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Every year UNMIG! Report depicts the state of hydrocarbons E&P in Italy.

The contribution of domestic reservoirs (both onshore and offshore) to Italian
energy balance is not negligible: nearly 6% of oil and 12% of gas consumptions are
covered by domestic production. Besides the commercial value of extracted
hydrocarbons, the existence of a national upstream sector implies a number of
companies working in the field. Their scientific and technological know-how is an
important asset for the Country.

In 2007, oil and gas production was similar to the one recorded in 2006. However,
the upstream sector is not in good health. Producing gas reservoirs are ageing; in
several areas of the Country exploration is not allowed, neither exploitation of
proven reserves is. Discovered resources turn into production too slowly.

The main reason for such situation is the hostility of local communities towards E&P
activities, which cannot be foreseen by town-planning rules and imply high levels of
perceived environmental impact.

The offshore natural gas production (which is the principal share of domestic
production) has been decaying for many years, since new discoveries do not
balance the depletion of older reservoirs. In the Basilicata Region, new large oil
fields have been discovered, but their development has been going on slowly for a
long time. So the decay in production from older fields is hardly balanced, and the
domestic oil production remains stable around 5 and 6 million tons per year.

It is well known that exploration activities require large investments with high
financial risk. It is believed that in Italy good discovery chances still exist and, due to
the present high price of oil&gas, the interest in research activities is rising again:
this is demonstrated by an increased number of applications for exploration
licenses. On the other hand, since bureaucratic procedures are still long and
complex, and the rules for obtaining licenses remain uncertain, big companies are
likely to turn their interest to countries where discoveries are more likely to be made
and production costs may be lower.

" UNMIG (National Office for Mining, Hydrocarbons and Geothermal Resources) operates
within the Ministry of Economic Development. It was created in 1957 by the law that ruled
domestic upstream activities, following the first, encouraging AGIP’s discoveries in the early
Fifties. UNMIG’s mission is to ensure that Italian oil and gas fields are properly exploited, and
that companies fulfil all requirements concerning workers’ health and safety. This dual task is
carried out by a central administrative structure in Rome and three peripheral offices (Bologna,
Rome and Naples). Every year, UNMIG publishes a report on the state of upstream activities;
such reports are available on line at http://unmig.sviluppoeconomico.gov.it.
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1. Prospecting and exploration

In 2007, 10 exploration wells were drilled in Italy (9 onshore and 1 offshore), for a
total of 19'500 drilled meters; such figures are significantly lower than those
recorded in 2006 (-28%). Average depth of exploration wells has been about 1950
m.

28 wells were drilled for production, for a total of about 51'000 m. Such value is
similar to the one recorded in 2006.

2. Exploration and discoveries

In 2007, 3 discoveries were made in Abruzzo, in areas where previously planned
activities had been delayed due to operational and administrative reasons.

3. Mining licenses

As at December 31%, 2007, 90 exploration licenses were in force (58 onshore and
32 offshore), totalling about 35’658 km? (21’002 onshore and 14’656 offshore). 195
production licenses were effective (129 onshore and 66 offshore), totalling about
18’953 km? (9'480 onshore and 9’373 offshore). Such data are described in detail in
the tables below.

Onshore exploration licenses spread over about 10% of the national territory. Emilia
Romagna, Abruzzo, Piemonte, Basilicata, Lombardia, Lazio, Sicilia, Marche are the
Regions where most permits are located.

Offshore, in the sea zones that are subject to national jurisdiction and have been
opened to E&P activities, more than 1500 wells have been drilled so far and more
than 100 platforms are operating. At the moment, the majority of offshore licenses is
concentrated in the A and B zones, in the Adriatic sea.

Compared to 2006, the total number of E&P licenses has slightly decreased (285
vs. 289). However, compared to 1998 (when the legislative decree 625/96 started to
rule the new liberalized licensing procedures), a more significant decrease can be
observed (nearly 30%).

Recently, evidence has been observed of a renewed interest in exploration, mostly
driven by small companies attracted by the high price of crude oil. In 2007, 48 new
applications were submitted for exploration licenses (41 onshore and 7 offshore).
113 more applications had been already submitted, but are still being processed.

In accordance with law No. 239/2004, the administrative tools named “Unique
Procedure” and “Conference of Administrations” are being used in the licensing
process. Nevertheless, authorities involved have often different points of view and
therefore achieving consensus is difficult. In 2007, only 9 exploration licenses were
granted (4 onshore and 5 offshore), while no new production licenses were granted.

4. Gas production

In 2007, 9.6 billion Sm? of natural gas have been produced (-11% compared to
2006), confirming the constant decrease in production that has been experienced
since 1994, when the peak production was achieved (20,6 billion Sm3). Such trend
depends on the natural depletion of older fields, which is not balanced by new
producing reservoirs.

Most of the reduction in production which occurred in 2007 has to be blamed on the
ageing of offshore reservoirs, which however still provide the largest share (about
75%) of the total domestic production. More precisely, the “A zone” of the Adriatic
sea still provides 53% of the total extracted gas. Onshore, the Regions contributing
the most are Basilicata, Puglia, Sicilia, Emilia Romagna, Molise, Marche and
Abruzzo.

5. Oil production

In 2007, 5.84 million metric tons of oil were produced. This figure is slightly larger
than the value recorded in 2006 (+1.4%). Neglecting the peak achieved in 2005
(6.08 million tons), the 2007 production has been the largest over the last 20 years.
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Nearly 87% of domestic oil is extracted onshore, mostly from the Basilicata (75%)
and Sicilia fields. On the other hand, depletion of the fields in Piemonte is rapidly
going on.

A significant increase in production is expected in the coming years, following the
start of exploitation of Tempa Rossa reservoir, in Basilicata. For such field an
agreement has been finally reached between the Companies and the local
Authorities.

6. Reserves

The general, negative trend of recoverable gas reserves that has been recorded in
recent years is confirmed. In 1991, exploitable gas reserves were about 370 billion
Sm3, while now they have more than halved. Despite the decreasing production,
even the ratio between annual production and reserves (i.e. the residual life of the
reserves themselves) is continuously decreasing: in 1991 it was estimated in 21
years, whereas the current figure is 14 years.

Therefore, the problem of the lack of new gas reservoirs discoveries is increasing.
About 68% of existing reserves is offshore, especially in the A zone, in the Northern
Adriatic sea, where about 53% of production comes from. In this area,
environmental concerns related to land subsidence induced by hydrocarbons
production are discouraging new exploration investments. This happens not only
offshore, but also in the surrounding coast.

Concerning oil, the variation of reserves in recent years is less worrying: according
to the Companies’ estimates, recoverable reserves as at December 31%, 2007,
were about 116 millions of tons, 6% more than the previous year. Such increase
has been due mostly to refinement of previous estimates for reservoirs in Southern
Italy and in Sicilia.

7. Royalties

Decreasing oil and gas production has led to a corresponding smaller quantity of
hydrocarbons due as royalties. However, this has been more than balanced by the
increase in prices; as a consequence, there has been a rise in the financial income
for the State, after all.

For the first time, royalties coming from gas production in 2006 have been sold on
the gas market. This new procedure has led to a larger income compared to the
pricing method previously in use. On the other hand, such innovative procedure no
longer allows a direct correlation to be established between produced gas and
corresponding royalties in financial terms.

Concerning oil, no change has occurred with respect to procedures already in use.

8. Gas storage

At the moment, 10 storage fields are operating in Italy, totalling about 9 billion Sm3
of commercial working capacity. Applications for new storage plants have already
been submitted.

Priority for the use of storage for modulation is given to the production and
exploitation of gas fields, with certain limits to allow domestic producers the same
degree of modulation available to importers using flexibility of import contracts.
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NUMBER OF DRILLED WELLS: YEARS 1987-2007
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Areas occupied by Exploration Licenses
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ROYALTIES YEAR 2006

Warning: The following correction page has been announced on 9 October 2008

ROYALTIES IN COMMODITIES

- Gas -
i< 40,5%
41,8% 17,6%
E Continental Shelf O Territorial Sea W Onshore

ROYALTIES IN COMMODITIES
- Liquid Hydrocarbons -

95,0%
0,1%

4,9%

M Continental Shelf O Territorial Sea M Onshore

DESTINATION OF FINANCIAL INCOME
FROM ROTALTIES MONETIZATION

Regions
58,1%

Onshore
0,2%
Gas Territorial Sea
8,9%

Continental Shelf
20,5%

Qil
1,1%
Additional income from
gas selling on the
Towns market

8,3% 2.8%
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ITALIAN GAS STORAGE 2007-2008

(Billions of standard cubic meters)

™~

9,0
Commercial Working

_ Shippers’ gas
capacity (ccv 38,1 Mi/m?)

<_ ____________________

51
Strategic reserve
(emergency condition)

19,1
Operators’
Storage gas

4,6
Pseudo working gas

9,4
Cushion gas
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ITALIAN GAS STORAGE FIELDS

(depleted gas reservoirs)

Brugherio (MI)

Settala
(MI-LO)

Sergnano
(CR-BG)

Ripalta (CR)

Storage capacity by region

Abruzzo
23%
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