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Petrobras profit buoyed by oil price surge, Brazilian fuel
subsidies

Marta Nogueira, Alexandra Alper

RIO DE JANEIRO (Reuters) - Brazil’s Petroleo Brasileiro SA reported a larger-than-expected
jump in quarterly net profit, helped by rising oil prices and diesel subsidies that allowed it to
boost its market share, the state-controlled oil company said on Friday.
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Petrobras, as the company is known, posted a net profit of 10.072 billion reais ($2.69 billion)
in the second quarter, soaring from a profit of 360 million reais in the same period a year
earlier, when it was hit by a one-time tax-related charge.

The company had been expected to earn $1.505 billion in the second quarter of 2018,
according to analysts’ estimates.

Petrobras shares gained more than 5 percent, advancing to their highest level since May 23
when its former chief executive officer, Pedro Parente, voluntarily cut diesel prices in a bid to
defuse a nationwide truckers’ protest over rising fuel costs that paralyzed Latin America’s top
economy.

The truckers stayed off the job until President Michel Temer’s government agreed to sweeping
moves to cut diesel prices through tax reductions and subsidies for Petrobras and other fuel
vendors. That sparked fears of renewed political meddling at the state-run company and
helped drive Parente to resign.

The government-imposed diesel subsidy plan so far has hurt Petrobras competitors that rely
on fuel imports more than the state-controlled company, which can refine its own domestically
drilled oil. Petrobras boosted its diesel market share to 87 percent in June from 77 percent in
March.

Utilization rates at Petrobras refineries also rose to 81 percent in June from 72 percent in
March.

“Companies joined the subsidy program and what happened was a big reduction in the volume
of (diesel) imports and a small increase in Petrobras’ market share, but I think that is going
back to normal,” Petrobras CEO Ivan Monteiro said on Friday.

FILE PHOTO: Brazil's state-run Petrobras oil company headquarters are pictured in Rio de Janeiro, Brazil May 8, 2018.
REUTERS/Sergio Moraes/File photo
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Monteiro, formerly the company’s chief financial officer, expressed confidence that Petrobras
would be reimbursed for the price controls, describing the government’s delay in providing
compensation as “natural.” The second-quarter results show the company expects to receive
590 million reais.

XP Investimentos analyst Gabriel Francisco said the results were positive and praised the
company’s cash generation in the second quarter but noted that “not all of its revenues booked
came in as cash flow, given that the company still hasn’t received diesel subsidies.”

DIVESTMENTS

The oil company, the world’s most indebted, said net debt rose to 284.027 billion reais from
270.712 billion reais, even as it fell in dollar terms. The net debt to EBITDA ratio narrowed to
3.23 from 3.52.

The company reiterated that it is still aiming to get that measure down to 2.5 by the end of the
year and to meet a target of $21 billion in divestments from 2017 to 2018.
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A court decision halting privatization of state company assets without congressional approval,
ahead of presidential elections in October, means the company may struggle to meet its target.

However, Petrobras executives said on Friday the company had received $5 billion from
divestments in the first half of the year and expects to receive another $2 billion this year.

Adjusted earnings before interest, taxes, depreciation and amortization, a gauge of operational
profit known as EBITDA, rose to 30.067 billion reais, from 19.094 billion reais in the same
period last year.

Results were supercharged by a pickup in oil prices to around $70 per barrel, helping revenue
rise to 84.395 billion reais ($22.51 billion), from 66.996 billion reais in the same period last
year, when oil traded at well below $60 a barrel.

Additional Reporting by Rodrigo Viga Gaier and Roberto Samora; Writing by Alexandra Alper Editing by

Bernadette Baum and Paul Simao

Our Standards: The Thomson Reuters Trust Principles.

FILE PHOTO: The logo of Brazil's state-run oil company Petrobras is pictured in the company headquarters in Sao Paul…
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