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ENI ULX LIMITED

DIRECTORS' REPORT

The directors present their report and the audited financial statements of the company for the year ended
31 December 2007

Results and dividends

The company's income statement 1s set out on page 6 The company's profit for the financial year was
£54 dmilion (2006 - loss £27 3 million) The directors paid no dwidend on ordinary shares {2006 - nil)

Principal activities

The company 15 engaged in the exploration for, and the production of, oIl and gas on the United Kingdom
Continental Shelf In addition the company operates branches in Indonesia mainly investing in exploratton The
results of these branches are reflected in these financial statements The coempany's operational and
development review Is set out below

Operating review and company development

The operational performance of the fields during the year was satisfactory and management anticipate that this
wili continue to be the situation in the coming year

Principal nsks and uncertainties

The management of the business and the execution of the company's strategy are subject to a number of risks
set out In the notes The company and its subsidiaries have adopted the most stnngent standards, in accordance
with Eni SpA group requirements, for the evaluation and management of industrial and environmental nsks

Key Performance Indicators

Key Performance Indicators are established each year in a business plan which covers a number of strategic,
operational, HSE and finance objectives for the operations of the Eni Group in the United Kingdom The
business plan 1s approved at Em Group level, and Key Performance Indicators of the Em Group are disclosed in
the Group annual report, which is publicly available

Directors

The present directors of the company are listed on page 1 and have held office through the year with the
following exceptions

On 9 November 2007, G Mirabeili resigned as a director

On 9 November 2007, V D1 Lorenzo resigned as a director

On 9 November 2007, L Lusunello was appointed as a director
On 9 November 2007, F Ansi Rota was appointed as a director

Supplier payment policy

It 1s the policy of the company to make payment to suppliers within 30 days of receipt of invoice and to
e agree the terms of payment at the start of business with that supplier

s ensure that suppliers are aware of the terms of payment, and

* payn accordance with its contractual and other legal obligations

At 31 December 2007, the company had an average of 30 days outstanding in trade creditors (2006 -30 days)




EN{ ULX LIMITED

DIRECTORS’ REPORT

Statement of directors' responsibilities in respect of the Directors’ Report and the financial statements

The directors are responsible for preparing the Directors’ Report and the financial statements in accordance with
applicable law and regulations

Company faw requires the directors to prepare financial statements for each financial year Under that law the
directors have elected to prepare the financial statements in accordance with International Financial Reporting
Standards (IFRSs} as adopted by the European Union The financial statements are required by law to give a
true and fair view of the state of affars of the company and of the profit or loss of the company for that penod

In prepanng those financial statements, the directors are required to

Select suitable accounting policies and then apply them consistently,

Make judgements and estimates that are reasonable and prudent,

State that the financial statements comply with IFRSs as adopted by the European Union

Prepare the financial statements on the going concern basis unless it 1s inappropriate to presume that
the company will continue In business, In which case there should be supporting assumptions or
qualfications as necessary

The directors confirm that they have complied with the above requirements in preparing the financial statements

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at
any time the financial position of the company and enable them to ensure that the financial statements comply
with the Companies Act 1985 They are also responsible for safeguarding the assets of the company and hence
for taking reasanable steps for the prevention and detection of fraud and other rregulanties

Each director, as at the date of this report, has confirmed that insofar as they are aware there 1s no relevant audit
information (that 1s, information needed by the company’s auditors in connection with prepanng their report) of
which the company's auditors are unaware, and they have taken all the steps that they ought to have taken
as a director in order to make themselves aware of any relevant audit information and to establish that the
company’s auditors are aware of that infoermation

Elective Regime

An elective resolution to dispense with the obligation to appoint auditers on an annual basis pursuant to Section
386 of the Companies Act 1985 (as amended) was passed on 1 November 1993 and as this election was In
force before 1 October 2007, under the Companies Act 2006 PricewaterhouseCoopers LLP 1s deemed
reappoinied as the company's auditors for the next financial year

In addition, the company dispensed with the requirement to hold Annual General Meetings or {o lay accounts
before the company in General Meeting pursuant to Sections 366A and 252 of the Companies Act 1985 (as

amended) respectively Although these sections were repealed under the Companies Act 2006 from 1 October
2007, the provisions of the company prior to this date are not affected

By order of the Board

al Bello
Secretary

12 March 2008




ENI ULX LIMITED

INDEPENDENT AUDITORS’ REPORT

Independent auditors’ report to the members of En1 ULX Limited

We have audited the financial statements of Em ULX Limited for the year ended 31 December 2007 which
comprise the Income Statement, the Balance Sheet, the Cash Flow Statement, the Statement of Changes in
Shareholder's Equity and the related notes These financial statements have been prepared under the
accounting policies set out therein

Respective responsibilities of directors and auditors

The directors’ responsibilities for prepanng the financial statements in accordance with applicable law and
Internationat Financial Reporting Standards (IFRSs) as adopted by the European Union are set out in the
Statement of Directors’ Responsibilities

Cur responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland) This report, including the opinion, has
been prepared for and only for the company’s members as a body in accordance with Section 235 of the
Compantes Act 1985 and for no other purpose We do not, In giving this opimion, accept or assume
responsibility for any other purpose or to any other person to whom this report 1s shown or into whose hands it
may come save where expressly agreed by our prior consent in writing

We report to you our opinion as to whether the financial statements give a true and far view and whether the
financial statements have been properly prepared in accordance with the Companies Act 1985 We also report
to you whether in our opinion the information given n the Directors’ Report 1s consistent with the financial
statements

In addition we report to you f, in our opinicn, the company has not kept proper accounting records, If we have
not received all the information and explanations we require for our audit, or If information specified by law
regarding directors’ remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the implications for our report If we become aware of any apparent
misstatements within it

Basis of audit opinion

We conducted our audit In accordance with international Standards on Auditing (UK and reland) 1ssued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts
and disclosures In the financial statements It also includes an assessment of the significant estimates and
Judgments made by the directors in the preparation of the financial statements, and of whether the accounting
policies are approprate to the company's circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to gve reasonable assurance that the financial
statements are free from matenal misstatement, whether caused by fraud or other irregulanty or error In forming
our opinion we also evaluated the overall adequacy of the presentation of information in the financial statements




ENI ULX LIMITED

INDEPENDENT AUDITORS' REPORT

Opinion

In our opinion

+ the financial statements give a true and far view, In accordance with IFRSs as adopted by the European
Union, of the state of the company’s affars as at 31 December 2007 and of its profit and cash flows far the
year then ended,

¢ the financial statements have been properly prepared in accordance with the Companies Act 1985, and

+ the information given In the Directors’ Report 1s consistent with the financial statements

Pedihenlogn 17

PricewaterhouseCbopers LLP
Chartered Accountants and Registered Auditors
Aberdeen

12 March 2008




ENI ULX LIMITED

INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2007

Revenue
Other income

Total revenue

Other service costs and expenses

Labour costs

Depletion costs

Exploration costs wntten off

Operating profit

Interest recevable and similar income
Interest payable and similar charges
Dwvidend income from shares in group undertaking
Net losses on denvative financial instruments
Profit before taxation

Taxation

{Loss)/Profit for the year

Notes

10
19

11

2006 2007
£ mullion £ million
226 8 188 4
89 374
2357 225.8
(63 1) (46.0)
(35) (4.6}
(103 7) {86 8)
(35 4) (23.6)
300 64.8
73 1.7
(25) {(3.2)
- 15.6
(0 1) (3.5)
347 754
(62 0) (21 0)
{27 3) 544

The current and prior year results have been derived wholly from continuing activities




ENI ULX LIMITED

STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2007

At 1 January 2006
Net loss

Capital contribution
Exchange
differences on
translating foreign
operations

At 31 December
2006

Net profit

Cash Flow Hedge
Reserves
Exchange
differences on
translating foreign
operations

At 31 December
2007

Share Share Capital Retained Cash Shareholder’s

capital premium contribution earnings Flow Equity

Hedge
Reserves
£ million £ million £ million £ mulhon £ million £ million

2000 207 4 - 3256 - 7330
- - - (27 3) - (27 3)
- - 2140 - - 214 0
- - - 14 - 14
2000 207 4 214 0 2997 - 9211
- - - 54 4 - 54 4
. - - - (336) (33 6)
. - - (32) - (32)
2000 207.4 214 0 350.9 {33.6) 938.7




ENI ULX LIMITED

BALANCE SHEET
AS AT 31 DECEMBER 2007

Assets

Current assets

Cash and cash equivaient
Trade and other receivables
Inventones

Non-current assets

Property, plant and equipment
Intangible assets

Investments in subsidiaries
Deferred tax assets

Trade and other receivables
Dervative financial instruments

Total assets

Liabilities

Current habilities

Trade and other payables
Current tax habiibes

Denvative financial instruments

Non-current habilities
Provisions

Deferred tax iabilities

Other non-current liabilities
Denvative financial instruments

Total liabilities

Shareholder's equity
Share capital

Share premium

Capital contribution
Retained earnings

Cash flow hedge reserves

Total shareholder’s equity

Total equity and liabilities

2006 2007
Notes £ mithon £ milhon
as restated

12 238 61.3
13,31 296 334
14 17 5 19.2
709 113 9
15 3186 269.3
16 771 101.9
17 703 9 703.9
18 225 372
13,31 70 1.9
19 28 -
1,131 9 1,124.2
1,202 8 1,238.1
20 48 8 279
234 31.3
19 - 24.6
722 838
21 47 8 75.9
18 12567 678
22 331 25.7
19 29 46.2
20956 215.6
2817 299.4

23 2000 200.0

24 207 4 207.4

27 2140 214.0

25 2997 350.9
26 - {33.6)

921 1 938.7

1,202 8 1,238.1

The financial statements from page 6 to 31 were approved by the Board on 12 March 2008

On behalf of the Board

M Talamonti
Director




ENI ULX LIMITED

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

2006 2007

Notes £ milhon £ milhon
Cash flows from cperating activities
Net profit / (loss) (27 3) 54.4
Adjustments for:
Tax expense 620 21.0
Depreciation 1037 86.8
Exploration costs written off 354 23.6
Interest income (7 3) {1.7)
Interest expense 25 0.7
Farr value loss on dervative financial instruments 01 3.5
Dividends income - {15.6)
Changes in working capital excl acquisitions/disposals
Increase In inventones (81) (1.7)
Decrease/(increase) In trade & other recewables 23 (8.7)
Increase/(decrease) in trade & other payables and other
non-current habilibes 125 (28.3)
(Decrease) f Increase 1n provisions (0 3) 1.2
Cash generated from continuing operations 1755 135.2
Interest received 73 1.7
Interest paid (02} (0.7)
Tax pad {67 9) {51.9)
Net cash from operating activities 1147 843
Cash flows from investing activities
Acauisition of iInvestments in subsidiaries (net of cash acquired) {345 8) -
Purchase of property, plant and equipment (2567) (11.3)
Purchase of exploration assets (712) (50.0}
Dividends received - 15.6
Net cash used in investing activities (442 7) 38.6
Cash flows from financing activities
Capital contributions recerved 2140 -
Net cash from financing activities 2140 -
Effects of exchange rate changes 47) (1.1)
Net (decrease)/increase in ¢cash and cash equivalents {118 7) 37.5
Cash and cash equivalents at 1 January 12 1425 23.8
Cash and cash equivalents at 31 December 12 238 61.3




ENI ULX LIMITED

STATEMENT OF ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of the financial statements are set out below
Basis of preparation

These financial statements have been prepared in accordance with International Financial Reporting Standards
{IFRS} and IFRIC interpretations endorsed by the European Union (EU) and with those parts of the Companies
Act, 1985 applicable to companies reporting under IFRS The financial statements have been prepared under
the histonc cost convention

s Amendments to published standards effective in 2007

IFRS 7, ‘Financial instrument Disclosures' and the complementary amendment to 1AS 1 ‘Presentation of
financial statements - capital disclosures, was adopted in 2007 IFRS introduces new disclosures relating
to financial instruments This standard does not have any impact on the classification and valuation of the
financial instruments

« Standards, amendments and interpretations effective in 2007 but not relevant

The following standards, amendments and interpretations to published standards are mandatory for
accounting perods beginning on or after 1 January 2007 but they are not relevant to the company's
operations
o IFRS 4, Insurance contracts’,
o IFRIC 7, Applying the restatement approach under IAS 29, Financial reporting in hyper-inflationary
economies’ ,and
o IFRIC 9, Re-assessment of embedded derivates’

e Standards, amendments and interpretations to existing standards that are not yet effective and
have not been early adopted by the company

The following standards, amendments and interpretations to existing standards have been published and
are mandatory for the company’s accounting penods beginning on or after 1 January 2008 or later periods,
but the company has not early adopted them

o IAS 23 (Amendment), * Borrowing costs’,
o IFRIC 14IAS 19 - The imit on a defined benefit asset, minimum funding requirements and therr
interaction’

+ Interpretations to existing standards that are not yet effective and not relevant for the company’s
operations

The interpretations to existing standards have been published and are mandatory for the company's
accounting periods beginning on or after 1 January 2008 or later peniods, but they are not relevant for the
company’s operations

o IFRIC 12, ‘Service concessions arrangements’,

o IFRIC 13, ‘Customer Loyalty programmes’,

o IFRS 8, ' Operating segments’

Consolidation

Consolidated financial statements have not been prepared for the company as it 15 a subsidiary of EmMSp A | a
company incorparated in italy, which will prepare consolidated financial statements as stated in note 1

10




ENI ULX LIMITED

STATEMENT OF ACCOUNTING POLICIES

Taxation

The tax expense represents the sum of the tax currently payable and deferred tax The tax currently payable 1s
based on taxable profit for the year Taxable profit differs from net profit as reported in the income statement
because it excludes items of income or expense that are taxable or deductible in other years and it further
excludes items that are never taxable or deductible The current tax Is calculated using tax rates that have been
enacted or substantively enacted by the balance sheet date

Deferred tax 1s the tax expected to be payable or recoverable on differences between the carrying amounts of
assets and habiittes in the financial statements and the corresponding tax bases used In the computation of
taxable profit, and 1s accounted for using the balance sheet hability method Deferred tax habilties are generally
recognised for all taxable temporary differences and deferred tax assets are recognised to the extent that it 1s
probable that taxable profits will be available against which deductible temporary differences can be utilised
Such assets and labilittes are not recognised If the temporary difference arises from goodwill or from the initial
recognition of other assets and labtlities in a transaction that affects neither the tax profit nor the accounting
profit

The carrying amount of deferred tax assets i1s reviewed at each balance sheet date and reduced to the extent
that it 1s no longer probable that sufficient taxable profits will be avalable to allow all or part of the asset to be
recovered Deferred tax 1s calculated at the tax rates that are expected to apply in the penod when the hability is
settled or the asset I1s reahsed Deferred tax 1s charged and credited to the income statement, except when it
relates to items charged or credited directly to reserves, in which case the deferred tax 1s also dealt with within
reserves

Revenue

Revenue represents the company's share of oil, condensate and gas production sold and 1s stated exclusive of
value added tax and similar levies Revenue s recognised when the amount can be reliably measured, and it 1s
probable the future economic benefits will flow to the company The company recognises revenue on its share of
oil, condensates, and gas production sold when the product has reached the processing terminal

Deferred income under gas sales contract 1s recognised in accordance with note 22
Interest iIncome 1S recogmised on a time proportion basis

Petroleum revenue tax (PRT)

Provision for deferred petroleum revenue tax 1s made using the liability method As petroleum revenue tax 1s
targely specific to individual fields and field hives are fimte, provision 1s made in full for those fields expected to
pay significant tax Prowision 1s made for tming differences in respect of capital and revenue expenditure and
the decommissioning and restoration provision

Foreign currencies

Transactions denominated in a foreign currency are converted to sterling at rates ruling at the date of the
transaction Monetary assets and liabilihes denominated in foreign currencies have been translated at the rates
ruling at the balance sheet date The resulting exchange gains and losses are dealt with through the profit and
loss account with the exception of differences arising on the consolidation of branches held in foreign currencies,
which are taken directly to reserves

Cash and cash equivalents

Cash and cash equivalents include the company's current bank accounts and short-term deposits




ENI ULX LIMITED

STATEMENT OF ACCOUNTING POLICIES

Non-current assets
Property, plant and equipment

Property, plant and equipment includes the company's share of expenditure In respect of exploration, appraisal
and development costs of fields where a decision to exploit their reserves has been made, field development
programme approval has been granted and capital expenditure incurred when the fields are in production
Interest costs incurred duning the development stage of fields are capitalised from the date at which field
development programme approval I1s granted until production commences

These assets, except proven mineral interests, are depreciated using the umit of production method on a
quarterly basis, based on proved developed oll and gas reserves for each field in preduction as at the balance
sheet date end of each quarter Proven mineral interests are depreciated using the unit of production method on
a quarterly basis, based using on proved developed and undeveloped oll and gas reserves for each field In
production as at the balance sheet date end of each quarter When there 1s a change in the estimated total
recoverable proved developed reserves of a field, the undepreciated cost 1s wrtten off over the revised
remaining reserves

An impairment review s carned out at each year end in accordance with International Accounting Standard
(1AS) 36 - imparrment of assets This review 1s based on assessments of the future net cash flows for each field
calculated by utiising the company’'s estimate of proved reserves at year end, together with the company’s
estimates of future ol pnces, future capital and operating costs and future decommuissioning costs, required for
recovering these remaining proved reserves The calculations are performed using year end exchange rates
and a discount factor 1s applied based on the company’s cost of capital Reversals of previously recorded
impairment deficits are recognised only if supported by permanent changes in estimates utlised in the
impairrment review process

Intangible assets - exploration and appraisal costs

Exploration costs represent the company’s share of expenditure by consortia and as operator on the exploration
of the sea bed for il and natural gas up to the date of any decision to exploit various finds

Where no decision has been made by the balance sheet date to exploit a find, the costs are accounted for in
accordance with the successful efforts method The cost of drlling exploratory wells 1s carned forward as an
intangible asset If in the opinion of the directors there Is a reasonable prospect of development of the related
fields commencing within three years of the completion of drlling Costs of exploratory dry holes are wrntten off
at the tirme that the wells are determined to be dry and all icence fees, geological and geophysical expenses are
written off as incurred

Where a decision has been made to exploit a find, the exploration costs are carned forward In the period after a
decision has been made to exploit a find but before field development programme approval has been granted,
any pre-development costs that are incurred are alsc capitalised and carried forward When field development
programme approval 1s granted, the exploration and pre-development costs of that field are reclassified as
tangible assets

Exploration weils that are being drilled at the year end are included in fixed assets as drilling in progress until the
results of the drilling are determined

intangible assets - interests acquired

The cost of acquisition of interests acquired n fields 1s allocated to tangible fixed assets and to intangible fixed
assets depending on the nature of the assets acqured The cost of interests in fields n production 13
depreciated using the unit of production method on a quarterly basis, using proved developed oll and gas
reserves as at the end of each quarter When there 1s a change n the estimated total recoverable reserves, the
undepreciated cost 1s wntten off in proportion to the revised remaining reserves

12




ENI ULX LIMITED

STATEMENT OF ACCOUNTING POLICIES

Proved oI} and gas reserves

Proved oll and gas reserves are the estimated quantties of crude oil, natural gas and natural gas liquids which
geological and engineering data demonstrate with reasonable certainty to be recoverable in future years from
known reservoirs under existing economic and operating conditions, that is, prices and costs as at the date that
the estimate 1s made

a) Reservorrs are considered proved If economic producibility 1s supported by either actual production or
conclusive formation tests The area of a reservor considered proved includes (a) that portion
delineated by drilling and defined by gas-oll or oll-water contacts, If any, or both, and, (b) the
immediately adjoining portions not yet drlled, but which can be reasonably judged as economically
productive on the basis of avallable geological and engineering data In the absence of information on
flurd contacts, the lowest known structural occurrence of hydrocarbons controls the lower proved hmit of
the reservoir

b) Reserves that can be produced economically through the application of improved recovery techniques
{such as fluid injection) are generally only included in the proved classification if successful testing by a
pilot project, or the operation of an nstalled programme In the reservar, provides support for the
engineering analysis on which the project or programme was based

c) Estimates of proved reserves do not include the following ({(a) crude oll, natural gas and natural gas
hquids that may become availlable from known reservoirs but are classified separately as indicated
additional reserves, (b) crude oil, natural gas and natural gas liquids, the recovery of which 1s subject to
reasonable doubt because of uncertainty as to geology, reservarr characienstics, or economic factors,
{c) crude oll, natural gas and natural gas hqutds that may be recovered from ol shales, coal, gisonite
and other such sources

Proved developed oil and gas reserves

Proved developed oil and gas reserves are reserves that can be expected to be recovered through existing wells
with existing equipment and operating methods Additional ail and gas expected to be obtained through the
apphcation of fluid injection, or other improved recovery techniques, for supplementing the natural forces and
mechanisms of primary recovery will generally be included as proved developed reserves conly after testing by a
pilot project, or after the operation of an installed programme, has confirmed through production respense that
Increased recovery will be achieved

Proved undeveloped reserves

All other proved reserves which do not meet the definition of proved developed reserves

Probable reserves

Probable reserves are those reserves which are not yet ‘proved’, but are estimated to have better than a 50%
chance of being technically and economically producible

Possible reserves

Those reserves which at present cannot be regarded as ‘probable’, but which are estmated to have a significant
but less than 50% chance of being technically and economically productble

13




ENI ULX LIMITED

STATEMENT OF ACCOUNTING POLICIES

Decommissioning costs

The estimated cost of dismantling and restoring the production and related faciities at the end of the economic
Iife of each field i1s recognised in full at the commencement of o1l and gas production The amount recognised I1s
the present value of the estimated future restoration cost An offsetting tangible fixed asset i1s also recognised
The asset 1s depreciated on a unit of production basis Changes to the present value of the estimated future
restoration cost are accounted for as adjustments to the provision and the fixed asset

inventories

Consumable stores are stated at the lower of cost and net realisable value

Investments

Investments in subsidiary undertakings are shown at cost less provisions for permanent diminutions in value
Consolidation basis

By reason of being a wholly owned subsidiary of another UK company, the company has not prepared group
financial statements As a result the financial statements present information about the company as an
individual undertaking

Derivative financial instruments and hedging activities

Denvatives are intially recognised at fair value on the date a derivative contract 1s entered into and are
subsequently remeasured at the fairr value The method of recogmising the resulting gain or loss depends on
whether the derivative 1s designated as a hedging instrument, and if so, the nature of the item being hedged The
Company designates certain denvatives as hedges of a particular nsk associated with a recognised hability or a
highly probable forecast transaction (cash flow hedge)

The Company documents, at the inception of the transaction, the relationship between hedging instruments and
hedged items, as well as its nsk management objectives and strategy for undertaking on an ongoing basis, of
whether the denvatives that are used in hedging transactions are highly effective in offsetting cash flows of
hedged items

The fair value dervative instruments used for hedging purposes are disclosed in note 19 Movements on the
hedging reserve In shareholder's equity are shown in note 26 The full far value of a hedging derivative 1s
classified as a non-current asset or hability when the remaining maturity of the hedged item 1s more than
12 months, it 1s classified as a current asset or llability when the remaiming matunty of the hedged item 1s less
than 12 months Trading derivatives are classified as a current asset or hability

Cash flow hedge

The effective portion of changes in the fairr value of denvatives that are designated and qualify as cash flow
hedges are recognised in equity The gain or loss relating to the neffective portion 1s recognised immediately in
the iIncome statement within other gains/{losses} - net

Amounts accumulated in equity are recycled In the income statement in the penods when the hedged item
affects profit or loss (for example, when the forecast sale that 1s hedged takes place) However, when the
forecast transaction that 1s hedged results in the recognition of a non-financial asset (for example, inventory or
fixed assets), the gains and losses previously deferred in equity are transferred from the equity and included in
the imitial measurement of the cost of asset The deferred amounts are ultmately recognised In cost of goods
sold In case of iInventory, or in depreciation in case of fixed assets




ENI ULX LIMITED

STATEMENT OF ACCOUNTING POLICIES

Cash flow hedge (continued)

When a hedging instrument expires or 15 sold, or when a hedge no longer meets the cnteria for hedge
accounting, any cumulative gain or loss existing in equity at the time remains in equity and 1s recognised when
the forecast transaction 1s ultimately recognised in the income statement When a forecast transaction 15 no
longer expected to occur, the cumulative gain or loss that was reported 1n equity 1s iImmediately transferred to the
Income statement within other gains/{losses) - net

Financial Instruments

The company classifies its financial assets In the following categones at farr value through profit or loss, loans
and receivables, and available for sale The classification depends on the purpose for which the financial assets
were acquired Management determines the classification of its financial assets at initial recognition

a) Financial assets at far value through profit or loss

Financial assets at fair value through profit or loss are financial assets heid for trading A financial asset 1s
classified in this category If acquired pnncipally for the purpose of selling in the short term  Denvatives are
classified as held for trading unless they are designated as hedges

b) Loans and receivables

Loans and recewvables are non-denvative financial assets with fixed or determinable payments that are not
quoted In an active market They are included in current assets, except for matunties greater than 12 months
after the balance sheet date These are classified as non-current assets Loans and recewvables are
classified as trade and other receivables in the balance sheet

¢) Avallable-for-sale financial assets

Avallable-for-sale financial assets are non-denvatives that are either designated in this category or not
classified in any of the other categones They are included In non-current assets unless management
intends to dispose of the investment within 12 months of the balance sheet date

d) Held-to-maturity

Held-to-maturnity investments are non-denvative financial assets with fixed or determinable payments and
fixed maturity that the company has the positive intention and ability to hotd to matunty

Regular purchases and sales of financial assets are recognised on the trade-date - the date on which the
company commits to purchase or sell the asset investments are imitially recognised at far value plus transaction
costs for ali financial assets not carried at fair value through profit or less Financial assets carried at farr value
through profit or loss are intially recogmised at fair value, and transaction costs are expensed In the iIncome
statement Financial assets are derecognised when the rights to receive cash flows from the investments have
expired or have been transferred and the company has transferred substantially all nsks and rewards of
ownership Avallable-for-sale financial assets and financial assets at far value through profit or loss are
subsequently carred at far value Loans and receivables are carned at amorhtised cost using the effective
interest method

Commodity instruments

Within the ordinary course of business the company routinely enters into sale and purchase transactions for
commodities The majonity of these transactions take the form of contracts that were entered into and continue to
be held for the purpose of delivery of the commodity in accordance with the entity's expected purchase, sale or
usage requirements These contracts are not within the scope of IAS 39




ENI ULX LIMITED

STATEMENT OF ACCOUNTING POLICIES

Commodity instruments (continued)

Long-term gas sales contracts entered by the company contain embedded denvatives, and therefore fall within
the scope of 1AS 39 The pricing elements within these agreements are linked to indices which are not gas
related The embedded portion of the contracts 1s measured at fair value through profit and loss Far Value is
determined based on data related to active markets

In addition, the company uses various commodity based derivative instruments to manage some of the risks
ansing from fluctuations in commodity prices Such contracts include physical and net settled forwards, and
therefore also fall within the scope of IAS 39

Dervatives are mnitially recognised at farr value on the date a derwvative contract 1s entered into and are
subsequently remeasured at fair value The method of recogmising the resulting gain or loss depends on whether
the denvative 1s designated as a hedging instrument and if so the nature of the item being hedged The company
designates certain denvatives as either

a) Dervatives at fair value through profit and loss

Certain denvative instruments do not qualify for hedge accounting and are accounted for at far value
through profit or loss Changes in the far value of these denvative instruments that do not qualfy for hedge
accounting are recognised immediately in the income statement within net gains and losses on derivative
financial instruments These derivatives are classified within current assets and current habilities

b) Hedges of a particular nisk associated with a highly probable forecast transaction (cash flow hedge)

The effective portion of changes in the far value of denvatives that are designated and qualify as cash flow
hedges are recognised in equity as cash flow hedge reserves The gain or loss relating to the ineffective
portion 1s recogmised immediately in the iIncome statement within net gain and losses on denvative financial
mstruments

Amotints accumulated 1n equity are recycled in the income statement in the periods when the hedged item
affects profit or loss The gain or loss relating to the effective portion of forward foreign exchange contracts
hedging export sales is recognised In the income statement within sales However, when the forecast
transaction that 1s hedged results in the recognition of a non-financial asset (for example, inventory or fixed
assets), the gains and losses previously deferred 1n equity are transferred from equity and included in the
imtial measurement of the cost of the asset The deferred amounts are ultimately recogrused in cost of
goods

When a hedging instrument exprres or 15 sold, or when a hedge no longer meets the cntera for hedge
accounting, any cumulative gain or loss existing in equity at that time remains in equity and 1s recognised
when the forecast transaction s ulbmately recognised in the income statement When a forecast transaction
is no longer expected to occur, the cumulative gamn or loss that was reported In equity I1s immediately
transferred to the iIncome statement within changing fair value of denvative financral instruments Derivatives
held for hedging purposes and qualify for hedge accounting are classified based on the matunty of the
hedged item

Commodity Instruments valuation

Commodity contracts that meet the definition of a derivative and which are not used for own use purpose are
imbially recognised at fair value and are subsequently measured at fair value The fair values of financial
instruments measured at the fair value that are quoted in active markets are based on bid price for assets
and offer prices for labilittes When independent prices are not available the fair value are derived by using
valuation techniques which refer to available market data These include comparisons to other instruments
where market observable prices exist, discounted cash flow analysis, option pricing models and often
valuation techniques commonly used by market participant
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ENI ULX LIMITED

NOTES TO THE FINANCIAL STATEMENTS

1 Parent undertakings
The company I1s a whally owned subsidiary of Em ULT Limited

The cempany's ultimate parent undertaking, Eni S p A, a company incarporated in Italy, will produce
consolidated financial statements for the year ended 31 December 2007 which will be available from
Eni S p A - Exploration & Production Division, Direzioni e Uffic, Via Emiia 1, 20097, San Donato
Milanese, PO Box 12069, (20100) Milano

The parent company of the largest and smallest group into which the company 1s consclidated 1s Eni

SpA
2 Revenue
2006 2007
£ milhon £ million
Ent Trading BV - 3.0
Third parties 226 8 185.4
226 8 188.4
3 Other iIncome
2008 2007
£ miliron £ million
Release of deferred income 84 74
Other income
Third parties 03 29.7
Lasmo Sanga Sanga Ltd 02 0.3
89 374

Other income from third parties includes £28 0 million in relation to transactions from Anadarke Off
this £22 5 million relates to the penalty charged to Anadarko in accordance with Aster field back in

agreement
4 Other service costs and expenses
2006 2007
£ milfon £ million
Operating costs
Em UK Ltd - 5.1
Third parties 440 36.6
Other expenses
Net foreign exchange losses 106 141
Price re-aignment on under/ (over) ift 08 (1.2)
Administrative expenses
Em UK Ltd 11 1.3
Em Lasmo Plc 43 3.5
Em S p A - Exploration and Production Division 27 3.0
Em International Resources Limited 02 01
Third parties 52 29
Capitalisation and recovery from third parties (58) {6.4)
631 46.0




ENI ULX LIMITED

NOTES TO THE FINANCIAL STATEMENTS

5 Labour costs and employees

2006 2007
£ mithon £ million
Expatnate staff 26 3.2
Natronal staff 09 1.4
35 46

The labour costs shown above are the gross amounts, before any capitaisation and recovery from
third parties The capitalisation and recovery from third parties of costs related to labour, together with
those related to others, are stated in note 4

The gross labour costs include charges from related party (Eni International Resources Limited) of
£0 4 mithon (2006 - £6 2 milion)

During the year the average number of employees was 93 (2006 - 89)

6 Operating profit

2006 2007
£ million £ miilion
Operating profit 1s stated after charging
Auditors’ remuneration g1 0.1

7 Directors' emoluments

None of the directors received any emoluments in respect of their services to the company during the
year (2006 - £nil)

8 Interest receivable and similar income
2006 2007
£ miftion £ million
Bank interest received
Eni Coordination Center S A 73 1.7
73 1.7
9 Interest payable and similar charges
2006 2007
£ million £ million
Accretion of discount In relation to decommissioning provision
{note 21} 23 25
Other financial charges
Third parties 02 0.7
25 3.2
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10

11

Dividend income from shares in group undertaking

2006 2007
£ milhon £ million
Eni Oil Holding B V - 15.6
Taxation
2006 2007
£ million £ million
Current tax at 50% (2006 - 50%)
UK corporation tax on profit for the period 56 6 615
Adjustments n respect of prior periods 134 (17)
Total current tax 700 59.8
Deferred taxation (note 18) (80) {38.8)
Total Taxation 620 210

Factors affecting tax charge for period

The tax assessed for the penod i1s lower (2006 - higher) than the standard rate of corporation tax
applicable for oif and gas exploration and production companies in the UK of 50% (2006 - 50%)
There 1s no current corporation tax born for the branch in Indonesia, since the branch i1s in a loss

making position for the year The differences are explained below

2006 2007

£ million £ miilion
Profit before taxation 347 754
Taxation on profit before tax @ 50% (2006 - 50%) 17 3 37.7
Effects of
Accelerated capital allowances and other timing differences (12 3) (8.4)
Increase tax rate on timing differences 246
Expenses not deductible for tax purposes 78
Income not taxable (18) (15.0)
Adjustments In respect of prior periods 134 (17
Group relef surrendered 149 148
Foreign taxes (19 (1.7)
Foreign tax credit - (4.7)
Total tax charge 620 21.0
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12  Cash and cash equivalent

2006 2007
£ million £ milhon
Cash at bank and in hand
Eni International Bank 04 -
BanqueEmI S A - 5.5
Third parties 66 -
Short term bank deposits
Eni Coordination Center S A 16 8 55.8
238 61.3

Short term deposits are held with the Eni Coordination Center S A These funds matured on
14" January 2008 and carry Interest at a rate of 6 13%

13 Trade and other receivables

2006 2007
£ milhon £ miflion
Trade recevables
Eni Trading BV - 2.9
Third parties 152 19.5
152 224
Less Prowvision for impairment of trade recevables (15) -
Trade receivables, net 137 224
Other recevables 219 229
Amounts owed by related partes
Eni TNS Ltd 05 -
EniInternattonalNANV Sarl 02 -
Eni Ventures Plc (in iguidation) 02 -
Eni Dacion Ltd 01 -
366 45.3
Less non-current portion - other receivables VAT recoverable 70) {11.9)
Current pertion 296 33.4

As of 31 December 2007, trade recewables of £22 4 milion {2006 - £13 7 million) were fully
performing No provision was necessary for 2007 (2006 - £1 5 million)

As of 31 December 2007 other receivables and amount owed by related parties of £20 9 million (2006
- £22 9 milhon) were fully performing and other receivables of £2 0 milhon {2006 - £nil) were past due
but nct impaired

2006 2007
£ million £ milhon
Fully Past due Impared  Fully Past due Impaired
performing  but not performing  but not
impaired impaired
Trade recewvables- 137 - 15 19.5 - -
Third parties
Trade recevables- - - - 29 - -
related parties
Other receivables 219 - - 20.9 2.0 -
Related Parties 10 - - - - -
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13

Trade and other receivables {(continued)

The carrying amount of the company’s trade, other recevables, and amount owed by related parties
are denominated in the following currencies

2006 2007
£ mition £ million
Trade and other receviables
Pounds 17 4 13.0
US Dollars 112 17.5
Indonesian Rupee 70 11.9
356 42.4
Amount owed by refated parties
Pounds 10 -
US Dollars - 2.9
Total 366 45.3

Movements on the company’s provision for impairment of trade recevables are as follows

2006 2007
£ mithon £ million
As at 1 January 2007 - -
Provision for receivable imparrment 15 -
Recewables watten off dunng the year as uncollectible (15 -

As at 31 December 2007 - -

The creation and release of provision for impaired receivables have been included in other service
cost and expenses in the income statement

The other classes within trade and other receivables do not contain imparred assets

The maximum exposure to credit risk at the reporting date 1s the farr values of each class of
receivable menttoned above The company does not hold any collateral security

The company believes that the carrying amounts are a reasonable approximation to the fair value

Credit nsk 1s the potential exposure of the company and its subsidiaries to loss Iin the event of non-
performance by counterparty The credit nsk ansing from the company's normal commercial
operations 1s controlled according to guidehines established by the Eni Sp A group |n addition, the
company follows guidelines of the Ent S p A treasury department on the choice of lighly credit-rated
counterparties in ther use of financial and commodity instruments, including derivatives The
company and its subsidiaries have not expenenced matenal non-performance by any counterparty
As of 31 December 2007, the company and its subsidiaries have no significant concentrations of
credit sk The maximum exposure to credit nsk s equal to the carrying amount of the trade and
other receivables
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14 Inventories

2006 2007
£ milhon £ million
Consumable stocks 175 19.2
15 Property, plant and equipment
Unproven
Fields in mineral
production interest Total

£ million £ nullion £ mullron
Cost
At 1 January 2006 8860 780 964 0
Additions 257 - 257
Change in decommissioning cost provision (6 2) - (62)
Reclassifications 103 (10 3) -
Exchange differences (17) (41) (58)
At 31 December 2006 914 1 636 977 7
Additions 113 - 113
Change in decommissioning cost provision (note 21) 269 - 269
Reclassifications 160 {16 0) -
Exchange differences (04) {0 B6) {(10)
At 31 December 2007 967.9 47.0 1,014.9
Depreciation and write down
At 1 January 2006 546 2 105 556 7
Charge for the year 1037 - 1037
Exchange differences - (13) (13)
At 31 December 20086 649 9 92 659 1
Charge for the year 868 - 86 8
Exchange differences - (03) {(03)
At 31 December 2007 7367 8.9 745.6
Net book amounts
At 31 December 2007 231.2 38.1 269.3
At 31 December 2006 264 2 54 4 3186
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16 Intangible assets

2006 2007
Exploration and appraisal costs £ million £ million
At 1 Januvary 449 771
Additions 712 50.0
White off of exploration costs on unsuccessful wells (35 4) (23.6)
Exchange differences (36) (1.6)
At 31 December 771 1019

17 Investments

The company has a 100% interest in the ordinary share capital of the following subsidiaries with
results material to its activities

Eni O1l Holdings B V (incorporated in the Netherlands)
Eni Pakistan Limited (registered in England and Wales)
Eni Indonesia Limited (registered in England and Wales)

The principal activity of the above subsidianies 1s that of exploration and production of ol and gas

The company owns beneficial interests in certain overseas oil and gas assets, whilst the legal title 1s
vested in subsidiary undertakings The beneficial interests are held through branches and the
activities of these branches are included :n the financial statements of the company

In the opinion of the directors, the value of the company's investments in subsidianies (including
amounts owed by them to the company) 1s not less than the amount at which they are included in the
financial statements

2006 2007
Cost £ mihon £ million
At 1 January 358 2 7039
Additions 3458 -
At 31 December 704 0 703.9
Amounts provided for
At 1 January and 31 December 01 -
Net book value
At 31 December 703 9 703 9

In 2006, the company acquired the remaimng umssued share capital In a wholly-owned subsichary,
Eni OIl Holdings BV

In 2007 and 2006 the value of the investment in Eni Oil Holdings BV was £703 8 million
Through Eni Oil Holdings B V, the company has an indirect interest in the ordinary share capital of

Eni Dacion BV, a company which owns a share in the Dacton hydrocarbon basin, sanctioned by the
Dacton Operating Agreement (DOA)
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17 Investments {continued)

Following the unilateral termination of the DOA by the Venezuelan government, Petréleos de
Venezuela, S A (PDVSA - the Venezuelan state owned oll company) and Eni Dacion BV engaged
In negotiations, which, despite all efforts, were unsuccessful Therefore operations in this area have
ceased

However, on November 10 2006, the company filed an arbitration proceeding at the International
Centre for Settlement of Investment Disputes (ICSID) in Washington D C, USA, against the
Venezuelan government for continual breach of the Bilateral Treaty Agreement entered into in
Venezuela and The Netherlands On February 7th, 2007, ICSID Secretariat confirmed that the clam
has been registered (and has thus passed ISCID's preliminary junsdictional review}

The discounted cash flow (DCF) method 1s used by the ISCID to determine the level of compensation
payable in these types of proceedings and En's legal advisors anticipate that this wili be applied in
this case The estimated compensation which Eni is entitled to, which has been calculated using the
DCF method s expected to exceed the carrying value of the asset For this reason, no impairment
has been recorded in the accounts of the company in respect of the investment in £ O1l Holdings
BV

18 Deferred tax

Deferred tax s calculated in full on temporary differences using a tax rate of 50% in respect of UK
assets and 44% for assets held in Indonesia The movement on the deferred tax account 1s as shown
below

2006 2007
£ million £ million
At 1 January 1116 103.2
Charge to iIncome statement (8 0) (38.8)
Charge to equity (01 (33.6)
Exchange differences {0 3) {0.2)
At 31 December 103 2 306

Deferred tax assets and liabilities are only offset where there 1s a legally enforceable nght of offset
and there I1s an intention fo settle the balances net The movements in deferred tax assets and
habilities during the peniod are shown below

Accelerated
capital
Deferred tax liabilities allowances
£ million
At 1 January 2007 127 4
Charged to iIncome statement (23 9)
Exchange differences (0 2}
At 31 December 2007 103.3

24




ENI ULX LIMITED

NOTES TO THE FINANCIAL STATEMENTS

18 Deferred tax (continued)

Deferred tax assets

Embedded Decommussioning Insurance Pension Commod:ty Total
Denvatives Derivatives
£ mullion £ muthon £ mitlion £ mulhon £ million £ mulhion

At1
January
2007 (0 1) (22 5) (10) (05) (@ 1) (24 2)
Charged to
income
statement (17 (14 7} 10 05 - {14 9)
Credit to
equity (33 6) - - - - (33 6)
At 31
December
2007 (35.4) (37.2) - - (337) (72.7)

The sum of insurance, pension and denivatives deferred tax assets amounting to £35 5 million are
avallable for offset against deferred tax habiities and hence the deferred tax provision at
31 December 2007 was £67 8 rillion {2006 - £125 7 million)

The deferred tax asset relating to decommussioning 1s £37 2 million (2006 £ 252 million) and Is
disclosed as a non-current asset Al deferred tax assets and labihties have been provided and

therefore no unprovided balances are to be disclosed

19 Derivative financial instrument

Commeodity instruments

Valuation

The amount for commodity contracts and commodity related derivatives 1s based on forward price

curves and are shown beltow

Amounts recognised in respect of denvative financial instruments

2006 2006 2007 2007
£ milion £ milhion £ million £ million
Assets Liabilities Assets Liabilities
Oil commodity derivatives - Swaps - - - 284
Qil commodity denvatives - Collars 28 29 - 42 .4
28 29 - 70.8
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19 Denwvative financial instrument

These amaounts are disclosed n the financial statement as

2006 2006 2007 2007

£ million £ million £ million £ million

Assets Liabiities Assets Liabilities
Current assets - - - -
Non-current assets 28 - - -
Current habilities - - - 24.6
Non-current habiibes - 29 - 46.2
28 29 - 70.8

Fair value adjustments on dernvative financial instruments

The following changes in farr value for denvative financial instruments are included within the iIncome
statement as a charge for the perod

2006 2007
£ miltron £ million
il commodity derivatives - Swaps - 0.6
Oil commodity derivatives - Collars 01 29
01 35

The following table summarnses the ineffectiveness of cash flow hedges charged to profit and loss

2006 2007
£ miltion £ milhon
O1l commodity denvatives - Swaps - 0.6
Ot commodity derwvatives - Collars - 24
- 3.0

The table below shows for each class of financial assets and financial habilihes its fair value/ carrying
value and respective notional amount

Notional amount Farr value/ Carrying Value
2006 2007 20086 2007
£ milion £ million £ million £ million
Dervative Financial Instruments Liabilities
Qil commodity derivatives - Swaps 530 64.8 - 28.4
Ol commodity denvatives - Collars 46 3 13.9 29 424
Denvative Financial instruments Assets
O commodity derivatives - Swaps - - - -
Oil commodity denvatives - Collars 121 - 28 -
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20 Trade and other payables

2006 2007
£ milon £ million
Trade payables 17 0.8
Other payables 97 8.3
Accruals 299 6.9
Amounts owed to related parties
Eni Lasmo Plc 48 3.5
Em UK Ltd 12 6.3
Eni SpA - Exploration and Production Division 11 15
Eni Servizi SpA - 0.1
Eni International Resources Limited 03 04
Other Intercompany 01 0.1
48 8 27.9
21 Provisions
Decommussioning Other
Liability Provisions Total
£ milhon £ miliion £ million
At 1 January 2007 44 9 29 47 8
Charged / (credited) to income statement 25 (13) 12
Change in estimated decommissioning costs 269 - 269
At 31 December 2007 74.3 16 75.9

Decommussioning Costs

The estimated cost of decommissioning at the end of the producing lives of North Sea fields 1s based
upon engineenng estimates and expert reports

Provision 1s made for the estimated decommussioning costs at the balance sheet date, discounted at
a rate of 5 74% (2006 - 5 28%) to the present value The charge to the income statement represents
the unwinding of the provision These liabilities are currently estmated to crystallise in 2018

QOther provisions
During 2005, the company was informed of addittonal insurance premiums to be imposed on the
group by its oll insurance provider A provision has been established for these addiional costs In

2007 this provision was revised and decreased and at 31 December 2007 the provision was stated at
£0 8 milhon The remaining £0 8 milion relates to employee termination iIndemnities
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22 Other non-current habilities

2006 2007
£ mitiion £ million
Liverpool Bay deferred income 331 257

Deferred income relates to prepayments received under gas sales contracts The income is credited
to the income statement, according to a release profile based on a 10% nominal discount factor
appled on the initial histoncal value of £142 8 millien from 1 January 1999 and will terminate in 2012

23 Share capital

2006 2007
£ mifhon £ mdlion
Authorised, issued and fully paid at 31 December:
200,010,000 ordinary shares of £1 each 2000 2000

The company's objectives when managing capital are to safeguard the company's ability to continue
as a geing concern in order to provide returns for the shareholder and to maintain an optimal capital
structure to reduce the cost of capital In order to maintain or adjust the capital structure, the company
may adjust the amount of dividends paid to its shareholder

The company regularly reviews its capital structure on the basis of its expected capital requirements
in order to achieve the defined strategic objectives and manages its capital accordingly The
company's capital structure fully satisfies its capital requirements and has no necessity or intention of
altering the current position

24 Share premium

2006 2007
£ million £ million
At 1 January and 31 December 207 4 207.4
25 Retained earnings
2008 2007
£ milfion £ milthon
At 1 January 3256 2997
(Loss)profit for the year (27 3) 544
Exchange differences 14 {3.2)
At 31 December 2997 350 9
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26 Cash flow hedge reserves

2006 2007
£ millron £ million
At 1 January - -
Ol commodity dervatives — Swaps - {33.6)
At 31 December - (33.6)
27 Capital contribution
2006 2007
£ million £ mullion
At 31 December 2140 214.0
28 Commitments
2006 2007
£ milhon £ million
At 31 December 293 90 0

As a member of consortia, the company 1s committed to pay its share of costs of development In
addition to development expenditure, the company 1s committed to pay its share of the costs of
exploration which may involve capital expendifure The above represents ol and gas expenditure that
1s contracted but unprovided In the financial statements

29 Market risk
Foreign Exchange rate risk

Exchange rate nsk denves from the fact that the company's operations are conducted In currencies
other than the pounds stering GBP {in particular the US doliar and Indonesian Rupees IDR) and by
the time lag existing between the recording of costs and revenues denominated in currencies other
than the functional currency and the actual time of the relevant monetary transaction (transaction
exchange rate nsk) The transachon exchange rate nsk arsing from payables, recewable and
accruals in currency's denominated in currencies other than the functional currency, 1s not considered
to be matenal due to the fact that these will be realised within 30 days Generally speaking, an
appreciation of the US dollar versus the GBP has a positive impact on company's results of
operations, and vice-versa Effective management of exchange rate nisk 1s performed at the Group
level, within the central finance department which matches opposite positions of the Group operating
subsidianes and hedges net positions using denvatives (such as currency swaps, forwards and
options) At the balance sheet date the company does not hold any derivative instruments designed
to manage exchange rate nsk Commodity derivatives based on currencies other than the functional
currency are subject to exchange rate risk, as their realisation time scenario 1s greater than 30 days
An analysis of this nisk 15 set out below

At 31 December 2007, if the US dollar had weakened by 10% against the GBP with all over vanables
held constant, post-tax profit for the year would have been £140,159 higher (2006 £4,364 lower),
ansing as a result of derivative financial instruments being held in US dollar Net Equity would have
been £140,159 tugher {2006 - £4,364 lower)
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29 Market risk {continued)

30

At 31 December 2007, if the US dollar had weakened by 10% against the IDR with all over vanables
held constant, post-tax profit for the year would have been £872,512 {2006 £513,377) higher Net
Equity would have been £872,512 (2006 £513,377) higher

Interest rate risk

Vanations in interest rates affect the market value of financial assets and liabilities of the company
As with exchange rate nsk, the company works ih conjunction with the speciahsed finance companies
of the Em S p A group to mitigate interest rate nsk at a group level The company does not consider
this a material nsk as it has no financial debts and no investments in interest beanng instruments

Price Risk
Commodity risk

Eni's results of operations are affected by changes in the prices of commodities A decrease in oll,
gas and product prices generally has a negative impact on Enr’s results of operations, and vice versa
In order to hedge commodity nsk, Em uses denvatives traded on the organised markets of ICE and
NYMEX (futures and options) and dervatives traded over-the-counter {(swaps, forwards and contracts
for differences, with the underlying commodities being crude all) Such denvatives are recognised at
fair value on the basis of market prices provided from specialised sources such as broker and pricing
service At the balance sheet date the company's holds swaps and option contracts in order to
manage its commodity rnsk

The guidelines of the Eri S p A group for the management of commodity nsk contain imits to the
price risk deriving from trading activihes Coordination in this area 1s carred out by a commodity risk
assessment team operating at the En1 S p A group level

At 31 December 2007, with reference to financial instruments exposed to commodity nsk a
hypothetical negative change of 10% n ol prices with all other vanables held constant, would imply
post- tax profit for the year would have been £1,065,000 lower (2006 £543,000 higher), mainly as a
result of movement of cash flow hedge denvatives Total Equity would have been £14,894,000 (2006
£543,000) hugher arising from the introduction of cash flow hedge accounting

Liguidity Risk

Liquidity risk 15 the nsk that suitable sources of funding for the company's business activities may not
be avallable The company has access to a wide range of funding at competitive rates through the
capital markets and banks The company believes it has access to sufficient funding to meet currently
foreseeable borrowing requirements

Effective management of the iquidity nsk has the objective of ensuning the availability of adequate
funding to meet short term requirements and due obligations as well as the objective of ensuring a
sufficient level of flexibility in order to fund the development plans of the company's businesses
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30 Price Risk {continued)}

3

Liquidity Risk (continued)

The table below analyses the group financial habidities into relevant matunty groupings based on the
remaining penod at the balance sheet to the contractual matunity date The amounts disclosed in the
table are the contractual undiscounted cash flows Balances due within 12 months equal ther
carrying balances as the impact of discounting 1s not significant

There are no balances over 12 months other than dervatives

Less than one year More than one year
As at 31st December 2007 £ milhon £ million
Ol commodity denvatives — Swaps 252 40
Oil commodity denvatives — Coltars - 4138
Trade and QOther Payables 279 -
As at 31st December 2006
Oil commodity dernvatives — Swaps - 01
Oil commodity denvatives — Collars - 01
Trade and Other Payables 48 8 -

Operation risk

The company's activites present industrial and environmental risks and are therefore subject to
extensive government regulations coencerning environmental protection and industrnial secunty The
broad scope of these activities involves a wide range of operational nsks such as those of explosion,
fire or teakage of toxic products, and production of non biodegradable waste

All these events could possibly damage or even destroy wells as well as related equipment and other
property, cause injury or even death to persons or cause environmental damage In addition, since
exploration and production activittes may take place on sites that are ecologically sensitive, each site
requires a specific approach to minimise the impact on the related ecosystem, biodiversity and
human health

Reclassification

Certain comparative figures as of 2006 have been reclassified to conform to 2007 financial
statements presentation These reclassifications were as follows

2006 2006
As previously Reclassification As reclassified
reported
Current asset - Trade and other receivables 366 70 256
Non-current asset - Trade and other - 70 70
receivables

The reclassification refers to Indonesian VAT which was previously included n current assets In
2007 the Indonesia VAT has been presented within non-current assets as trade and other
receivables The Indonesian VAT will be recovered following the start of production of the fields
under development Production 1s not expected to start before 2012
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