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Continent. Due to the economic and financial crisis and inter-
fuel competition, those projected increases in gas demand 
failed to materialize resulting in a situation of oversupply 
and pricing pressure. The “shale-gas revolution” in the USA 
was another fundamental trend that added to the oversupply 
condition in the European marketplace. The discovery and 
development of large deposits of shale gas in the USA has 
progressively reduced till to zero the Country’s dependence 
on LNG imports. As a result of this, upstream producers were 
forced to redirect large LNG supplies to markets elsewhere 
in the world, including Europe. Large gas availability on the 
marketplace in Europe fuelled by take-or-pay contracts and 
worldwide LNG streams has driven the development of very 
liquid continental hubs to trade spot gas. Shortly spot prices 
at continental hubs have become the main benchmarks to 
which selling prices are indexed in supplies to large industrial 
customers and thermoelectric utilities. The profitability of 
gas operators was negatively impacted by falling sales prices 
at those hubs, where prices have been pressured by intense 
competition among gas operators in the face of weak demand, 
oversupplies and the constraint to dispose of minimum 
annual volumes of gas to be purchased under long-tem supply 
contracts. These negative trends were exacerbated by the 
fact that spot prices have ceased to track the oil prices to 
which Eni’s long-term supply contracts are linked, resulting 
in a decoupling between trends in prices and in costs. Due to 
those fundamental shifts in market dynamics and a current 
demand downturn, the Company’s Gas & Power segment 
incurred operating losses in each of the latest three years. The 
outlook in our gas marketing business will remain weak for the 
foreseeable future as management believes that the ongoing 
negative trends of poor demand, continuing competition 
and oversupplies have become structural headwinds. These 
developments may adversely affect the Company’s future 
results of operations and cash flows in its gas business, also 
taking into account the Company’s contractual obligations to 
off-take minimum annual volumes of gas in accordance to its 
long-term gas supply contracts with take or-pay clauses and 
until the Company manages to re-negotiate new pricing terms 
of such contracts which better tracks market prices than 
the original oil-linked indexation. See the sector-specific risk 
section below.

-	 Eni is also facing competition from large, well-established 
European utilities and other international oil and gas 
companies in growing its market share and acquiring or 
retaining clients. A number of large clients, particularly 
electricity producers and large industrial buyers have entered 
the wholesale market of gas by directly purchasing gas from 
producers or sourcing it at the continental spot markets 
adding further pressures on the economics of gas operators, 

Risk factors and uncertainties

Competition

There is strong competition worldwide, both within the oil 
industry and with other industries, to supply energy to the 
industrial, commercial and residential energy markets.

Eni faces strong competition in each of its business segments.

In the current uncertain financial and economic environment, 
Eni expects that prices of energy commodities, in particular oil 
and gas, will be very volatile, with average prices and margins 
influenced by changes in the global supply and demand for 
energy as well as in the market dynamics. This is likely to 
increase competition in all of Eni’s businesses, which may impact 
costs and margins.
-	 In the Exploration & Production segment Eni faces competition 

from both international oil companies and state-owned 
oil companies for obtaining exploration and development 
rights, and developing and applying new technologies to 
maximize hydrocarbon recovery. Furthermore, Eni may face a 
competitive disadvantage because of its relatively smaller size 
compared to other international oil companies, particularly 
when bidding for large scale or capital intensive projects, and 
may be exposed to industry-wide cost increases to a greater 
extent compared to its larger competitors given its potentially 
smaller market power with respect to suppliers. If, as a 
result of those competitive pressures, Eni fails to obtain new 
exploration and development acreage, to apply and develop 
new technologies, and to control cost, its growth prospects 
and future results of operations and cash flows may be 
adversely affected.

-	 In the Gas & Power segment, Eni faces strong competition 
from gas and energy players to sell gas and electricity to the 
industrial segment and the retail market both in the Italian 
market and markets across Europe. Competition has been 
fuelled by ongoing weak trends in demand due to the downturn 
and macroeconomic uncertainties, oversupplied markets 
and inter-fuel competition due to the rising use of coal in 
firing power plants and a dramatic grow in renewable sources 
of energy (photovoltaic and solar) which have materially 
impacted the use of gas in the production of electricity and 
hence sales of gas to the thermoelectric industry. These 
market imbalances owes to the fact that a few years ago, 
based on certain long-term projections about gas demand 
growth, European operators committed to purchase large 
amounts of gas under long-term supply contracts with 
take-or-pay clauses from the main producing Countries 
bordering Europe (namely Russia and Algeria) and built large 
upgrades at existing pipelines and new infrastructures along 
several European routes to expand gas import capacity to the 
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the projections of negative future cash flows, we decided to 
recognize an impairment charge of our power plants in the 
amount of approximately €1 billion in the 2013 consolidated 
accounts. 

-	 In the retail marketing of refined products both in Italy 
and abroad, Eni competes with oil companies and non-oil 
operators (such as supermarket chains and other commercial 
operators) to obtain concessions to establish and operate 
service stations. Eni’s service stations compete primarily on 
the basis of pricing, services and availability of non-petroleum 
products. In Italy, the latest administrative measure in this 
field have targeted to enhance the level of competition in the 
retail market of fuels, for example by easing the commercial 
ties between independent and other non-oil operators of 
service stations and oil companies, enlarging options to build 
and operate fully-automated service stations, and opening up 
the merchandising of various kinds of goods and services at 
service stations. These developments have boosted the level 
of competition in the marketplace adding further pressure 
on selling prices and reducing opportunities of increasing the 
market share in Italy. We expect that competitive pressures 
will continue in the foreseeable future due to anticipated 
weak trends in the domestic demand for fuels, oversupplies 
of refined products due to existing excess refining capacity in 
Europe and growing competition of products streams coming 
from Russia, the Middle East, East Asia and the United States. 
Finally, Eni’s margins on refined products have been affected 
by production cost disadvantages due to unfavourable 
geographic location and lack of scale of Eni’s Refineries, and 
narrowing price differentials between the Brent benchmark and 
heavy crude qualities. This latter trend has reflected ongoing 
reduced supplies of heavy crudes in the Mediterranean area, 
reversing the pattern observed historically whereby heavy 
crude qualities trade at a discount vs. the Brent benchmark 
due to their relatively smaller yield of valuable products. This 
negative trend has particularly hit Eni’s profitability of complex 
cycles which depends upon the availability of cheaper crude 
qualities than the Brent crude in order to remunerate the higher 
operating costs of complex plants. This segment reported 
losses at the operating level in each of the latest three years 
driven by the structural headwinds in the industry described 
above. Based on those trends we believe that the profitability 
outlook in our Refining & Marketing segment will remain 
negative over the foreseeable future. 

-	 In the Chemical segment, Eni faces strong competition 
from well-established international players and state-
owned petrochemical companies, particularly in the most 
commoditized market segments such as the production 
of basic petrochemicals products and plastics. Many of 
those competitors based in the Far East and Middle East 
are able to benefit from cost advantages due to larger scale, 
looser environmental regulations, availability of cheaper 
feedstock, and more favourable location and proximity to 
end-markets. Excess capacity and sluggish economic growth 
may exacerbate competitive pressures. Furthermore, Eni 
expects that petrochemicals producers based in the US will 
regain market share in the future, leveraging on a competitive 
cost structure due to the increasing availability of cheap 

including Eni. Management believes that this trend will 
continue in the future. At the same time, a number of national 
gas producers belonging to Countries with large gas reserves 
have started to sell natural gas directly to final clients, entering 
in direct competition with players like Eni which resell gas 
purchased from producing Countries to final customers. 
These developments may increase the level of competition 
and reduce Eni’s expected operating profit and cash flows 
in the gas business. Finally, gas prices in the residential 
market have historically been established by independent, 
governmental authorities in Italy and elsewhere in Europe. 
The indexation mechanisms used by those authorities have 
generally tracked a basket of petroleum products, mirroring 
the oil-indexed purchase prices of gas resellers like Eni, thus 
enabling resellers to pass a large part of cost increases of 
the raw material on to final customers in the retail market. In 
recent years, the Italian authority has introduced a number 
of adjustments to the oil-linked formula to take into account 
the public gaol of containing the impact of energy inflation on 
households and other public services (hospitals, schools, etc.). 
Finally, following enactment in Italy of a new regulatory regime 
which went effective October 1, 2013, management expects 
that the Company’s selling margins in the residential segment 
are likely to come under pressure due to the implementation 
of a less favourable indexation mechanism of the raw material 
cost in supplies to such customers than in the past. Such new 
mechanism establishes that the cost of the raw material be 
indexed to market benchmarks recorded at spot markets, 
as such replacing the previous oil-linked mechanism which 
mirrored a basket of long-term supply contracts. The Company 
expects that similar measures will be introduced by other 
market regulators in European Countries where Eni engages 
in selling gas to residential clients (see sector-specific risk 
factors below). Management believes these developments will 
negatively impact future results of operations and cash flow.

-	 In its Gas & Power segment, Eni is vertically integrated in the 
production of electricity via its gas-fired power plants which 
currently use the combined-cycle technology. In the electricity 
business, Eni competes with other producers and traders 
from Italy or outside of Italy who sell electricity in the Italian 
market. Going forward, the Company expects continuing 
competition due to the projections of weak economic growth 
in Italy and Europe over the foreseeable future, also causing 
outside players to place excess production on the Italian 
market. The economics of the gas-fired electricity business 
have dramatically changed over the latest few years due to 
ongoing competitive trends. As a matter of fact, spot prices 
of electricity in the wholesale market across Europe have 
decreased due to excess supplies driven by the growing 
production of electricity from renewable sources, which 
also benefit of governmental subsides, and a recovery in the 
production of coal-fired electricity generation which has been 
helped by a substantial reduction in the price of this fuel on 
the back of a massive oversupply of coal which occurred on 
a global scale. As a result of falling electricity prices, margins 
on the production of gas-fired electricity went into negative 
territory. We believe that the profitability outlook in this 
business will remain weak in the foreseeable future. Due to 
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risks of various forms of pollution and contamination of the 
soil and the groundwater), their use, emissions and discharges 
resulting from their manufacturing process, and from recycling or 
disposing of materials and wastes at the end of their useful life.
As to transportation activities related to all Eni’s segments 
of operations, the type of risk depends not only on the 
hazardous nature of the products transported, but also on the 
transportation methods used (mainly pipelines, maritime, river-
maritime, rail, road, gas distribution networks), the volumes 
involved and the sensitivity of the regions through which the 
transport passes (quality of infrastructure, population density, 
environmental considerations). All modes of transportation 
of hydrocarbons are particularly susceptible to a loss of 
containment of hydrocarbons and other hazardous materials, 
and, given the high volumes involved, could present a significant 
risk to people and the environment.
The Company invests significant amounts of resources in order 
to upgrade methods and systems for safeguarding safety and 
health of employers, contractors and communities, and the 
environment; to prevent risks; to comply with applicable laws 
and policies; and to respond to and learn from unexpected 
incidents. Eni seeks to minimize these operational risks by 
carefully designing and building facilities, including wells, 
industrial complexes, plants and equipment, pipelines, storage 
sites and distribution networks, and managing its operations in 
a safe, compliant and reliable manner. Failure to manage these 
risks effectively could result in unexpected incidents, including 
releases or oil spills, blowouts, fire, mechanical failures and other 
incidents resulting in personal injury, loss of life, environmental 
damage, legal liabilities and/or damage claims, destruction of 
crude oil or natural gas wells as well as damage to equipment 
and other property, all of which could lead to a disruption in 
operations. Eni’s operations are often conducted in difficult and/
or environmentally sensitive locations such as the Gulf of Mexico, 
the Caspian Sea and the Arctic, in which the consequences of any 
incident could be greater than in other locations. Eni also faces 
risks once production is discontinued, because our activities 
require environmental site remediation.
Furthermore, in certain situations where Eni is not the operator, 
the Company may have limited influence and control over third 
parties, which may limit our ability to manage and control such 
risks. Eni maintains insurance coverage that includes coverage 
for physical damage to its assets, third party liability, workers’ 
compensation, pollution and other damage to the environment 
and other coverage. Eni’s insurance is subject to caps, exclusion 
and limitation, and there is no assurance that such coverage 
will adequately protect it against liabilities from all potential 
consequences and damages. In particular, in the case of oil spills 
and other environmental damage, current insurance policies 
cover costs of cleaning up and remediating polluted sites, 
damage to third parties and containment of physical damage 
up to $1.1 billion for offshore events and $1.5 billion for onshore 
plants (refineries). These are complemented by insurance 
policies that cover owners, operators and renters of vessels with 
the following maximum amounts: $1 billion for the fleet owned 
by the subsidiary LNG Shipping in the Gas & Power segment 
and FPSOs used by the Exploration & Production segment for 
developing offshore fields; $500 million for time charters.

feedstock deriving from the production of domestic shale gas. 
The Company expects continuing margin pressures in the 
foreseeable future as a result of those trends. This segment 
reported operating losses in each of the latest three years 
including significant amounts of asset impairment losses, 
driven by the structural headwinds in the industry described 
above.

-	 Competition in the oil field services, construction and 
engineering industries is primarily based on technical 
expertise, quality and number of services and availability 
of technologically advanced facilities (for example, vessels 
for offshore construction). Lower oil prices could result in 
lower margins and lower demand for oil services. In 2013 
a soft demand environment, intense competition among 
oilfield service providers coupled with Company-specific 
issues at certain projects drove a substantial reversal in the 
profitability at Eni’s Engineering & Construction business 
segment which reported an operating loss for the full year 
2013. The Company’s failure or inability to respond effectively 
to competition could adversely impact the Company’s growth 
prospects, future results of operations and cash flows.

Safety, security, environmental
and other operational risk

The Group engages in the exploration and production of oil and 
natural gas, processing, transportation, and refining of crude oil, 
transport of natural gas, storage and distribution of petroleum 
products, production of base chemicals, plastics and elastomers. 
By their nature the Group’s operations expose Eni to a wide range 
of significant health, safety, security and environmental risks. 
The magnitude of these risks is influenced by the geographic 
range, operational diversity and technical complexity of our 
activities. Eni’s future results from operations and liquidity 
depend on its ability to identify and mitigate the risks and 
hazards inherent to operating in those industries.
In exploration and production, Eni faces natural hazards and 
other operational risks including those relating to the physical 
characteristics of oil and natural gas fields. These include the 
risks of eruptions of crude oil or of natural gas, discovery of 
hydrocarbon pockets with abnormal pressure, crumbling of well 
openings, leaks that can harm the environment and the security 
of our personnel and risks of blow-out, fire or explosion. Accidents 
at a single well can lead to loss of life, damage or destruction to 
property, environmental damage and consequently potential 
economic losses that could have a material and adverse effect 
on the business, results of operation, liquidity, reputation and 
prospects of the Group.
Eni’s activities in the Refining & Marketing and Chemical 
segments also entail health, safety and environmental risks 
related to the overall life cycle of the products manufactured, 
and to raw materials used in the manufacturing process, such 
as oil-based feedstock, catalysts, additives and monomer 
feedstock. These risks can arise from the intrinsic characteristics 
of the products involved (flammability, toxicity, or long-term 
environmental impacts such as greenhouse gas emissions and 
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could have an adverse impact on Eni’s future growth prospects, 
results of operations and liquidity. Because Eni plans to make 
significant investments in executing high-risk exploration 
projects, it is likely that Eni will incur significant exploration 
and dry hole expenses in future years. These high-risk projects 
generally involve offshore plays located in deep and ultra-deep 
waters or at deep drilling depths, where operations are more 
challenging and costly than in other areas. Furthermore, deep 
and ultra deep water operations may require significant time 
before commercial production of reserves can commence, 
increasing both the operational and financial risks associated 
with these activities. The Company plans to conduct exploration 
projects offshore West Africa (Angola, Nigeria, Congo, Ghana, 
Liberia and Gabon), East Africa (Mozambique and Kenya), the 
South-East Asia (Indonesia, Vietnam and other locations), 
Australia, the Barents Sea and the Black Sea. In 2012, the 
Company spent approximately €1.8 billion to conduct exploration 
projects and it plans to spend approximately €1.4 billion on 
average in the next four-year plan on exploration activities. 
Unsuccessful exploration activities and failure to find additional 
commercial reserves could reduce future production of oil and 
natural gas which is highly dependent on the rate of success of 
exploratory activity.
	
Development projects bear significant operational risks 
which may adversely affect actual returns 
Eni is executing several development projects to produce and 
market hydrocarbon reserves. Certain projects target the 
development of reserves in high-risk areas, particularly offshore 
and in remote and hostile environments or environmentally 
sensitive locations. Eni’s future results of operations and liquidity 
depend heavily on its ability to implement, develop and operate 
major projects as planned. Key factors that may affect the 
economics of these projects include:
- 	 the outcome of negotiations with co-venturers, governments 

and state-owned companies, suppliers, customers or others, 
including, for example, Eni’s ability to negotiate favourable long 
term contracts to market gas reserves;

- 	 the development of reliable spot markets that may be 
necessary to support the development of particular production 
projects, or commercial arrangements for pipelines and related 
equipment to transport and market hydrocarbons;

-	 timely issuance of permits and licenses by government 
agencies;

- 	 the Company’s relative size compared to its main competitors 
which may prevent it from participating in large-scale projects 
or affect its ability to reap benefits associated with economies 
of scale, for example by obtaining more favourable contractual 
terms by suppliers of equipment and services;

- 	 the ability to carefully carry out front-end design engineering 
at any development projects so as to prevent the occurrence of 
technical inconvenience during the execution phase;

-	 delays in manufacturing and delivery of critical equipment, or 
shortages in the availability of such equipment, causing cost 
overruns and delays;

- 	 risks associated with the use of new technologies and the 
inability to develop advanced technologies to maximize 
the recoverability rate of hydrocarbons or gain access to 

The occurrence of the above mentioned events could have a 
material adverse impact on the Group business, competitive 
position, cash flow, results of operations, liquidity, future growth 
prospects, shareholders’ return and damage to the Group 
reputation.

Risks associated with the exploration
and production of oil and natural gas

The exploration and production of oil and natural gas requires 
high levels of capital expenditures and are subject to natural 
hazards and other uncertainties, including those relating to the 
physical characteristics of oil and gas fields. A description of the 
main risks facing the Company’s business in the exploration and 
production of oil and gas is provided below.

Eni’s oil and natural gas offshore operations are 
particularly exposed to health, safety, security and 
environmental risks 
Eni has material operations relating to the exploration and 
production of hydrocarbons located offshore. In 2013, 
approximately 55% of our total oil and gas production for the year 
derived from offshore fields, mainly in Egypt, Libya, Norway, 
Italy, Angola, the Gulf of Mexico, Congo, UK and Nigeria. Offshore 
operations in the oil and gas industry are inherently riskier than 
onshore activities. As the Macondo accident occurred in the Gulf 
of Mexico has shown, the potential impacts of offshore accidents 
and spills to health, safety, security and the environment can 
be catastrophic due to the objective difficulties in handling 
hydrocarbons containment and other factors. Also offshore 
operations are subject to marine perils, including severe storms 
and other adverse weather conditions and vessel collisions, as 
well as interruptions or termination by governmental authorities 
based on safety, environmental and other considerations. 
Failure to manage these risks could result in injury or loss of life, 
damage to property, environmental damage, and could result in 
regulatory action, legal liability, loss of revenues and damage to 
our reputation and could have a material adverse effect on our 
operations or financial condition.

Exploratory drilling efforts may be unsuccessful
Exploration drilling for oil and gas involves numerous risks 
including the risk of dry holes or failure to find commercial 
quantities of hydrocarbons. The costs of drilling, completing 
and operating wells have margins of uncertainty, and drilling 
operations may be unsuccessful as a result of a variety of 
factors, including unexpected drilling conditions, pressure or 
heterogeneities in formations, equipment failures, blowouts and 
other forms of accidents, and shortages or delays in the delivery 
of equipment. The Company engages in large exploration drilling 
activities offshore, particularly in deep and ultra-deep waters, 
and in remote areas, in environmentally-sensitive locations 
and other challenging contexts (e.g. the Barents Sea). In these 
locations we generally experience more challenging and riskier 
conditions and incur higher exploration costs than onshore. 
Failure to discover commercial quantities of oil and natural gas 
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delivery of critical equipment reflecting capacity constraints. 
These events have impacted the timing profile of our planned 
production growth in the short term. 
In case the Company is unable to develop and operate major 
projects as planned, particularly if the Company fails to 
accomplish budgeted costs and time schedules, it could incur 
significant impairment charges associated with reduced future 
cash flows of those projects on capitalized costs.

Inability to replace oil and natural gas reserves could 
adversely impact results of operations and financial 
condition
Eni’s results of operations and financial condition are 
substantially dependent on its ability to develop and sell oil and 
natural gas. Unless the Company is able to replace produced 
oil and natural gas, its reserves will decline. In addition to 
being a function of production, revisions and new discoveries, 
the Company’s reserve replacement is also affected by the 
entitlement mechanism in its Production Sharing Agreements 
(“PSAs”) and similar contractual schemes. In accordance with 
such contracts, Eni is entitled to a portion of a field’s reserves, 
the sale of which is intended to cover expenditures incurred by 
the Company to develop and operate the field. The higher the 
reference prices for Brent crude oil used to estimate Eni’s proved 
reserves, the lower the number of barrels necessary to recover 
the same amount of expenditures. Future oil and gas production 
is dependent on the Company’s ability to access new reserves 
through new discoveries, application of improved techniques, 
success in development activity, negotiation with Countries and 
other owners of known reserves and acquisitions. In a number 
of reserve-rich Countries, national oil companies control a large 
portion of oil and gas reserves that remain to be developed. To 
the extent that national oil companies decide to develop those 
reserves without the participation of international oil companies 
or if the Company fails to establish partnership with national oil 
companies, Eni’s ability to access or develop additional reserves 
will be limited.
An inability to replace produced reserves by finding, acquiring 
and developing additional reserves could adversely impact future 
production levels and growth prospects. If Eni is unsuccessful, 
it may not meet its long-term targets of production growth and 
reserve replacement, and Eni’s future total proved reserves and 
production will decline, negatively affecting Eni’s future results of 
operations and financial condition. 

Changes in crude oil and natural gas prices may 
adversely affect Eni’s results of operations 
The exploration and production of oil and gas is a commodity 
business with a history of price volatility. The single largest 
variable that affects the Company’s results of operations and 
financial condition is crude oil prices. Lower crude oil prices have 
an adverse impact on Eni’s results of operations and cash flows. 
Eni generally does not hedge exposure of the future expected 
cash flows of the Group reserves to movements in crude oil price. 
As a consequence, Eni’s profitability depends heavily on crude 
oil and natural gas prices. Crude oil and natural gas prices are 
subject to international supply and demand and other factors 
that are beyond Eni’s control, including among other things:

previously inaccessible reservoirs;
- 	 poor performance in project execution on the part of 

international contractors who are awarded project 
construction activities generally based on the EPC 
(engineering, procurement, construction) turn key contractual 
scheme. We believe this kind of risk may be due to lack 
of contractual flexibility, poor quality of front end design 
engineering and commissioning delays;

- 	 changes in operating conditions and cost overruns. In recent 
years, the industry has been impacted by escalating costs 
of certain critical productive factors including specialized 
workforce, procurement costs and costs for leasing third 
party equipment or purchase services such as drilling rigs 
as a result of industry-wide cost inflation, bottlenecks and 
other constraints in the worldwide production capacity 
available to build critical equipment and facilities and growing 
complexity and scale of projects, including environmental 
and safety costs. Furthermore, there has been an evolution 
in the location of our projects, as Eni has been discovering 
increasingly important volumes of reserves in remote and 
harsh locations or environmentally sensitive locations (i.e. the 
Barents Sea, Alaska, the Gulf of Mexico, the Caspian Sea) where 
Eni is experiencing significantly higher operating costs and 
environmental, safety and other costs than in other locations. 
The Company expects that costs in its upstream operations 
will continue to rise in the foreseeable future;

-	 the actual performance of the reservoir and natural field 
decline; and

- 	 the ability and time necessary to build suitable transport 
infrastructures to export production to final markets.

Poor project execution, inadequate front end engineering, delays 
in the achievement of critical events and production start up, 
and differences between scheduled and actual timing, as well 
as cost overruns may adversely affect the economic returns of 
our development projects. Failure to successfully deliver major 
projects could negatively impact results of operations, cash flow 
and the achievement of short-term targets of production growth. 
Finally, developing and marketing hydrocarbons reserves 
typically requires several years after a discovery is made. This 
is because a development project involves an array of complex 
and lengthy activities, including appraising a discovery in order 
to evaluate its commercial potential, sanctioning a development 
project and building and commissioning related facilities. As a 
consequence, rates of return for such long-lead-time projects 
are exposed to the volatility of oil and gas prices and costs 
which may be substantially different from the prices and costs 
assumed when the investment decision was actually made, 
leading to lower rates of return. In addition, projects executed 
with partners and co-venturers reduce the ability of the Company 
to manage risks and costs, and Eni could have limited influence 
over and control of the operations, behaviours and performance 
of its partners. Furthermore, Eni may not have full operation 
control of the joint ventures in which it participates and may have 
exposure to counterparty credit risk and disruption of operation 
and strategic objectives due to the nature of its relationships.
We have experienced a few delays at a number of development 
projects located mainly in Algeria, the UK, Angola and Norway. 
Those delays were attributable to execution issues and 
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planned or being implemented, leading the Company to 
reschedule, postpone or cancel development projects, or 
accept a lower rate of return on such projects; (ii) reducing the 
Group’s liquidity, entailing lower resources to fund expansion 
projects, further dampening the Company’s ability to grow future 
production and revenues; and (iii) triggering a review of future 
recoverability of the Company’s carrying amounts of oil and gas 
properties, which could lead to the recognition of significant 
impairment charges.
The Company, like other players in the industry, assesses its 
oil&gas projects based on long-term scenarios for oil prices, 
which reflect management’s best assumptions about the 
underlying fundamentals of global demand and supply. This 
approach supports the achievement of the expected returns on 
capital projects through the swings of the oil&gas cycle. For the 
2014-2017 period Eni assumed a long-term price of $90 a barrel 
(real terms 2017). In this context the Company approved a 
capital expenditure plan amounting to €54 billion, 82% relating 
to exploration and development of oil and gas reserves, with a 
decrease of 5% in comparison with previous plan due to a higher 
degree of capital selection through a different schedule of 
project phases.
Volatile oil prices represent an uncertainty factor in view of 
achieving the Company’s operating targets of production 
growth and reserve replacement due to the relevant amount of 
Production Sharing Agreements in Eni’s portfolio. Under such 
contracts, the Company is entitled to receive a portion of the 
production, the sale of which should cover expenditures incurred 
and earn the Company a share of profit. Accordingly, the higher 
the reference prices for crude oil used to determine production 
and reserve entitlements, the lower the number of barrels to 
cover the same dollar amounts hence the amounts of booked 
production and reserves; and vice versa. The Company currently 
estimates that production entitlements in its PSAs decreases 
on average by approximately 1,000 bbl/d for a $1 increase in oil 
prices. The impact of price effects on the Company’s production 
was immaterial in 2013. This sensitivity analysis relates to the 
existing Eni portfolio and might vary in the future.
 
Eni expects that tightening regulation in oil and gas 
activities following the Macondo accident will lead to 
rising compliance costs and other restrictions
The production of oil and natural gas is highly regulated and 
is subject to conditions imposed by governments throughout 
the world in matters such as the award of exploration and 
production interests, the imposition of specific drilling and 
other work obligations, income taxes and taxes on production, 
environmental protection measures, control over the 
development and abandonment of fields and installations, and 
restrictions on production. Following the Macondo accident in 
the Gulf of Mexico, Eni expects that governments throughout 
the world will implement stricter regulation on environmental 
protection, risk prevention and other forms of restrictions to 
drilling and other well operations. These new regulations and 
legislation, as well as evolving practices, could increase the 
cost of compliance and may also require changes to our drilling 
operations and exploration and development plans and may 
lead to higher royalties and taxes.

(i)	 the control on production exerted by the Organization of the 
Petroleum Exporting Countries (“OPEC”) member Countries 
which control a significant portion of the world’s supply of oil 
and can exercise substantial influence on price levels;

(ii) 	 global geopolitical and economic developments, including 
sanctions imposed on certain oil-producing Countries on 
the basis of resolutions of the United Nations or bilateral 
sanctions or disruptions due to local instability. We believe 
that crude oil prices were supported in 2013 by a number of 
interruptions in the output flows that occurred in Countries 
like Libya, Nigeria and Syria due to local issues driven by 
political and social instability;

(iii) 	 global and regional dynamics of demand and supply of oil 
and gas. We believes that global oil demand will grow at a 
moderate pace in the foreseeable future due to sluggish 
economic activity in Europe and other macroeconomic 
uncertainties, and more efficient use of fules and energy in 
OECD Countries;

(iv) 	 prices and availability of alternative sources of energy.
	 Eni believes that gas demand in Europe has been 

significantly impacted by a shift to the use of coal in firing 
power plants due to cost advantages compared to gas, 
as well as the rising contribution of renewable energies in 
satisfying energy requirements. Eni expects those trends to 
continue in the future;

(v) 	 governmental and intergovernmental regulations, including 
the implementation of national or international laws or 
regulations intended to limit greenhouse gas emissions, 
which could impact the prices of hydrocarbons; and

(vi) 	 success in developing and applying new technology.

All these factors can affect the global balance between demand 
and supply for oil and prices of oil.
We estimate that movements in oil prices impact approximately 
50% of our current production as the remaining portion which 
derives from Production Sharing Contracts is practically 
unaffected by crude oil price movements which instead impact 
the Company’s volume entitlements (see our disclosure under 
the paragraph “Inability to replace oil and natural gas reserves 
could adversely impact results of operations and financial 
condition” above). In addition, we expect that the Company 
results of operations from 2014 onwards will reflect our decision 
late in 2013 to fully exploit the benefits of the natural hedging 
occurring between our Exploration & Production and Gas & Power 
segments. As a matter of fact, we estimate that the exposure 
to changes in crude oil prices of approximately 8-10% of our 
production is offset by equivalent and contrarian movements of 
the procurement costs of gas in our long-term supply contracts 
which index the cost of gas to crude oil prices. In previous 
reporting periods we entered into commodity derivatives to 
protect margins on gas sales in our Gas & Power business from 
exposure to crude oil changes and late in 2013 we discontinued 
this policy with a view to exploit the natural hedge provided by 
our equity production of crude oil. See the risk factors “exposure 
to financial risks” below. 
Lower oil and gas prices over prolonged periods may also 
adversely affect Eni’s results of operations and cash flows by: 
(i) reducing rates of return of development projects either 
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Eni’s future results of operations and cash flows.
In the current uncertain financial and economic environment, 
governments are facing greater pressure on public finances, 
which may increase their motivation to intervene in the fiscal 
framework for the oil and gas industry, including the risk of 
increased taxation, nationalization and expropriations.
Eni’s results depend on its ability to identify and mitigate the 
above mentioned risks and hazards which are inherent to Eni’s 
operation.

Political considerations

A substantial portion of Eni’s oil and gas reserves and gas 
supplies are located in Countries which are politically, socially 
and economically less stable than OECD Countries. Therefore 
Eni is exposed to risks of material disruptions to its operations 
in those less stable Countries. As of December 31, 2013, 
approximately 78% of Eni’s proved hydrocarbon reserves were 
located in such Countries and 62% of Eni’s supplies of natural gas 
came from Countries outside OECD Countries.

Adverse political, social and economic developments in any of 
those less stable Countries may negatively affect Eni’s ability 
to continue operating in an economic way, either temporarily or 
permanently, and Eni’s ability to access oil and gas reserves. In 
particular, Eni faces risks in connection with the following issues:
(i)	 lack of well-established and reliable legal systems and 

uncertainties surrounding enforcement of contractual rights;
(ii)	 unfavourable developments in laws, regulations and 

contractual arrangements leading, for example, to 
expropriations or forced divestitures of assets and unilateral 
cancellation or modification of contractual terms.

	 Eni is facing increasing competition from state-owned oil 
companies who are partnering Eni in a number of oil and 
gas projects and properties in the host Countries where 
Eni conducts its upstream operations. These state-owned 
oil companies can change contractual terms and other 
conditions of oil and gas projects in order to obtain a larger 
profit share from a given project, thereby reducing Eni’s 
profit share. Furthermore, as of the balance sheet date 
receivables for €575 million relating to cost recovery under 
certain petroleum contracts in a non-OECD Country were the 
subject of an arbitration proceeding;

(iii)	 restrictions on exploration, production, imports and exports;
(iv)	 tax or royalty increases (including retroactive claims); and
(v)	 civil and social unrest, internal conflicts and other forms 

of political instability sabotages, strikes, acts of violence 
and incidents. These risks could result in disruptions 
in the economic activity, loss of output, plant closure, 
project delays, the loss of our personnel or assets, cause 
us to evacuate our personnel from certain Countries, 
cause us to increase spending on security worldwide, 
disrupt financial and commercial markets, including 
the supply of and pricing for oil and natural gas, and 
generate greater political and economic instability in 
some of the geographic areas in which we operate. Areas 
where we operate that have significant risk include, but 

Uncertainties in estimates of oil and natural gas 
reserves
Several uncertainties are inherent in estimating quantities of 
proved reserves and in projecting future rates of production and 
timing of development expenditures. The accuracy of proved 
reserve estimates depends on a number of factors, assumptions 
and variables, among which the most important are the following: 
-	 the quality of available geological, technical and economic data 

and their interpretation and judgment;
-	 projections regarding future rates of production and costs and 

timing of development expenditures;
-	 changes in the prevailing tax rules, other government 

regulations and contractual conditions;
-	 results of drilling, testing and the actual production 

performance of Eni’s reservoirs after the date of the estimates 
which may drive substantial upward or downward revisions; 
and changes in oil and natural gas prices which could affect 
the quantities of Eni’s proved reserves since the estimates 
of reserves are based on prices and costs existing as of the 
date when these estimates are made. Lower oil prices or the 
projections of higher operating and development costs may 
impair the ability of the Company to economically produce 
reserves leading to downward reserve revisions. 

In particular the reserve estimates are subject to revisions as 
prices fluctuate due to the cost recovery mechanism under the 
Company’s PSAs and similar contractual schemes.
Many of these factors, assumptions and variables involved in 
estimating proved reserves are subject to change over time 
therefore impacting the estimates of oil and natural gas reserves. 
Accordingly, the estimated reserves reported as of the end of 
the period covered by this filing could be significantly different 
from the quantities of oil and natural gas that will ultimately be 
recovered. Any downward revision in Eni’s estimated quantities 
of proved reserves would indicate lower future production 
volumes, which could adversely impact Eni’s results of 
operations and financial condition.

Oil and gas activity may be subject to increasingly high 
levels of income taxes 
The oil and gas industry is subject to the payment of royalties 
and income taxes which tend to be higher than those payable in 
many other commercial activities. In addition, in recent years, Eni 
has experienced adverse changes in the tax regimes applicable 
to oil and gas operations in a number of Countries where the 
Company conducts its upstream operations. As a result of these 
trends, management estimates that the tax rate applicable to the 
Company’s oil and gas operations is materially higher than the 
Italian statutory tax rate for corporate profit which currently stands 
at 38%. The tax rate of the Company’s Exploration & Production 
segment for the fiscal year 2013 was approximately 60%.
Management believes that the marginal tax rate in the 
oil and gas industry tends to increase in correlation with 
higher oil prices which could make it more difficult for Eni to 
translate higher oil prices into increased net profit. However, 
the Company does not expect that the marginal tax rate will 
decrease in response to falling oil prices. Adverse changes in 
the tax rate applicable to the Group profit before income taxes 
in its oil and gas operations would have a negative impact on 
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disruption at its producing activities in the Country to date.
The Company believes that the political outlook in North Africa 
and the Middle East remains an area of risk for the Company’s 
operations, results and strategic development.

Risks in the Company’s
Gas & Power business

Risks associated with the trading environment
and competition in the industry
2013 marked the third consecutive year of operating losses 
at our Gas & Power segment which was driven by a prolonged 
demand downturn, strong competitive pressures and gas 
oversupplies. The Company expects those structural headwinds 
to continue to adversely impact results of operations and 
liquidity for the foreseeable future.

Gas demand has been severely hit by the economic 
slowdown in Europe and, more importantly, a steep fall of gas 
consumption in the thermoelectric sector. The latter trend 
was affected by an ongoing expansion of renewable sources 
of electricity which have benefitted of governmental subsides 
across Europe, whilst coal has displaced gas on a large scale 
in firing power plants due to cost advantages and lowering 
rates for obtaining emission allowances in Europe due to the 
downturn. Coal prices have seen a dramatic fall in recent years 
due to a massive glut of coal on a global scale. In the face of 
weak demand, supplies on the European marketplace have 
continued to increase due to a number of factors. First of all, 
before the beginning of the downturn gas wholesaler operators 
in Europe grossly overestimated the projected growth rates 
in demand and committed to purchase large amounts of gas 
under long-tem supply contracts with producing Countries also 
bearing the volume risk as a result of the take-or-pay clause 
of those contracts. They also build large pipeline upgrade to 
import gas to Europe. Secondly, several LNG projects came on 
stream, which improved the liquidity of spot markets. Finally, 
the fact that the US has reduced their dependence on LNG 
imports due to large increases in the domestic production of 
shale gas. This latter development has further added to global 
LNG supplies. Those trends have driven the expansion of very 
liquid continental hubs where spot prices have become the 
prevailing benchmark of sale contracts, particularly in the 
industrial and thermoelectric segments. Spot prices have been 
on a downtrend over the last few years reflecting oversupplies 
and weak demand. This trend has hit the profitability at 
European gas marketing operators, including Eni. Particularly, 
our results of operations for 2013 were adversely impacted 
by a faster than anticipated alignment between continental 
benchmarks and spot prices at Italian hubs leading to sharply 
lower price realizations in the Italian wholesale market. In 
addition trends in sales prices have not been reflected in the 
procurement costs of gas supplies as European gas operators 
procure their gas supplies under long-term contracts with 
producing Countries whereby the cost of gas is generally 
indexed to the price of crude oil and other derivatives which 

are not limited to: the Middle East, Libya, Egypt, Algeria, 
Nigeria, Angola, Indonesia, Kazakhstan, Nigeria, Russia, 
and Venezuela. In addition, any possible reprisals as a 
consequence of military or other action, such as acts of 
terrorism in the United States or elsewhere, could have 
a material adverse effect on our business, consolidated 
results of operations, and consolidated financial condition. 
In 2013 our expected production levels in Nigeria and Libya 
were negatively impacted by continuing social unrest, 
protests, strikes, acts of sabotage and theft which forced 
us to disrupt or reduce our producing activities with an 
estimated cumulative loss of output of 110 BOE/d for the 
year, negatively affecting our results of operations and 
cash flow. Looking forward, we expect that those risks will 
continue to affect our operations in those Countries and we 
do not plan for any meaningful recovery in our production 
plateau in both Countries over the next couple of years. In 
2013 our production in Libya was 228 KBOE/d, down by 
12% from 2012; in Nigeria its was 125 KBOE/d down by 19% 
from 2012. For more information about the status of our 
operations in Libya see the paragraph below.

While the occurrence of those events is unpredictable, it is likely 
that the occurrence of such events could cause Eni to incur 
material production losses or facility disruptions, by this way 
adversely impacting Eni’s results of operations and cash flow.

Risks associated with continuing political instability in 
North Africa and the Middle East
As of end of 2013, approximately 30% of the Company’s proved 
oil and gas reserves were located in North Africa and the Middle 
East. In 2011, several North African and Middle Eastern oil 
producing Countries experienced an extreme level of political 
instability that has resulted in changes in governments, 
unrest and violence and consequential economic disruptions. 
The instability of the socio-political framework in those 
Countries still represents an area of concern involving risks 
and uncertainties for the foreseeable future; particularly the 
internal situation in Libya continues to represent an issue 
for Eni’s management. Throughout the course of 2013, Eni’s 
production performance in Libya was negatively impacted due 
to force majeure events reflecting ongoing instability in the 
socio-political context of the Country. It is worth mentioning 
that Eni is currently engaged in the recovery of the full 
production plateau at its producing assets in the Country, 
following the internal conflict of 2011 that forced the Company 
to shutdown almost all its producing facilities including gas 
exports for a period of about 8 months with a material impact 
on production volumes and operating results of that year. Due 
to the complexity of the transition period which the Country is 
currently undergoing, Eni is still in the process of restoring the 
full production plateau at its Libyan fields. For the full year 2013 
Eni’s facilities in Libya produced a level of 228 kboe/d, which 
was significantly lower than the pre-crisis production plateau of 
273 KBOE/d attained in 2010.
The internal situation in Egypt too seems to be complex as 
political unrest and civil clashes have been escalating throughout 
the course of 2013 jeopardizing any economic activity in the 
Country. However, the Company has not experienced any 
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to large one-off price adjustments recorded in the reporting 
period when the new terms are agreed upon. In addition, in case 
the parties fail to arrange renewed contractual terms, both of 
them may seek an arbitration ruling, which would increase the 
uncertainty regarding the final outcome of the renegotiation 
process. A number of clients, to whom Eni supply on long-term 
basis, have already requested, and may request in the future, 
price revisions and other contractual changes.

The Company expects that current imbalances between 
demand and supply in the European gas market will 
persist for sometime
In 2013 gas demand fell remarkably, down by 7%. and 1%. in 
Italy and Europe respectively, driven by the economic downturn 
and sharply lower gas consumption in the thermoelectric 
sector. While there are signs that demand may have finally 
bottomed by end of 2013, there is still little visibility on the 
evolution of gas demand due to the risks and uncertainties 
associated with a number of ongoing trends:
-	 uncertainties and volatility in the macroeconomic cycle; 

particularly the anticipated slow recovery of the economic 
activity in Europe will weigh on the prospects of any 
sustainable rebound in gas demand;

-	 EU policies intended on one hand to reduce green house gas 
emissions which should negatively impact the consumption 
of coal in producing electricity to advantage of gas; on the 
other hand continuing subsides to promote the development 
of renewable energy sources might jeopardize a recovery in 
gas-fired thermoelectric production which management still 
consider to be potentially the main engine of growth in gas 
demand;

-	 concrete developments following announcement made by 
certain national governments in Europe to shut down nuclear 
plants;

-	 growing adoption of consumption patterns and life-styles 
characterized by wider sensitivity to energy efficiency.

Against these ongoing trends, management has revised 
downward its estimates for gas demand: it is now assumed 
an almost flat demand environment in Italy and Europe up to 
2017 compared to previous years’ assumptions made in the 
industrial plan 2013-2016 of a growth rate of 1.7-1.8%. It is 
worth mentioning that the projected levels of European gas 
demand in 2017 are significantly lower than the pre-crisis levels 
registered in 2008 as a result of weak fundamentals.
The projected moderate dynamics in demand might not be 
enough to balance the current situation of oversupply in the 
marketplace over the next two to three years according to 
management’s estimates. Gas supplies have been built up 
in recent years as new, large investments to upgrade import 
pipelines to Europe have come online from Russia and Algeria 
and gas wholesalers have contracted important volume of 
supplies under long-tem arrangement in past years, forecasting 
certain trends in demand which actually failed to materialize. 
Furthermore, in the near future management expects the 
start-up of new infrastructures in various European entry 
points which will add large amounts of new import capacity 

have diverged from trends in gas spot prices. Therefore 
wholesale margins on gas were squeezed due to this decoupling 
which has occurred between spot prices and the oil-linked 
costs of purchased gas. Adding to the pressure, reduced sales 
opportunities due to weak demand forced operators to compete 
even more aggressively on pricing to limit the financial risks 
associated with the take-or-pay clause provided by the long 
term supply contracts. On their part, large clients adopted 
opportunistic supply patterns, in order to take advantage 
of the large availability of spot gas. Finally governmental 
administrations in several European Countries have started to 
review the indexation mechanism of supply tariffs in the retail 
sector in order to make residential customers benefit from 
the ongoing trend in gas spot markets. In Italy, administrative 
bodies have already enacted effective October 1, 2013 a new 
indexation mechanism of the cost of the raw material in pricing 
formulas of the safeguarded retail market whereby the cost 
of gas in currently indexed to spot prices thus replacing the 
previous oil-linked indexation. This development will reduce our 
margins in the residential sector. See “Regulation of the natural 
gas market in Italy” below.
We forecast that market conditions will remain unfavourable 
in the gas sector in Italy and Europe for the foreseeable 
future due to the structural headwinds described above, 
volatile commodity prices and lack of visibility. We anticipate 
a number of risk factors to the profitability outlook of the 
Company’s gas marketing business over the next two to 
three years. Those include weak demand growth due to a 
projected slow recovery in the Euro zone and macroeconomic 
uncertainties, declining thermoelectric consumption due to 
inter-fuel competition, continuing oversupplies and strong 
competition. Eni believes that those trends will negatively 
impact the gas marketing business future results of 
operations and cash flows by reducing gas selling prices and 
margins, also considering Eni’s obligations under its take-or-
pay supply contracts (see below).

The Company is seeking to improve its cost 
competitiveness by renegotiating more favourable 
contractual terms with our long-term suppliers. If we 
fail to achieve this our profitability could be adversely 
affected 
The Company’s long-term supply contracts provide clauses 
whereby the parties are entitled to renegotiate pricing terms 
and other contractual conditions from time to time to reflect 
in a changed market environment. The Company is currently 
seeking to renegotiate better terms and pricing of our long-term 
supply contracts to align its cost structure to prices prevailing 
in the marketplace in order to preserve the profitability of its 
gas operations and to reduce the annual minim take of its 
contracts dictated by the take-or-pay clause in order to be 
more flexible in the current weak demand environment. If Eni 
fails to obtain the planned benefits, future results and cash 
flow could be adversely affected. Furthermore, management 
believes that the results of the Gas & Power segment will 
become more volatile and unpredictable in future years as 
contractual renegotiations take time to define, possibly leading 
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based on the arithmetical average of monthly base prices 
current in the year of the off-take. Similar considerations 
apply to ship-or-pay contractual obligations.
Management believes that the current market outlook pointing 
to weak gas demand growth and large gas availability, the 
possible evolution of sector-specific regulation, as well as 
strong competitive pressures in the marketplace represent 
risk factors to the Company’s ability to fulfil its minimum take 
obligations associated with its long-term supply contracts.
Since the beginning of the downturn in the European gas market 
late in 2009 to the balance sheet date, Eni has incurred the 
take-or-pay clause as the Company collected lower volumes 
than its minimum take obligations in each of those years 
accumulating deferred costs amounting to €1.9 billion and has 
paid the relevant cash advances.
Considering ongoing market trends and the Company’s outlook 
for its sales volumes which are anticipated to remain flat or 
to decrease slightly in 2014 and in the subsequent years, 
management believes that the Company’s ability to fulfil its 
minimum take obligations under current take-or-pay contracts 
might be at risk. In order to reduce the financial risk the Company 
may decide to dispose of its gas availability deriving from its 
minimum take obligations by selling that gas at lower prices thus 
negatively impacting the results of operations. 
In addition to the financial risk, failure to off-take the 
contractual minimum amounts exposes the Company to a 
price risk, because the purchase price Eni will ultimately 
be required to pay is based on future energy prices which 
may be higher than the energy prices prevailing when the 
off-take obligation arose. In addition, Eni is subject to the 
risk of not being able to dispose of pre-paid volumes should 
the total addressable market be smaller than the Company’s 
gas availability in the relevant period. Finally, the Company 
expects to incur financing costs considering the cash 
advances already paid to its suppliers. 
As a result of those risks, the Company’s selling margins, results 
of operations and cash flow may be negatively affected.
As to the deferred costs stated in the balance sheet, based 
on management’s outlook for gas demand and offer in Europe, 
and projections for sales volumes and unit margins in future 
years, the Company believes that the pre-paid volumes of 
gas due to the incurrence of the take-or-pay clause will be off-
taken in the long-term in accordance to current contractual 
terms thus recovering the cash advances paid to suppliers.
Management plans to use all available options to mitigate the 
take-or-pay risk and the associated financial risks, particularly 
with a view to obtain a better balance in the Italian market where 
the total addressable market is projected to be lower than the 
total amount of take-or-pay obligations retained by Italian 
wholesalers. The planned initiatives include the renegotiations 
of better pricing term in order to align the cost of supplies to the 
selling benchmarks prevailing in the marketplace in order to 
regain competitiveness. Also the Company plans to renegotiate 
the contractual flexibility in order to reduce its minimum take 
obligations or to gain higher commercial flexibility, and finally 
it plans to use commercial and other initiatives involving its 
suppliers in order to restructure its contract portfolio.

over the next few years. Those include a new line of the North 
Stream pipeline connecting Russia to Germany through the 
Baltic Sea as well as new LNG facilities. In Italy, the gas offered 
will increase moderately in the future as a new LNG plant is 
expected to start operations at Livorno with a 4 BCM treatment 
capacity and effects are in place of Law Decree No. 130/2010 
about storage capacity which is expected to increase by 4 
BCM by 2015. Those negatives will be partially tempered by 
a declining availability of LNG on a worldwide scale which has 
been absorbed by growing energy requirements from East 
Asian economies. In addition Europe’s internal production is 
maturing. However, in the long-term management expects the 
start-up of an array of global LNG projects which are expected 
to materially add to global LNG supplies as well as it is likely that 
the United States will support the development of gas export 
from the domestic production. Overall we see a well supplied 
global gas market.
Those trends represent risks to the Company’s future results of 
operations and cash flows in its gas business.

Current, negative trends in gas demands and supplies 
may impair the Company’s ability to fulfil its minimum 
off take obligations in connection with its take-or-pay, 
long-term gas supply contracts
In order to secure long-term access to gas availability, 
particularly with a view of supplying the Italian gas market and 
anticipating certain trends in gas demand which actually failed 
to materialize, Eni has signed a number of long-term gas supply 
contracts with national operators of key producing Countries 
that supply the European gas markets. These contracts 
have been ensuring approximately 80 BCM of gas availability 
from 2010 (including the Distrigas portfolio of supplies and 
excluding Eni’s other subsidiaries and affiliates) with a residual 
life of approximately 14 years and a pricing mechanism that 
indexes the cost of gas to the price of crude oil and its products 
(gasoil, fuel oil, etc.). These contracts include take-or-pay 
clauses whereby the Company is required to off-take minimum, 
preset volumes of gas in each year of the contractual term or, 
in case of failure, to pay the whole price, or a fraction of that 
price, up to the minimum contractual quantity. The take-or-
pay clause entitles the Company to off-take pre-paid volumes 
of gas in later years during the period of contract execution. 
Amounts of cash prepayments and time schedules for off-
taking pre-paid gas vary from contract to contract. Generally, 
cash prepayments are calculated on the basis of the energy 
prices current in the year when the Company is scheduled to 
purchase the gas, with the balance due in the year when the 
gas is actually purchased. Amounts of pre-payments range 
from 10 to 100%. of the full price.
The right to off-take pre-paid gas expires within a ten-year 
term in some contracts or remains in place until contract 
expiration in other arrangements. In addition, the right to 
off-take the pre-paid gas can be exercised in future years 
provided that the Company has fulfilled its minimum take 
obligation in a given year and within the limit of the maximum 
annual quantity. In this case, Eni will pay the residual price 
calculating it as the percentage that complements 100%, 
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hydrocarbons may commence, restrict the types, quantities 
and concentration of various substances that can be released 
into the environment in connection with exploration, drilling 
and production activities, as well as refining, petrochemicals 
and other Group operations, limit or prohibit drilling activities 
in certain protected areas, require to remove and dismantle 
drilling platforms and other equipment and well plug-in once 
oil and gas operations have terminated, provide for measures 
to be taken to protect the safety of the workplace and health 
of communities involved by the Company’s activities, and 
impose criminal or civil liabilities for polluting the environment 
or harming employees’ or communities’ health and safety 
resulting from oil, natural gas, refining, petrochemical and other 
Group’s operations. 
These laws and regulations also discipline emissions of 
substances and pollutants, handling of hazardous materials and 
discharges to surface and subsurface of water resulting from the 
operation of oil and natural gas extraction and processing plants, 
petrochemical plants, refineries, service stations, vessels, oil 
carriers, pipeline systems and other facilities owned by Eni. In 
addition, Eni’s operations are subject to laws and regulations 
relating to the production, handling, transportation, storage, 
disposal and treatment of waste materials.
Breach of environmental, health and safety laws exposes 
the Company’s employees to criminal and civil liability and 
the Company to the incurrence of liabilities associated with 
compensation for environmental, health or safety damage as well 
as damage to its reputation. Additionally, in the case of violation 
of certain rules regarding the safeguard of the environment 
and safety in the workplace, the Company can be liable due to 
negligent or wilful conduct on part of its employees as per Law 
Decree No. 231/2001.
Environmental, health and safety laws and regulations have a 
substantial impact on Eni’s operations. Management expects 
that the Group will continue to incur significant amounts of 
operating expenses and expenditures to comply with laws 
and regulations addressing the safeguard of the environment, 
safety on the workplace, health of employees, contractors and 
communities involved by the Company operations, including:
-	 costs to prevent, control, eliminate or reduce certain types of 

air and water emissions and handle waste and other hazardous 
materials, including the costs incurred in connection with 
government action to address climate change;

-	 remedial and clean-up measures related to environmental 
contamination or accidents at various sites, including those 
owned by third parties (see discussion below);

-	 damage compensation claimed by individuals and entities, 
including local, regional or state administrations, caused by 
our activities or accidents; and

-	 costs in connection with the decommissioning and removal of 
drilling platforms and other facilities, and well plugging.

Furthermore, in the Countries where Eni operates or expects 
to operate in the near future, new laws and regulations, the 
imposition of tougher license requirements, increasingly 
strict enforcement or new interpretations of existing laws 
and regulations or the discovery of previously unknown 
contamination may also cause us to incur material costs 

Risks associated with
sector-specific regulations in Italy

Risks associated with the regulatory powers entrusted 
to the Italian Authority for Electricity and Gas in the 
matter of pricing to residential customers
The Authority for Electricity and Gas is entrusted with certain 
powers in the matters of natural gas pricing. Specifically, the 
Authority for Electricity and Gas holds a general surveillance 
power on pricing in the natural gas market in Italy and the 
power to establish selling tariffs for the supply of natural gas to 
residential and commercial users consuming less than 50,000 
CM/y (as provided for by Resolution ARG/gas No. 64/2009) 
taking into account the public goal of containing the inflationary 
pressure due to rising energy costs. Accordingly, decisions of the 
Authority for Electricity and Gas on these matters may limit the 
ability of Eni to pass an increase in the cost of the raw material 
onto final consumers of natural gas. Historically, the indexation 
mechanism set by the Authority for Electricity and Gas basically 
provided that the cost of the raw material in the pricing formula to 
the residential sector was indexed to crude oil prices. This allowed 
Eni to maintain profitable operations in the retail market since 
selling prices mirrored supply costs.
However, following a wave of governmental measures intended 
to spur competition in the domestic markets, the AEEG with 
resolution No. 196 effective October 1, 2013, reformulated 
the pricing mechanism of gas supplies to retail customers by 
introducing a full indexation of the raw material cost component 
of the tariff to spot prices. The new tariff regime intends to 
partially offset the negative impact to be born by wholesalers 
by introducing certain tariff components, applicable for the next 
two thermal years, in order to provide a gradual transition from 
oil-linked prices to spot market determined prices, to cover the 
costs of the transition to the new supply formula and to favour 
an effective renegotiation of long-term contracts for importing 
gas. Management believes that this development is likely to 
negatively affect the profitability of the Company sales in the 
residential market in Italy because it is expected that trends 
in spot prices will be less favourable than the oil-linked cost 
of gas supplies to the Group, thus limiting the ability to pass 
cost increases to clients. This is likely to adversely affect the 
Company’s future results and cash flow.

Environmental, health
and safety regulation

Eni has incurred in the past and expects to incur 
significant operating expenses and expenditures in 
relation to compliance with applicable environmental, 
health and safety regulations in future years
Eni is subject to numerous EU, international, national, 
regional and local environmental, health and safety laws and 
regulations concerning its oil and gas operations, products 
and other activities. Generally, these laws and regulations 
require the acquisition of a permit before drilling for 
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spills, contaminations and similar events could occur that 
would result in damage to the environment, employees and 
communities. The occurrence of any such events could have a 
material adverse impact on the Group business, competitive 
position, cash flow, results of operations, liquidity, future 
growth prospects, shareholders’ return and damage to the 
Group reputation.
We are exposed to claims under environmental requirements 
and, from time-to-time, such claims have been made against 
us. In Italy, environmental requirements and regulations 
typically impose strict liability. Strict liability means that in 
some situations we could be exposed to liability for cleanup 
and remediation costs, natural resource damages, and other 
damages as a result of our conduct that was lawful at the time it 
occurred or the conduct of prior operators or other third parties. 
We are periodically notified of potential liabilities at Italian sites. 
These potential liabilities may arise from both historical Eni 
operations and the historical operations of companies that we 
have acquired, including a number of industrial sites that the 
Company disposed of, liquidated, closed or shut down in prior 
years where Group products have been produced, processed, 
stored, distributed or sold, such as chemical plants, mineral-
metallurgic plants, refineries and other facilities. At those 
industrial locations Eni has commenced a number of initiatives 
to restore and cleanup proprietary or concession areas that were 
allegedly contaminated and polluted by the Group’s industrial 
activities. Notwithstanding the Group claimed that it cannot be 
held liable for such past contaminations as permitted by applicable 
regulations in case of declaration rendered by a guiltless owner i.e. 
as a result of our conduct that was lawful at the time it occurred, 
several public administrations have been acting against Eni to 
claim both the environmental damage and measures to perform 
additional cleanup and remediation projects in a number of civil 
and administrative proceedings. We also could be subject to 
third-party claims, including punitive damages, with respect 
to environmental matters for which we have been named as a 
potentially responsible party. Our exposure at these sites may be 
materially impacted by unforeseen adverse developments both in 
the final remediation costs and with respect to the final allocation 
among the various parties involved at the sites.
We expect remedial and cleanup activities at our sites to 
continue the foreseeable future impacting Eni’s liquidity, 
as with reference to the balance sheet date the Group has 
accrued risk provisions to cope with all existing environmental 
liabilities whereby both a legal or constructive obligation to 
perform a clean-up or other remedial actions is in place and the 
associated costs can be reasonably estimated. The accrued 
amounts represent the management’s best estimates of the 
Company’s liability.
Management believes that it is possible that in the future 
Eni may incur significant environmental expenses and 
liabilities in addition to the amounts already accrued due 
to: (i) the likelihood of as yet unknown contamination; (ii) 
the results of ongoing surveys or surveys to be carried out 
on the environmental status of certain Eni’s industrial sites 
as required by the applicable regulations on contaminated 
sites; (iii) unfavourable developments in ongoing litigation 
on the environmental status of certain Company’s site where 

resulting from actions taken to comply with such laws and 
regulations, including:
-	 modifying operations;
-	 installing pollution control equipment;
-	 implementing additional safety measures; and
-	 performing site clean-ups.
As a further result of any new laws and regulations or other 
factors, Eni may also have to curtail, modify or cease certain 
operations or implement temporary shutdowns of facilities, 
which could diminish our productivity and materially and 
adversely impact our results of operations, including profits.
Security threats require continuous assessment and response 
measures. Acts of terrorism against our plants and offices, 
pipelines, transportation or computer systems could severely 
disrupt businesses and operations and could cause harm to people.

Existing or future laws, regulations, treaties or 
international agreements related to greenhouse gases 
and climate change could have a negative impact on 
our business and may result in additional compliance 
obligations with respect to the release, capture, 
and use of carbon dioxide that could have a material 
adverse effect on our liquidity, consolidated results of 
operations, and consolidated financial condition
Changes in environmental requirements related to greenhouse 
gases and climate change may negatively impact demand for 
oil and natural gas exploration and production may decline 
as a result of environmental requirements (including land 
use policies responsive to environmental concerns). State, 
national, and international governments and agencies have 
been evaluating climate-related legislation and other regulatory 
initiatives that would restrict emissions of greenhouse 
gases in areas in which we conduct business. Because our 
business depends on the global demand for oil and natural gas, 
existing or future laws, regulations, treaties, or international 
agreements related to greenhouse gases and climate change, 
including incentives to conserve energy or use alternative 
energy sources, could have a negative impact on our business 
if such laws, regulations, treaties, or international agreements 
reduce the worldwide demand for oil and natural gas. Likewise, 
such restrictions may result in additional compliance 
obligations with respect to the release, capture, sequestration, 
and use of carbon dioxide that could have a material adverse 
effect on our liquidity, consolidated results of operations, and 
consolidated financial condition.

Eni has incurred in the past and may incur in the future 
material environmental liabilities in connection with 
the environmental impact of its past and present 
industrial activities. Also plaintiffs may seek to obtain 
compensation for damage resulting from events of 
contamination and pollution
Risks of environmental, health and safety incidences and 
liabilities are inherent in many of Eni’s operations and products. 
Notwithstanding management’s belief that Eni adopts high 
operational standards to ensure safety of its operations 
and to protect the environment and health of people and 
employees, it is possible that incidents like blow outs, oil 



102

Eni Annual Report / Financial review and other information

small businesses as spot prices are progressively replacing oil 
prices in the indexation mechanism of the raw material cost in 
selling formulas to those customers. See the paragraph “Risks 
in the Company’s gas business” above for more information.
In the Refining & Marketing and Chemicals businesses a time 
lag exists between movements in oil prices and in prices of 
finished products. 

Eni’s results of operations are affected by changes in 
European refining margins 
Results of operations of Eni’s Refining & Marketing segment are 
substantially affected by changes in European refining margins 
which reflect changes in relative prices of crude oil and refined 
products. The prices of refined products depend on global and 
regional supply/demand balances, inventory levels, refinery 
operations, import/export balances and weather. Furthermore, 
Eni’s realized margins are also affected by relative price 
movements of heavy or sour crude qualities versus light or 
sweet crude qualities, taking into account the ability of Eni’s 
refineries to process complex crudes that represent a cost 
advantage when market prices of heavy crudes are relatively 
cheaper than the marker Brent price.
In each of the latest three fiscal years, Eni’s refining margins 
were largely unprofitable as the high cost of oil was only partially 
transferred to final prices of fuels pressured by weak demand, 
high worldwide and regional inventory levels and excess refining 
capacity particularly in the Mediterranean area. Furthermore, 
the profitability of complex cycles was impaired due to shrinking 
price differentials between heavy crudes versus light ones. 
Management does not expect any significant recovery in 
industry fundamentals over the short to medium term. The 
sector as a whole will continue to suffer from weak demand and 
excess capacity, while the cost of oil feedstock may continue 
rising and price differentials may remain compressed.
In this context, management expects that the Company’s 
refining margins will remain at unprofitable levels in 2014 and 
possibly beyond. 

Eni’s results of operations are affected by changes
in petrochemical margins
Eni’s margins on petrochemical products are affected by trends 
in demand for petrochemical products and movements in 
crude oil prices to which purchase costs of petroleum-based 
feedstock are indexed. Given the commoditized nature of 
Eni petrochemical products, it is difficult for the Company to 
transfer higher purchase costs for oil-based feedstock to selling 
prices to customers. In each of the latest three fiscal years, 
Eni’s petrochemicals business reported operating losses due to 
unprofitable margins on basic petrochemicals products, mainly 
the margin on cracker, reflecting high oil-based feedstock costs 
and as demand for petrochemicals commodities plunged due to 
the economic downturn. A weak demand outlook and rising oil-
based feedstock costs are expected to continue to adversely 
affect Eni’s results of operations and liquidity in this business 
segment in 2014 and possibly beyond.

a number of public administrations and the Italian Ministry 
for the Environment act as plaintiffs; (iv) the possibility that 
new litigation might arise; (v) the probability that new and 
stricter environmental laws might be implemented; and (vi) 
the circumstance that the extent and cost of environmental 
restoration and remediation programs are often inherently 
difficult to estimate leading to underestimation of the future 
costs of remediation and restoration.
As a result of those risks, liability for damages arising as a 
result of environmental laws could be substantial and could 
have a material adverse effect on our liquidity, consolidated 
results of operations, and consolidated financial condition.

Risks related to changes in the price of oil, 
natural gas, refined products and chemicals

Operating results in Eni’s Exploration & Production, Refining & 
Marketing and Chemical segments are affected by changes in 
the price of crude oil and by the impacts of movements in crude 
oil prices on margins of refined and petrochemical products.

Eni’s results of operations are affected by changes
in international oil prices
Overall, lower oil prices have a net adverse impact on Eni’s 
results of operations. The effect of lower oil prices on Eni’s 
average realizations for produced oil is generally immediate. 
Furthermore, Eni’s average realizations for produced oil differ 
from the price of Brent crude marker primarily due to the 
circumstance that Eni’s production list, which also includes 
heavy crude qualities, has a lower American Petroleum Institute 
(“API”) gravity compared with Brent crude (when processed the 
latter allows for higher yields of valuable products compared to 
heavy crude qualities, hence higher market price).

The favourable impact of higher oil prices on Eni’s 
results of operations may be offset in part by opposite 
trends in margins for Eni’s downstream businesses
The impact of changes in crude oil prices on Eni’s downstream 
businesses, including the Gas & Power, the Refining & 
Marketing and the Chemicals businesses, depends upon the 
speed at which the prices of gas and products adjust to reflect 
movements in oil prices.
In the Gas & Power segment, increases in oil price represent a 
risk to the profitability of the Company sales as gas supplies are 
mainly indexed to the cost of oil and certain refined products, 
while selling prices are mainly benchmarked to gas spot prices 
quoted at continental hubs. In the current trading environment, 
spot prices at those hubs have ceased to track the oil prices to 
which Eni’s long-term supply contracts are indexed.
In addition, the Italian Authority for Electricity and Gas and 
other European regulatory Authorities may limit the ability of 
the Company to pass cost increases linked to higher oil prices 
onto selling prices in supplies to residential customers and 


