved a distribution of
dividends of U.S.$ 1,955 million (U.S.$ 1.78 per share). The U.S.$ 1,127 million
already distributed to shareholders on February 13, 2004 in the form of interest
on capital was deducted from this amount. The dividend includes an additional
U.S.$ 436 million of interest on capital.

Risk Management Activities

We are exposed to a number of market risks arising in the normal course of
business. We may use derivative and non-derivative instruments to manage these
risks. For a description of our risk management activities, see Note 23 to our
consolidated financial statements.

Contractual Obligations

The following table summarizes our contractual obligations at December 31, 2003.

The table does not include employee postretirement benefits, deferred income tax
or trade accounts payable.

Payments due by period

U.S.$ million

Contractual Obligations Total Less than 1 1-3

year years
Long-Term Debt Obligations 13,033 1,145 2,458
Capital (Finance) Lease Obligations 2,025 388 619
Project Finance Obligations 5,908 842 2,133
Operating Lease Obligations 6,421 1,008 2,147
Purchase Obligations 360 267 15
Total 27,747 3,650 7,372
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40-2003

Income Statement
(in millions of U.S. dollars, except for
share and per share data)

40-2002
8,294 Sales of products and services
Less:
Value-added and other taxes on sales and
(1,354) services
(1,010) CIDE

5,930 Net operating revenues

(3,375) Cost of sales
(402) Depreciation, depletion and amortization
(134) Exploration, including exploratory dry holes
(75) Impairment
(365) Selling, general and administrative expenses
(44) Research and development expenses
(4,395) Total costs and expenses
(169) Equity in results of non-consolidated companies
228 Financial income
(252) Financial expense
Monetary and exchange variation on monetary
(554) assets and liabilities, net
(106) Employee benefit expense
(43) Other taxes
(621) Other expenses, net
(1,517)
Income before income taxes and minority
18 interests and accounting change
Income tax expense:
(130) Current
327 Deferred
197 Total income tax expense
Minority interest in results of consolidated
(142) subsidiaries

73 Net income before accounting change effect

Cumulative effect of accounting change, net of
income tax
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1,897 894 73 Net income for the period

Weighted average number of shares outstanding
634,168,418 634,168,418 634,168,418 Common/ADS
462,369,507 462,369,507 451,935,669 Preferred/ADS

Basic and diluted earnings per share
Common/ADS and Preferred/ADS

Before effect of change in accounting principle

After effect of change in accounting principle

Selected Balance Sheet Data

(in millions of U.S. dollars,

Assets

Current assets
Cash and cash equivalents
Accounts receivable, net
Inventories
Other current assets

Total current assets

Property, plant and equipment, net

Investments in non-consolidated companies and other investments
Other assets
Petroleum and Alcohol Account - Receivable from Federal Government

Government securities

Goodwill on PEPSA and PELSA
Advances to suppliers
Investment in PEPSA and PELSA
Prepaid Expenses

Others

Total other assets

Total assets

Liabilities and shareholders' equity
Current liabilities
Trade accounts payable
Short-term debt
Current portion of long-term debt
Current portion of project financings
Capital lease obligations

except for share data)

As of Dece

2,261
1,329
1,145
842
378
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Other current liabilities
Total current liabilities

Long-term liabilities
Long-term debt
Project financings
Employee benefits obligation - Pension
Employee benefits obligation - Health care
Capital lease obligations
Thermoelectric liabilities
Other liabilities

Total long-term liabilities
Minority interest
Shareholders' equity Shares authorized and issued:
Preferred stock -2003 - 462,369,507 (2002 -451,935,669 shares)
Common stock - 2003 and 2002 - 634,168,418 shares

Reserves and others

Total shareholders' equity

Total liabilities and shareholders' equity

Statement of Cash Flows Data

(in millions of U.S.

30-2003 40-2003 40-2002

dollars)

Cash flows from operating activities

1,897 894 73 Net income for the period

Adjustments to reconcile net income to net cash
provided by operating activities

599 475 327 Depreciation, depletion and amortization
Loss on property, plant and equipment and dry hole

83 98 107 costs

93 149 869 Foreign exchange and monetary loss
Cumulative effect of accounting change, net of

income tax
(326) 309 149 Others

Decrease (increase) 1in assets

133 (532) 111 Accounts receivable, net
Petroleum and Alcohol Account - Receivable from
(3) (2) (68) Federal Government
(14) 339 209 Inventories
199 (36) 22 Advances to suppliers
(18) (16) Interest receivable
(315) 164 212 Others
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(2,437)
54

1,049
(73)

180
267
200

2,642

(1,337)
(1,073)
(302)

(153)

STATEMENT OF INCOME

Net operating revenues to third parties

Increase (decrease) in liabilities
Trade accounts payable
Taxes payable
Other liabilities

Net cash provided by operating activities

Cash flows from investing activities
Additions to property, plant and equipment
Share interest
Investments in
Effect on cash
Investments in
Effect on cash
affiliates
Restricted deposits for legal proceedings
Others

thermoelectric

as a result of adoption of FIN 46
non-consolidated companies

from merger with subsidiaries and

Net cash used in investing activities

Cash flows from financing activities

Increase (decrease) in cash and cash equivalents

Effect of exchange rate changes on cash and cash
equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at the end of period

Income Statement by Segment

Inter-segment net operating revenues

Net operating revenues

Year ended December 31,
U.S.$ million

GAS
&

E&P SUPPLY ENERGY INTERN. DISTRIB.

2,369 17,024 1,229 2,298 7,877

13,329 6,695 250 129 138

15,698 23,719 1,479 2,427 8,015
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Cost of sales (6,154) (19, 944) (1,045) (1,398) (7,257)
Depreciation, depletion and amortization (955) (397) (87) (288) (29)
Exploration, including exploratory dry

holes and impairment (452) (130)
Selling, general and administrative

expenses (123) (732) (149) (208) (4106)
Research and development expenses (92) (50) (6)
Cost and expenses (7,776) (21,123) (1,287) (2,024) (7,702)
Equity in results of non-consolidated

companies 25 56 62
Financial income (expense