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Foreword

Saras S.p.A. (hereinafter “Saras” or the “Company”) complies with the code of self-discipline drafted by the Cor-
porate Governance Committee and issued by the Italian Stock Exchange S.p.A. in March 2006 (hereinafter “Code
of Self-discipline” or “Code™) as described in this report. Specifically, the following paragraphs describe the main
features of the corporate governance system of Saras, as well as the actual functioning of its components, partic-
ularly with reference to compliance with the recommendations set forth in the Code of Self-discipline.

This report has been drafted according to art. 124-bis of Legislative Decree no. 58 of 24" February 1998 (the
Consolidated Act on Financial Intermediation, hereinafter the “TUF”) as well as Section IA.2.6. of the Instruc-
tions to the regulations of markets organized and managed by Borsa Italiana S.p.A. (the “Stock Exchange Regu-
lations™), as well as taking into account the indications provided by the Guidelines for drafting annual reports
of corporate governance issued by Borsa Italiana and by the Guide to editing an annual report on corporate
governance drafted by Assonime and Emittenti Titoli S.p.A.

This Report was drafted by the Board of Directors of Saras (hereinafter the “Board™) to be made available to Saras’s
shareholders in view of the Shareholders’ Meeting which should approve the financial statements for the finan-
cial year ended 31 December 2006. It refers to the 2006 financial year and includes corporate events occurred
in 2007 up to date the Report was approved.

On 3 May 2006, the Board amended the Company’s Articles of Association (the “Articles™)* to comply with the
new rules included in the TUF by Law no. 262 of 28 December 2005 (the “Investor Protection Act”). After the
Investor Protection Act became effective, Legislative Decree no. 303 of 29" December 2006 was approved (the
“Corrective Decree™). Regulations implementing the new rules included in the TUF by the Investor Protection
Act and the Corrective Decree have yet to be issued. The Corrective Decree allows listed companies to imple-
ment all changes to the Articles needed to comply with the innovations brought about by the Investor Protection
Act and the Corrective Decree by 30" June 2007 at the latest.

The Board intends to implement the above-mentioned Articles changes or those which may be called for by the
implementing regulations within such date, in accordance with article 19 of the Articles whereby the Board may
resolve upon amendments to the Articles to conform them to statutory or regulatory provisions. Reference is made,
for instance, to possible changes stemming from regulations concerning the Board of Directors’ and the Board of
Statutory Auditors’ members appointment procedures, or concerning the limits set for the plurality of offices. Since
the Articles of Association already comply with the provisions of the Investor Protection Act that are directly
applicable, we believe that changes will be few and that none of them will cause meaningful alterations to the
corporate structure described in this Report.

1. Reperibile al seguente link: http://www.saras.it/documentazione/statuto_Saras.pdf
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Governance Structure

1. Shareholding structure

The Company'’s share capital is formed by nominative,
entirely paid up common stocks only, which bear vot-
ing rights both at Ordinary and Extraordinary Share-
holders’ Meetings.

Based on the records in the Shareholders’ ledder and
the public information from any source available to the
Company, as at 23 March 2007, nobody holds share-
holdings exceeding 2% of the share capital, with the
exception of [1] Angelo Moratti S.a.p.a., whose gen-
eral partners are Gian Marco Moratti and Massimo
Moratti, whose shareholding amounts to 62.461% of
the share capital, thus controlling the Company accord-
ing to art. 93 of the TUF, and of [11] Assicurazioni Gen-
erali S.p.A., whose direct and indirect shareholding
amounts to 2.007% of the share capital.

As at the same date, to the Company’s knowledge there
are no shareholders’ agreements as defined under art.
122 of the TUF regarding the Company itself or its
holding company.

2. Corporate Structure

Saras S.p.A.’s structure complies with the rules pro-

vided for by the Italian civil code and by other appli-

cable specific statutory provisions about corporations,

particularly those contained in the TUF, and shows

an overall compliance to the Code of Self-discipline.

It features:

a Board of Directors in charge of managing the Com-

pany’s business, within which a Compensation Com-

mittee and an Internal Control Committee have been

established;

> a Board of Statutory Auditors with the responsi-
bilities [1] to supervise compliance with the law and
Articles of Association, as well as the application
of principles of proper management in carrying out
the Company’s activities and [ 1] to control the ade-
quacy of the organizational structure, the inter-
nal control system and the Company’s administra-
tive and accounting system;

» a Shareholders’ Meeting, which resolves - in its
Ordinary or Extraordinary Meetings - on matters
such as [1] the appointment and revocation of mem-
bers of the Board of Directors and of the Board
of Statutory Auditors and their compensation and
responsibilities, [ 1] the approval of the annual finan-
cial statements and net profit distribution, [11] the
purchase and the disposition of Company’s own
shares, [Iv] changes to the Company'’s Articles of
Association, and [v] the issue of convertible bonds.

The Company appointed PricewaterhouseCoopers
S.P.A. (hereinafter “PwC”) as its auditing firm for its
stand-alone and consolidated financial statements for
the financial years 2006-2011, as well as for its half-
year reports for the same period. Furthermore, in
the second half of 2006, its significant controlled com-
panies, Akhela Ltd, Saras Ricerche and Tecnologie
S.p.A., Arcola Petrolifera S.p.A. and Sarlux Ltd also
chose PwC as their auditing firm for their financial
statements for the financial years from 2006 until 2011,
in compliance with art. 165 of the TUF.

As is known, Legislative Decree no. 303 of 29" Decem-
ber 2006 changed art. 159 of the TUF providing [1]
that the appointment of audit firms for listed com-
panies should be resolved by the Shareholders’ Meet-
ing at the proposal of the Board of Statutory Auditors,
[I1] that the appointment has a duration of nine finan-
cial years, and [111] that listed issuers that happen to
be in the first six years’ term of engagement of an audit
firm may extend such term for a further 3 years with-
in the date the Shareholders’ Meeting approves the
2006 financial statements.

The Board of Statutory Auditors, following consulta-
tions with management and after receiving a
favourable opinion from the Company’s Internal Con-
trol Committee, notified the Board (and the Board in
turn expressed its favourable opinion) about its inten-
tion to propose to the Shareholders’ Meeting convened
to approve the 2006 financial statements - and to which
this Report is addressed - to extend the PwC engage-
ment for a further three years, that is until 2014, thus
accepting PwC's proposal. A summary of the exten-
sion proposal and the terms put forward by PwC is
included in the document drafted by the Board accord-
ing to art. 3 of the D.M. no. 437 of 5" November 1998,
which includes a report on the items set forth in the
agenda of the meeting. It is currently anticipated
that the significant controlled companies mentioned
in the paragraph above will also extend their engage-
ment with PwC for the auditing of their financial state-
ments for another three years.
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Detail Information and Implementation
of the Self-Discipline Code Recommendations

1. The Board of Directors

1.1 Board of Directors’ Role and Duties

According to applicable laws and to the Articles of
Association, the Board of Directors is responsible for
managing the affairs of the Company and operates and
is organized so as to carry out its functions effective-
ly and efficiently.

The definition of the duties of the Board takes into
account the recommendations of article 1.C.1 of the
Code. Specifically, and in addition to other tasks and
powers as set forth by law, the Board:

» may delegate its powers to the Chairman and/or
one of the Directors and/or an executive commit-
tee according to art. 2381 of the Italian civil code;

> may establish one or more committees and/or com-
missions to which it may delegate specific assi-
gnments or part of its own powers, within the limits
set forth by the law, also to ensure compliance of
the Company corporate system with the Code of
Self-discipline;

» determines, after reviewing proposals by the rele-
vant committee and after consulting the Board of
Statutory Auditors, the compensation of the direc-
tors to which powers have been delegated and of
those entrusted with specific functions;

» reviews and approves the strategic, industrial and
financial plans of the Company and of the group
headed by it (hereinafter the “Group”), as well as
the corporate governance system and the overall
Group structure;

» may resolve: on [I] mergers in the cases provided
by art. 2505 and 2505-bis of the Italian civil code;
[11] on the opening or closing of branch offices;
(] on the choice of the directors empowered to
represent the Company vis-a-vis third parties in
addition to the Chairman; [v] on the reduction of
share capital in case of withdrawal of a sharehol-
ders, except as provided for in the last paragraph
of art. 2437-quater of the Italian civil code; [v] on
amendments to the Articles to conform them to
statutory or regulatory provisions; [vi] on moving
the registered seat within the national territory;
and [viI] and on the share capital reduction follo-
wing losses under the provision of art. 2446 of the
Italian civil code.

» assesses the general running of the Company’s busi-
ness, specifically taking into account all informa-
tion received by delegated bodies, as well as perio-
dically comparing actual versus planned results;

» reviews and approves prior to completion the most
material transactions of Saras and of the Group;

> assesses the adequacy of the Company’s and the
Group’s organizational, administrative and accoun-
ting structures as implemented by the delegated
directors, with particular reference to the corpo-
rate governance system and to the management of
conflict of interests issues;

» carries out, at least once a year, an appraisal on the
size, composition and operations of the Board itself
and its committees;

» provides directions as to the maximum number
of offices its components may hold in other listed
companies as well as in financial services compa-
nies, banks, insurance companies or of sizeable
companies;

» appoints, following consultation with the Board of
Statutory Auditors, a Company’s manager to over-
see the drafting of the Company’s financial state-
ments choosing her among the Company’s mana-
gers with sound accounting and financial expertise;

> makes proposals to submit to the Shareholders’
Meeting and reports to shareholders during the
meeting.

The following paragraphs describe the composition and
operations of the Board as well as the actual implemen-
tation by it of the tasks and the functions listed above.

1.2 Composition of the Board of Directors

According to the Articles of Association the Sharehold-
ers’ Meeting fixes the number of directors between a
minimum of three and a maximum of fifteen members.
According to the Articles, the Board is appointed by
the Meeting through a slate mechanism aimed at ensur-
ing that the second most voted list, which shall not
be connected to the majority list, may appoint a direc-
tor. The lists of candidates may be deposited at the
Company’s registered seat at least ten days prior to
the first call of the Meeting, by shareholders represent-
ing, directly or together with other shareholders, at
least 2.5% of share capital formed by shares with vot-
ing rights at the general Meeting.

The Articles provide that along with each such list,
within the ten days’ deadline for the deposit, decla-
rations by each nominee stating - under their own
responsibility - that they comply with all statutory or
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Articles requirements for election as directors and
that no reasons for ineligibility and incompatibility
exist, shall be also deposited at the Company’s reg-
istered seat.

In addition, although this is neither expressly provid-
ed for by the Articles of Association nor yet bindingly
provided for by the Issuers’ Regulations enacted by Con-
sob, the Board, in the call notice for the annual gener-
al Meeting convened to approve the financial statements
for the 2006 financial year and to appoint a director,
intends to invite all shareholders to deposit at the Com-
pany’s seat, together with the above-mentioned lists and
declarations, the applicants’ resumes, according to arti-
cle 6 of the Code and the possible new version of Issuers’
Regulations. The list, along with information on the nom-
inees’ professional characteristics, will be published in
a timely manner on the company’s web site.

In light of the possibility for minority shareholders to
appoint a director through the slate system, as well
as of the presence amongst the Company’s sharehold-
ers of a controlling shareholder who will select all appli-
cants to be included in its list, the Board did not estab-
lish a directors nomination committee (as recommend
by article 6 of the Code on a non-binding basis), hold-
ing that nominations should be put forward by share-
holders through the slate mechanism.

The current Board was appointed by the Company’s
Ordinary Shareholders’ Meeting of 11" January 2006,
with the exception of Mr. Mario Greco and Mr. Gilber-
to Callera, appointed by the Company’s Ordinary Share-
holders’ Meeting of 28" February 2006, and Mr. Dario
Scaffardi, appointed by the Board by co-optation on
19" October 2006 to replace Mr. Paolo Alfani and whose
appointment shall be voted by the Shareholders’ Meet-
ing convened to approve the financial statements for
2006. The Board members’ terms of office shall expire
on the approval date of the financial statements for the
year ended 31s' December 2008.

The Board currently consists of the 8 members listed below,
none of whom nominated by minority shareholders:

Dott. Gian Marco Moratti Chairman

Dott. Massimo Moratti Chief Executive Officer

Mr. Angelo Moratti Vice Chairman

Mr. Gilberto Callera Compensation Committee President
Member of the Internal Control Committee
Lead Independent Director

Mr. Gabriele Previati Internal Control Committee President
Compensation Committee Member

Mr. Mario Greco Member of the Internal Control Committee
(and Financial Expert)
Compensation Committee Member

Mr. Angelomario Moratti

Mr. Dario Scaffardi

For more information about the Board and the Com-
mittees, see the following paragraphs, as well as the
chart in annex 1.

1.3 Board Meetings

The Board may also meet in offices other than the Com-
pany’s seat, both in Italy and in the European Union
countries. Board meetings are validly held even when
held via videoconference and/or teleconference, pro-
vided that: all participants can be identified both by
the meeting chairman and by all other participants; all
participants are enabled to participate to discussions
and resolutions about matters on the agenda in real
time; all participants are enabled to receive, send and
review documents, and that all the actions mentioned
above are reported in the minutes.

The Board may be convened by letter, telegram, fax,
e-mail, sent to all Board members and statutory audi-
tors at least five days before (or, in case of urgency,
at least 24 hours before) the meeting.

During 2006 the Board held 11 meetings. In 2007 the
Board meetings were 3, including the meeting where
this report was approved. Board members and Statu-
tory Auditors regularly attended the meetings, as
shown in detail in the summary table in annex 1, to
which we refer.

On 24* January 2007, the Company published its annu-
al calendar of company events drafted according to
art. 2.6.2.1.c.) of the Stock Exchange Regulations. It
envisages at least 6 meetings in 2007. As previously
communicated to the public, the Company is exempt-
ed from drafting the fourth quarterly report for 2006
since the Board prepared and published the draft 2006
financial statements within 90 days from year end.

1.4 Delegated powers within the Board

Except for the Board responsibilities briefly described
in paragraph 1.1 above, the Board entrusted the Chair-
man, Mr. Gian Marco Moratti and the Chief Execu-
tive Officer, Mr. Massimo Moratti with wide adminis-
trative powers, as well as with the consequent pow-
ers to represent the Company vis-a-vis third parties,
for the ordinary and extraordinary management of
affairs, to be exercised severally and by single signa-
ture (although prior consultation between the two
proxies is provided where the nature and the impor-
tance of the transaction or of the decision require it,
thus ensuring consistent Company management).

The Board believes that the delegation of said powers
to the Chairman and the Chief Executive Officer, both
general partners of the Company’s controlling entity
Angelo Moratti S.a.p.a., ensures effective and efficient
Company management, in line with the consolidated
business practices and traditions of the Saras Group.

Moreover, the Board identified the Chairman as the
executive officer in charge of supervising the inter-
nal control system operations (see below).

The Board also assigned the Vice Chairman Mr. Ange-
lo Moratti, along with due powers, special power to rep-



resent the Company in institutional relationships with
the press and with banking and other financial servic-
es institutions. On 19" October, the Board also entrust-
ed Vice Chairman Mr. Angelo Moratti with the task of
researching and assessing possible opportunities for
extraordinary transactions, to be submitted to the
Board, the Chairman and/or the Chief Executive Offi-
cer, as well as the power to execute Board resolutions,
in both cases vesting him with all necessary powers.

Up to the date of resignation from all offices held in
the Group, which occurred as from 4 October 2006,
former Executive Vice Chairman and general manag-
er of the Company, Mr. Paolo Alfani, had been entrust-
ed with powers of ordinary administration of the Com-
pany’s business.

The Board members to whom specific powers have
been delegated also perform those duties vested with
them by law and by the Articles of Association.

In accordance with article 1.C.1.c.) of the Code, the
Board resolved that Directors vested with delegated
powers as described above report to the Board on a
quarterly basis on the management of the Company’s
business through their delegated powers. The Board
delegated members have regularly performed this
reporting activity along with the one mentioned in the
following paragraph.

1.5 Reporting to the Board

In accordance with art. 2381 of the Italian civil code
and art. 150.1 of the TUF, the Articles of Associa-
tion provide that directors with delegated powers
report to the Board of Directors and the Board of
Statutory Auditors on the general running of busi-
ness operations, its foreseeable trends, the activi-
ties performed and on the most material economic
and financial transactions carried out by the Com-
pany or by its subsidiaries.

In particular, delegated directors report on transac-
tions in which they might bear an interest, on their
own behalf or on behalf of third parties. Informa-
tion is provided at least quarterly, during the Board
of Directors’ meetings as well as through written com-
munications addressed to the Board of Statutory Audi-
tors’ Chairman.

1.6 Non-executive and independent Directors.

The Board includes two non-executive members which
meet the independence requirements as per the arti-
cle 3.C.1 of the Code (as well as articles 147-ter, para-
graph 4, and 148, paragraph 3 of the TUF), namely
Mr. Mario Greco and Mr. Gilberto Callera. The num-
ber of directors who meet the independence require-
ments as per art. 148, paragraph 3 of the TUF thus
complies with the provision set forth by art. 147-ter,
paragraph 4 of TUF, as recently revised by Legislative
Decree n. 303 of 29" December 2006, regarding the
boards of directors of listed companies formed by more
then seven members.

The existence of said independence requirements was
assessed by the Board in the meetings of 28 February
2006 and 23 January 2007, also based on statements
and information provided by the directors concerned.

Said evaluation considered that Board member Mr.
Gilberto Callera is the father of a Company manager
who does not play a key role within the organization,
nor could he affect company strategies. Specifically,
the Board meeting held on 23 January 2007, follow-
ing consultation with the Board of Statutory Auditors,
resolved that Ing. Gilberto Callera meets the independ-
ence requirements set forth by the Code of Self-dis-
cipline despite the above-mentioned parental relation-
ships, in light of the above considerations and of Mr.
Callera’s confirmation that his relationship does not
influence his choices and assessments as a Company
Board member nor does it affect his judgment inde-
pendence as well as of the actual way in which Mr.
Callera has performed his duties since his appointment.
We reassert these conclusions in this report.

Furthermore, the Board includes two other directors
who can be regarded as non-executive directors, Mr.
Gabriele Previati and Mr. Angelomario Moratti.

In light of the above, the Board currently includes a
number of non-executive directors who may carry a
significant weight in the Board decisions also by virtue
of their authority.

1.7 Lead Independent Director
and independent directors’ meetings

On 3 May 2006, the Board appointed independent
director Mr. Gilberto Callera as Lead Independent
Director in line with article 2.C.3 of the Code, entrust-
ing him with the task to cooperate with the Chair-
man of the Board in order to grant timely and compre-
hensive information flows, together with the power
to convene, on his own initiative or upon request of
other directors, meetings of independent or non-exec-
utive directors to discuss topics related to the running
of the Board of Directors or to the Company’s manage-
ment of affairs.

Pursuant to the recommendations set forth in article
3.C.6 of the Code, Saras’s independent directors met
on 17" November 2006 upon a call by the Lead Inde-
pendent Director. During such meeting they
expressed their satisfaction about the quarterly report
at Board meetings by the executive directors on the
significant transactions of the Company and of the
Group. Furthermore, they considered that all docu-
mentation prepared for the Board meetings had been
adequate and communicated in a timely manner,
enabling directors to examine the topics on the agen-
da thoroughly.

The independent directors were also satisfied with
regard to operations of the Compensation Commit-
tee and of the Internal Control Committee (of which
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both directors are members), also thanks to the sup-
port of the relevant internal departments, of the Com-
pany’s staff and of external consultants.

Finally, the independent directors were satisfied with
the flow and contents of communications and mar-
ket disclosures, specifically with regard to the Compa-
ny’s web site and communications and meetings with
market operators; the Group demonstrated a remark-
able ability to adapt its own policies to the high stan-
dards required by listing on a stock exchange.

1.8 Assessment of the composition of the Board
and the Committees and of external offices

During the meeting of 23 January 2007, the Board
carried out an assessment of the size, composition and
operations of the Board itself and of its Committees,
as well as expressing its view as regards the maximum
number of positions as director or statutory auditor
that a Company director may hold in other compa-
nies listed on stock exchanges, or in financial, bank-
ing or insurance companies or in companies of size-
able dimensions, compatibly with an effective perform-
ance of the duties as a Company director.

During that meeting, in particular, the Board assessed
- and those views are hereby reasserted - that the
size and composition of the Board and its Committees,
along with their operations so far, are adequate to
the structure of the Company and of the Group.

In the above meeting, the Board also reviewed the posi-
tion of director Dr. Mario Greco, who holds offices as
executive or non-executive director in nine material
companies in addition to Saras, four of which are list-
ed on regulated stock exchanges.? In this regard, the
Board assessed - and such assessment is hereby
reasserted - that not only do the above assignments of
Mr. Greco not prevent his effective performance of the
duties as a Company director, but on the contrary, as
demonstrated by his position as Financial Expert
within the Internal Control Committee, they allow him
to proactively contribute to the Board and Commit-
tees operations through a useful and effective expert-
ise and competences.

1.9 Board implementation of other Code recommendations
At the meeting held on 11" January 2006, the Board
approved the consolidated industrial plan for 2006 (the
budget) and for the next two financial years (the business
plan). Those documents were later updated and restat-
ed by the Board during the meeting of 16 March 2006.

At the 23 March 2007 meeting, Saras Group’s con-
solidated financial results were compared to the 2006
budget results expected for the same financial year.

As to the Board'’s evaluation of the Company'’s overall
performance, see the Directors’ Reports approved by
the Board, attached to the draft financial statements
and to the Group’s consolidated financial statements
respectively.

2. Board Internal Committees

2.1 Compensation Committee

According to article 7.P.3. and 7.C.3. of the Code, the

Board formed an internal Compensation Committee

with advisory and proactive functions as follows:

[I1 to make proposals to the Board, in the absence
of the directors concerned, about compensation
for directors to whom powers have been delega-
ted and those who hold specific roles , monito-
ring the implementation of the Board's decisions;

[II] to regularly assess compensation criteria for mana-
gers with key responsibilities within the Compa-
ny and its direct or indirect subsidiaries, and super-
vise the implementation thereof;

[11] to make proposals regarding the adoption of gene-
ral compensation criteria for Saras Group’s senior
managers that will attract qualified professionals;

[IV] to propose possible stock option plans or stock
grant plans.

Pursuant to the Compensation Committee regulations,
which were approved by the Board on 11" January
2006, and subsequently modified on 3 May 2006 to
comply with the recommendation provided by arti-
cle 7.P.3. of the Code as regards composition of the
committee, the Committee shall consist of three non-
executive directors, the majority of whom are inde-
pendent. The current members of the Compensation
Committee are: Mr. Gilberto Callera, independent
director, Mr. Mario Greco, independent director and
Mr. Gabriele Previati, non-executive director. On 28"
February 2006, the Committee appointed Mr. Gilber-
to Callera as its Chairman.

Meetings of the Compensation Committee are con-
vened by its Chairman, when he deems it appropriate.
The Committee is validly convened with the presence
of the majority of its members and it passes resolu-
tions with the absolute majority of attendants. Per-
sons whose presence is deemed appropriate may be
invited by the Compensation Committee to attend its
meetings, it being understood that no director shall
attend Committee meetings where proposals for her
compensation are being discussed. The Committee
may avail itself of internal and external consultants,
who may provide useful information concerning mar-
ket standards for compensation systems. Commit-
tee meetings are recorded in minutes.

During the 2006 financial year, the Compensation Com-
mittee held 3 meetings. The 2007 Committee meet-
ings have been 2. The three members regularly attend-

2. The companies are: Eurizon Financial Group SpA, Eurizon Vita SpA, Eurizon Tutela
SpA, Eurizon Life SpA, Eurizon Capital SGR SpA, Banca Fideuram SpA, Gruppo Edi-
toriale LEspresso SpA, Indesit Company SpA, Fastweb SpA. Note that the Chief Exe-
cutive Officer, Mr. Massimo Moratti, is a director of Interbanca SpA, Pirelli & C. SpA,
Telecom Italia SpA.



ed the meetings, as described in the summary table
in annex 1, to which we refer. The Committee was
supported by internal and external consultants in car-
rying out its tasks.

The Committee convened on 28" February 2006 made
proposals to the Board concerning compensation of
directors vested with special offices (the Chairman,
the Chief Executive Officer and the Vice Chairman);
the Board accepted those proposals through a reso-
lution pursuant to art. 2389, paragraph 3, of the Ital-
ian civil code.

The following Committee meetings held in the sec-
ond half of 2006 and in 2007 were mostly related
to the in-depth assessment of [1] the appropriateness
of managers’ compensation criteria, as well as [11] the
opportunity to adopt stock grant plans, both for man-
agers and for all employees, in both cases pursuant
to the recommendations as per art. 7 of the Self-
discipline Code.

With particular reference to the possible adoption of
stock grant plans, following the in-depth analyses
and assessments, the Committee brought to the
Board’s attention proposals to adopt [1] a compensa-
tion and retention stock grant plan for managers
(dirigenti) of the Saras Group concerning the grant-
ing for no consideration of Saras ordinary shares to
managers of the Company and of the Group, based,
among other things, on the performances of Saras
shares and of the Group’s financial results for each
of the three years of the plan, as well as [11] a three-
years retention and motivation stock grant plan for
the employees concerning the granting for no con-
sideration of Saras ordinary shares to permanent
employees of Saras and of its Italian subsidiaries
based, among other things, on the possible invest-
ment in Saras shares by employees rather than on
performance indicators.

Proposals for the two plans were approved by the
Board at the meeting where this Report was also
approved, and both plans will be submitted to the
Company Shareholders’ Meeting for final approval, as
provided by art. 114-bis of the TUF. Reports about
the two plans will be published according to the above
provision within fifteen days of the term set for the
Meeting convened to resolve on said plans and on
the approval of the financial statements for the year
ended 31 December 2006.

2.2 Internal Control Committee

Pursuant to art. 8 of the Self-discipline Code, the Board

formed an Internal Control Committee with advisory

and proactive functions towards the Board. In par-
ticular, the Internal Control Committee:

[A] assists the Board in [1] setting out the guidelines
of the internal control system so as to enable the
issuer and its subsidiaries to correctly identify, mea-
sure, monitor and manage the main risks, [ 1] deter-

mining the criteria ensuring that such risks are
compatible with correct company management, [1il]
assessing, at least on an annual basis, the adequa-
cy and the effectiveness of the internal control
system, and [Iv] providing a description of the key
elements of the internal control system in the cor-
porate governance report, including an assessment
about its overall adequacy;
evaluates, along with the manager in charge of pre-
paring the company’s financial statements and with
auditors, the correct implementation of accoun-
ting principles and their consistency for purpo-
ses of drafting the consolidated financial state-
ments;
expresses its opinion, upon request of the execu-
tive director in charge, about specific aspects con-
cerning the identification of the company’s pri-
mary risks as well as the design, implementation
and management of the internal control system;
reviews the work plan prepared by internal con-
trollers as well as their periodic reports;
evaluates proposals submitted by audit firms to be
retained as the Company’s auditors, as well as the
work plan for the auditing activities and the results
set forth in the audit report and in the manage-
ment letter, if any;
[F] supervises the effectiveness of the audit process;
[6] carries out other tasks assigned to it by the Board,;
[H] reports to the Board at least every six months, at
the time financial statements and half-year reports
are approved, on the activities performed as well
as on the adequacy of the internal control system.

(B

[c

[D

[E

The internal Control Committee, as set forth by its reg-
ulations approved by the Board on 11™ January 2006,
consists of three non-executive directors, the major-
ity of whom are independent. The Committee current-
ly includes Mr. Mario Greco, independent director, Mr.
Gilberto Callera, independent director, and Mr. Gabriele
Previati, non-executive director. The Committee con-
vened on 8" March 2006 appointed Mr. Gabriele Pre-
viati as its Chairman. On 3 May 2006, the Board deter-
mined in accordance with article 8.P.4. of the Code that
Mr. Mario Greco, member of the Internal Control Com-
mittee, has adequate accounting and financial expe-
rience to be regarded as Financial Expert.

Meetings of the Internal Control Committee are con-
vened by its Chairman, when he deems it appropriate,
at least biannually. The Committee is validly convened
with the presence of the majority of its members and
it passes resolutions with the absolute majority of atten-
dants. The Chairman of the Board of Statutory Audi-
tors or another Statutory Auditor designated by the
former usually attends Committee meetings. The Chair-
man of the Board of Directors and the Chief Execu-
tive Officer may also attend the meeting, as well as
other members of the Board of Statutory Auditors, the
Internal Control Officer, the Chief Financial Offi-
cer, audit firm representatives and any other person
whose presence the Committee deems appropriate
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with respect to the items on the agenda. Committee
meetings are recorded in minutes.

During the 2006 financial year the Internal Control
Committee held 3 meetings. Three Committee meet-
ings were held in the first quarter of 2007. The three
members regularly attended the meetings, as described
in the summary table in annex 1, to which reference
is made, along with the Internal Control Officer, the
Chairman of the Board of Statutory Auditors and the
Internal Audit Manager. The Committee gave a mean-
ingful contribution to the implementation of the Com-
pany’s corporate governance tools, taking part in their
analysis, definition and update. The Committee par-
ticipated in the process of adopting the principles gov-
erning the carrying out of related parties’ transactions
as well as a code of the Saras Group’s directors,
described below. The Committee also drew up and sub-
mitted to the Board the guidelines of the internal con-
trol system concerning risk identification, the imple-
mentation of the control system and the evaluation
of its effectiveness.

The Committee was constantly informed about activ-
ities concerning the implementation of the Organi-
zation, Management and Control Model as per Leg-
islative Decree no. 231 of Saras and its subsidiaries
(as described below) and monitored activities carried
out by the Internal Control Officer and by the Inter-
nal Audit function with regard to the assessment on
the internal control system adequacy and effective-
ness. Specifically, as far as the Internal Audit func-
tion is concerned, the Committee reviewed the quar-
terly audit reports and the implementation of cor-
rective measures, as well as a summary of activities
performed during 2006 upon closing of the audit plan.
In the meeting held on of 23 January 2007, the Com-
mittee reviewed and approved the activities and the
audit plan drawn up by the Internal Audit function for
the 2007 financial year.

In the second half of 2006 the Committee began a
general assessment of the controls and procedures
concerning the internal control system of Saras and
of its subsidiaries. Such assessment, which was car-
ried out alongside the ordinary activities of those
involved, was primarily performed by the Internal
Control Officer and by the competent departments
and employees, with the support and the specific
coordination of the Chairman of the Board of Direc-
tors as executive director in charge of the internal
control supervision.

The Internal Control Committee submitted the results
of such assessment to the Board of Directors at the
meeting held on 23 March 2007. The assessment
results enabled the Board to implement some improve-
ments also based on the proposals and recommenda-
tions put forward by the Internal Control Committee
and by the director in charge of supervising the inter-
nal control system. Specifically, the assessment iden-

tified opportunities to update and improve procedures
for monitoring business risks.

Also as a result of the activities mentioned above, the
Board believes that processes are adequately managed
and monitored, in that they provide a reasonable assur-
ance about the observance of the Company’s policies
and guidelines, the correct implementation of the pro-
cedures and the adequacy and the effectiveness of the
controls. In the meeting of 23" March 2007 the Board
determined the Company'’s internal control system,
whose essential elements are described in this Report,
to be adequate and effective.

3. Internal Control

The Board is responsible for the internal control sys-
tem, sets its guidelines and periodically assesses its
adequacy and effectiveness. To such end the Board
avails itself of the Internal Control Committee, the
Internal Control Officer, as well as of the Internal Audit
function.

Pursuant to the recommendation of art. 8.C.1. of the

Code, the Board:

[A] identified the Chairman of the Board as the exe-
cutive director in charge of the supervision of the
internal control system;

[B] appointed, upon proposal by the Chairman of the
Board, Mr. Concetto Siracusa as the Internal Con-
trol Officer, entrusting him with the tasks of: [i]
verifying that the company’s internal control system
is at all times adequate, fully operational and effec-
tively running; [11] periodically reporting to the
Internal Control Committee, the Board of Statu-
tory Auditors and the Chairman of the Board about
its activities and the way risks are managed, as well
as about compliance with plans set to minimize
such risks; [11] evaluating the suitability of the inter-
nal control system to accomplish an overall accep-
table risk profile;

entrusted the Chairman of the Board, as the exe-
cutive director in charge of supervising operations
of the company’s internal control system, with the
task of taking all actions deemed necessary to ena-
ble the Internal Control Officer to directly access
the information needed and to obtain all resources
needed to fulfil the assignment.

O

The Internal Control Officer, who complies with the
knowledge and professional skills requirements, does
not report to operational departments but to the Inter-
nal Control Committee, to the Board of Statutory Audi-
tors and to the Chairman of the Board of Directors (as
executive director in charge of supervising the Com-
pany’s internal audit system).

The Internal Audit function reports directly to the



Chairman of the Board and reports on his activities
to the Internal Control Committee, to the Board of
Statutory Auditors as well as to the Supervisory Author-
ity established pursuant to Legislative Decree no.
231/01. It has the specific task of monitoring the
Group’s internal control system to ensure its efficien-
cy and effectiveness. The Internal Audit function man-
ager is Mr. Ferruccio Bellelli.

The current segregation of duties between the Inter-
nal Audit manager and the Internal Control Officer is
aimed at ensuring a better enforcement of the audit
actions and of the assessment of the internal control
system on the part of the Internal Audit function, as
well as a better management of the issues arising from
the control system design and of the relationships with
the supervisory entities within the organization (Inter-
nal Control Committee, Supervisory Authority, Board
of Statutory Auditors, external auditors) on the part
of the Internal Control Officer.

At a meeting held on 9" August 2006, upon the pro-
posal of the Internal Control Committee, the Board
approved the guidelines for the internal control sys-
tem. This document, which was shared with the Inter-
nal Control Officer and with the Internal Audit man-
ager, was drafted for the purpose of setting guide-
lines for developing and improving the Company’s inter-
nal control system, with specific reference to control
environment, risks assessment, control and monitor-
ing activities.

The Code of Ethics is an essential part of the inter-
nal control system and portrays the principles and
values recognized by Saras and with which all employ-
ees, consultants and all those who hold relationships
with Saras are requested to comply. The Code of
Ethics has been adopted by Saras and its subsidiaries
(Sarlux, Sartec, Akhela, Arcola Petrolifera, Sarde-
olica, Saras Energia).

The internal control system was further enhanced by
the adoption of the Organization, Management and
Control Model (the “Model™), approved by the Board
of Directors on 11" January 2006, to implement reg-
ulations concerning the “Rules for the administrative
responsibility of public entities” pursuant to Leg-
islative Decree no. 231/2001, in order to set up a
system of procedures and controls aimed at minimiz-
ing the risk of commission of the crimes listed in the
Legislative Decree.

The Model was drafted according to the guidelines
issued by Confindustria (Confederation of Italian Indus-
try) and consists of a “general section” (which
describes the objectives and operations of the Model,
the duties of the supervisory body in charge of mon-
itoring the effectiveness of the Model and compliance
thereto, as well as the penalties regime) and by “spe-
cial sections,” concerning the different kinds of offences
referred to by Decree no. 231/2001. Only the special

section concerning offences against the Administra-
tion are currently in force, while the special sections
concerning articles 25 bis, ter, quater and quinquies
of Legislative Decree no. 231/01 are in the process of
being drafted (regarding corporate offences, terror-
ism-related offences or those against democracy,
offences against people, monetary infringements).

Guidelines concerning relationships with the Admin-
istration have been adopted to implement the Model,
providing for the conduct to be held by persons author-
ized to deal with the Administration.

A Supervisory Authority was established for the pur-
pose of promoting the correct and effective implemen-
tation of the Saras Model. The Supervisory Authori-
ty consists of Mr. Previati, non-executive director (as
the Chairman), Mr. Claudio M. Fidanza and Mr. Con-
cetto Siracusa.

Companies belonging to Saras Group (Sarlux, Sartec,
Akhela, Arcola Petrolifera, Sardeolica) implemented
their own organization, management and control mod-
els during 2006, at the same time establishing their
respective supervisory authorities.

4. Management of corporate information

In accordance with art. 115-bis of TUF, which requires
that listed companies set up a register to record peo-
ple that may access confidential information, as well
as with the recommendations set forth in article 4 of the
Code (which in turn stem from art. 114 of TUF and its
implementing rules), the Board adopted the “Inter-
nal regulations for management of confidential infor-
mation and the register of people who may access
confidential information” as from May 2006. The Reg-
ulations sets forth procedures for the identification,
internal management and access by third parties and,
wherever the case, communication to third parties of
confidential or material information regarding the Com-
pany and its subsidiaries, particularly with reference
to price sensitive information, aimed at preventing,
among other things, that it be selectively, untimely,
incompletely or inadequately communicated.

The Regulations, including all provisions related to the
Register keeping activities (which Saras manages also
on behalf of its subsidiaries), were drafted in compli-
ance with art. 114 of the TUF, with provisions set forth
in art. 65-bis and following, as well as with art.152-bis
and following as far as the register is concerned, of the
Issuers’ Regulations and having regard to Consob Com-
munication no. DEM/6027054 of 28" March 2006.

5. Internal Dealing Code

In order to conform Saras’s corporate governance to
the rules applicable to listed companies, the Board
also adopted, as from May 2006, an “Internal Deal-
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ing Code™ implementing the provisions set forth in
art. 114.7 of the TUF and in art. 152-sexies and fol-
lowing of the Issuers’ Regulations, aimed at ensur-
ing correct and adequate market disclosure on trans-
actions on the Company’s securities effected by the
Company'’s personnel. The Internal Dealing Code
sets forth specific rules of conduct and communi-
cation with reference to transactions on financial
instruments issued by Saras carried out by relevant
persons (including the Company’s directors and
statutory auditors, the general manager and man-
agers with regular access to confidential information
and having decision making powers on management
decisions which may affect the development and the
future perspectives of the Company, as well as of
every shareholder holding directly or indirectly at
least 10% of Saras’s share capital) or by individuals
closely connected to these relevant persons. In line
with the best practice, the Internal Dealing Code con-
tains provisions aimed at prohibiting the relevant
persons, and individuals closely connected to them,
from effecting transactions on the Company’s Secu-
rities in specific periods.

6. Directors’ interests and material and
related parties transactions

While waiting for Consob to define the general prin-
ciples related to the internal rules which should ensure
transparency and substantial correctness of transac-
tions with related parties, pursuant to art. 2391-bis
of the Italian civil code, the Board did not implement,
throughout 2006, a specific set of rules about related
parties transactions or about transactions where a
director bears interests for himself or for a third party.
The Board, however, substantially complied with the
rules regulating the matter as well as with the trans-
parency and correctness principles provided for in art.
9 of the Self-discipline Code, for instance by reserving
to itself material economic or financial transactions,
including certain related parties’ transactions.

Still in the absence of Consob’s definition of the gen-
eral principles above, at the meeting held on 23 Jan-
uary 2007 the Board adopted “Principles governing the
carrying out of related parties’ transactions”, includ-
ing possible solutions in cases where directors bear an
interest. The Principles were drafted in a document
favourably assessed by the Internal Control Commit-
tee and by the Board of Statutory Auditors. It remains
subject to all amendments deemed necessary or appro-
priate should Consob adopt the general principles
referred to above.

According to the Principles, related parties’ transac-
tions worth more than a certain value (higher for inter-
company transactions, i.e., transactions undertaken

3. Available at the following link:
http://www.saras.it/documentazione/codice_internal_dealing.pdf

by Saras with directly or indirectly connected entities;
lower for transactions with other related parties, such
as relevant shareholders or parties connected there-
to), are subject to approval by the Board.

The Board also identified certain kinds of transactions
subject to its prior approval even if they do not qual-
ify as related parties’ transactions if they are worth
more than a certain value (purchase or disposition of
shareholdings, businesses, divisions or immoveable

property).

At the meeting of 23 January 2007, the Board also
approved a “Code of conduct for Group directors”, also
favourably assessed by the Internal Control Commit-
tee and by the Board of Statutory Auditors, primarily
intended to provide directors with consistent criteria
of conduct to allow them to perform their duties with-
in a predefined framework, in compliance with the laws
governing directors’ interests and with corporate gov-
ernance principles and, where possible, coherently
with the interests of the Saras Group.

7. Manager in charge of drafting corpo-
rate accounting documents

Since the listing of its shares in May 2006, the Com-
pany appointed a manager in charge of drafting cor-
porate accounting documents, after amending its Arti-
cles of Association to adjust to the provisions set forth
by art. 154-bis of the TUF. The current manager in
charge is the Company’s Chief Financial Officer, Mr.
Corrado Costanzo, who was appointed in this capaci-
ty by the Board of Directors held on 2 October 2006.

The manager in charge performs duties provided for
by art. 154-bis of the TUF, for which the Board pro-
vided him with all powers deemed necessary or appro-
priate.

8. Board of Statutory Auditors

According to the Articles, the Board of Statutory Audi-
tors is appointed by the Shareholders’ Meeting through
a slate mechanism aimed at ensuring that the second
most voted list may appoint an effective statutory audi-
tor (who will be appointed as Chairman of the Board
of Statutory Auditors) and an alternate statutory audi-
tor. The lists of candidates may be deposited at the
Company'’s registered seat at least two days prior to
the first call of the Meeting, by shareholders represent-
ing, directly or together with other shareholders, at
least 2.5% of share capital formed by shares with vot-
ing rights at the general Meeting. Along with each such
list, within the two days’ deadline for the deposit, dec-
larations by each nominee stating - under their own
responsibility - that they comply with all statutory or
Articles requirements for election as statutory audi-
tors and that no reasons for ineligibility exist, shall



be also deposited at the Company’s registered seat.
The office of permanent statutory auditor is not com-
patible with the holding of similar offices in more that
three other companies listed in Italy, not including
Saras and its controlled companies.

The Board of Statutory Auditors currently in office was
appointed by the Meeting convened on 11* January
2006, and will expire on the date of approval of the
financial statements for the year ending 31t December
2008. Itis composed of the members listed below, none
of whom was nominated by minority shareholders:

Mr. Claudio Massimo Fidanza Chairman
Mr. Giovanni Luigi Camera
Mr. Michele Di Martino

Permanent Statutory Auditor
Permanent Statutory Auditor
Mr. Massimiliano Nova Alternate Statutory Auditor

Mr. Luigi Borré Alternate Statutory Auditor

Throughout 2006 the Board of Statutory Auditors held
6 meetings. In 2007 there has been 1 meeting. Per-
manent statutory auditors regularly attended the meet-
ings, as reported in detail in the summary table
attached as annex 2, to which reference is made.

The Board of Statutory Auditors, according to art.
10.C.2 of the Code, successfully verified the existence
of its own independence requirements set forth by the
law as well as by the criteria described in the Code with
respect to directors.

The Board of Statutory Auditors, in compliance with
art. 10.C.5 of the Code, also successfully supervised
the independence of the auditing firm, assessing both
compliance with applicable laws as well as the nature
and extent of services other than the accounting audit
provided to the issuer and its subsidiaries by the firm
itself or by other firms belonging to the same network.

9. Relationships with shareholders

Since the listing of its shares with the Italian Stock
Exchange, the Company has regarded the establish-
ment of a dialogue with all shareholders and institu-
tional investors as something to be done in its own
interest as well as a duty towards the market—; a
dialogue to be carried out in compliance with the laws
in force and with the principles set forth in the “Guide
to the Market Information” published by Borsa Italiana
S.p.A., as well as with the internal Regulations for
the management of confidential information.

In order to foster such dialogue, the Company appoint-
ed Mr. Marco Schiavetti as the person responsible for
managing relationships with shareholders and institu-
tional investors, pursuant to recommendations in art.
11 of the Code. The Company also determined to
further improve dialogue with investors by adequate-
ly arranging its web site contents (www.saras.it,
investor relations section), within which economical

and financial information in Italian and English (finan-
cial statements, half-year and quarterly reports, pre-
sentations to the financial community, financial fore-
casts by analysts and the Company’s share price
trends), as well as the latest data and documents for
all shareholders (press releases, composition of the
Board and of the Company’s management, Articles
of Association, Code of Ethics, Meetings Regulations,
Internal Dealing Code) may be retrieved.

You may contact the department in charge of relation-
ships with shareholders and investors at the follow-
ing address:

Saras S.p.A. — Investor Relations,

Galleria De Cristoforis, 8 — 20122 Milan

Toll free No. 800511155 — email: ir@saras.it

10. Meetings Regulations

The Company considers the Meeting as a preferen-
tial means to develop a dialogue between the Board of
Directors and shareholders and to communicate the
Company'’s news to shareholders, to occur in full com-
pliance with regulations concerning confidential infor-
mation.

In compliance with the recommendations set forth in
art. 11 of the Code, the Company adopted Meeting
Regulations,* which were also drafted according to the
model prepared by ABI and Assonime, to ensure that
Meetings are orderly and effectively held by means
of detailed rules governing their various stages, in all
instances ensuring that the fundamental right of each
shareholder to ask for clarifications about the differ-
ent items on the agenda, to express his opinion and
to submit proposals is fully observed.

Although the Regulations do not have the status of
Articles provisions, they were approved by the Ordi-
nary Shareholders’ Meeting pursuant to an Article
clause to this end.

4. Available at the following link:
http://www.saras.it/documentazione/regolamento_assemblee.pdf
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Board of Directors and Committees

Board of Directors Internal Control Compensation [Appointments| ~ Executive
Committee Committee | Committee | Committee

(if present) | (if present)

Components executivelnon—executive| independent| ****|Numberof ok [k | ek | sox

| | other |

| | offices **|

Chairman Moratti Gian Marco

Chief Executive Officer ~ Moratti Massimo

Vice Chairman Moratti Angelo
Director Callera Gilberto
Director Greco Mario
Director Moratti Angelomario
Director Previati Gabriele
Director Scaffardi Dario

Number of meetings held during the reference year
Board: 11
Internal Control Committee: 3

Remuneration Committee: 3

FOOTNOTES
The presence of the asterisk indicates whether the director was nominated through lists presented by minority shareholders.
This column shows the number of offices as director or statutory auditor held by the director in other companies listed on regulated markets, also abroad, in financial, banking, insurance,
or large companies. In the Report on corporate governance, offices are indicated in full.
In this column, the Board member’s inclusion in the Committee is indicated with an “X".
**** This column shows directors’ attendance by percentage at Board's and at Committees’ meetings, respectively.




Board of Statutory Auditors

Chairman

Components |

Fidanza Claudio Massimo

Attendance at meetings | Number of other offices **

by percentage

100 %

Permanent Auditor

Camera Giovanni Luigi

100 %

Permanent Auditor

Di Martino Michele

66.6 %

Alternate Auditor

Borre Luigi

Alternate Auditor

Nova Massimiliano

Number of meetings held during the reference year:

Indicate the quorum required to present minority lists for the election of one or more permanent members (pursuant to Art. 148 of the TUF)): 2.5%

FOOTNOTES

*  The presence of the asterisk indicates whether the statutory auditor was nominated through lists presented by minority shareholders.
**  This column shows the number of offices as director or statutory auditor held by the person in other companies listed on Italian regulated markets.

In the Report on corporate governance, offices are indicated in full.




Other Provisions of the Self-Discipline Code

Summary of the reasons
for any deviation from the

Code’s recommendations

System of delegation and transactions with related parties

The Board delegated powers, defining:
a) limits
b) procedures for exercising the powers

¢) periodicity of reporting?

Did the Board reserve for itself the review and approval of transactions having significant economic
and financial relevance (including transactions with related parties)?

Did the Board define general criteria for identifying “significant” transactions?

Are the above general criteria described in the report?

Did the Board of Directors define procedures for reviewing and approving transactions with related parties?

Are the procedures for approving transactions with related parties described in the report?

Procedures for the most recent appointment of directors and statutory auditors 1
Were the candidacies for the office of director filed at least ten days in advance? See Note 1
Were the candidacies for the office of director accompanied by exhaustive information? See Note 1

Were the candidacies for the office of director accompanied by the indication of eligibility to qualify as independents? See Note 1
Were the candidacies for the office of statutory auditor filed at least ten days in advance? See Note 1
Were the candidacies for the office of statutory auditor accompanied by exhaustive information? See Note 1

Shareholders’ Meetings

Did the Company approve Meeting Regulations?

Are the Regulations attached to the report (or is there information as to where it is available/downloadable)?

Internal Control
Did the company appoint internal control officers? X

Are the appointees hierarchically independent from heads of operating units? X
Organizational unit tasked with internal control (pursuant to art. 8.C.1 and 8.C.6 of the Code) Office of the Internal Control Officer assisted by Internal Audit Function

Investor Relations

Has the company appointed an investor relations manager? X ‘

Organizational unit and references (address/telephone/fax/e-mail) of the investor relations manager Chief Financial Officer

Saras S.p.A. — Investor Relations, Galleria De Cristoforis, 8 — 20122 Milan
Toll free No. 800511155 — email: ir@saras.it

FOOTNOTES
1. The Company has recently started being publicly traded, and there have been no shareholders’ meetings to appoint directors or statutory auditors between the initial trading date and
the approval of the report to which this table is attached.
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