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Welcome

Massimo Vacca
Head of Investor Relations
Ladies and gentlemen good evening welcome to SARAS First Quarter 2009 results conference call. Today we have the usual agenda we will start with Mr Dario Scaffardi, General Manager, who will give a market overview and discuss the highlights of the first quarter. We will then move to Mr Corrado Costanzo, Chief Financial Officer who will go into a detailed review of the various segments as well as the financials and subsequently back to Mr Scaffardi for the outlook and strategy  and finally we will take your questions. Dario please you may start. 
2008 Overview
Dario Scaffardi

General Manager, SARAS
I. Highlights

Massimo thank you very much. Good afternoon ladies and gentlemen thank you for attending our call. Overall this has been a difficult quarter for the refining business. Margins have come increasingly under pressure. The year has started on a positive note but margins basically have deteriorated being squeezed on the one side by relatively high oil prices, instead oil product prices have not followed this trend. On the one side we have relatively high oil prices due to political reasons and due to an overall market expectation that there will be a recovery in the economy and therefore a recovery in oil prices. So this has sustained very much the price of crude which is the promptest marker of this sort of economic indication while the oil products market has lagged behind. As a matter of fact on a world basis we’ve seen the world oil consumption drop in Q1 09 compared to the same quarter of last year by almost 3 million barrels. Diesel demand worldwide has dropped by about 1.5%, gasoline demand by 0.9%. In Italy, for instance, diesel demand in the first two months of this year has dropped relative to the first two months of last year by almost 9%. This has been partially offset by a rise in agricultural demand of diesel and of heating oil due to the relatively cold winter but overall drop in middle distillate demand has been 7%.  
A macro scenario of the forecasts have been  very difficult to assess. There has been in the last year probably an overstatement of growth and expected rise in consumption and by the same token today I think that demand is being underestimated. There are some signs of increase in demand particularly in the developing economies. 
Talking about SARAS the results this quarter have been effected negatively by the market but also by the fact that we had a planned maintenance of one of our mild hydrocracker units and of one of the Visbreaking units and one of the planned maintenance of one of the gasifiers has showed more maintenance work than what was originally expected. 
Market Overview
1. Diesel and Gasoline Crack Spreads
On the overall scenario the cracks which very much effects our business we've seen a sharp drop in the crack spread of diesel compared to the same quarter of last year which were both above $20 and this quarter has averaged $13.7. While we had a surprise from the gasoline market which has shown some signs of recovery in the first quarter averaging a crack of $5.5 compared to 0.9 in Q4 of last year. We have been negatively affected by the relative strength in fuel oil. The fuel oil crack has been negative by 8.8 compared to $27 in the same quarter of last year, SARAS being a highly complex refinery, creates value by transforming fuel oil into diesel and of course when the difference between diesel and fuel oil is low this affects negatively our accounts. I believe that this situation is relatively temporary in the sense that the availability of a lot of low sulphur crude which produces relatively small quantities of diesel has created a sort of artificial market by which, although the demand in fuel oil has dropped the availability of fuel oil has dropped more than actual demand so it’s been in a way sort of sustained and this is a little bit of a paradox which I think will evaporate as soon as demand, particularly in the East, picks up.
2. Refining and Power Margin

All this is reflected in our margins. Our margin has been 4.9 so only $1.7 above the EMC but Corrado will go into more detail on this in the forthcoming slides. But Corrado if you want to take over? 
Corrado Costanzo
CFO, SARAS
I. Segment Reviews

II. Refining
Thank you Dario. Let’s take a look at the different segments, refining first of all.  The crude runs were down 5% vis-à-vis the same quarter of last year clearly due to the scheduled maintenance of the second mild hydrocracker unit and the Visbreaker unit. The impact on the margins of these maintenance programmes was quite significant. We estimate that a loss of conversion basically had a value of about US$25m and on top of that there was a sort of cross influence coming from the main IGCC prime maintenance which lasted longer than we anticipated and had an influence also on the refinery conversion units. We estimate that effect at approximately $10m. If you combine those two effects and you end up with about $1.5 worth of additional premium over the EMC benchmark which we could not achieve during last quarter.  
On the other hand we were somewhat helped by the rebound of the US dollar vis-à-vis the Euro and the average exchange rate was significantly better for us about 1.30 during Q1 of 2009 vis-à-vis 1.50 during Q1 of last year.  
Production

Crude slate shows some quite predictable changes but again because of the maintenance on the MHC2 and the Visbreaker we had basically to change our crude slate in order optimise the feed for the units which are still up and running. So the bottom line was a clearly increased usage of light extra sweet crudes with a slightly lighter API degree. But all this was strictly linked to maintenance activities. Also the product yields were quite predictable so we ended up with less diesel and more fuel oil and that clearly had an impact on our profitability.
Fixed and Variable Costs

Taking a look at fixed and variable costs the fixed cost was slightly above average for the quarter. I’d like to stress that fixed costs will be front ended this year so both Q1 and  Q2 will all incur heavier fixed costs and then will average it out in the second half of the year. Of course again because of the heavy maintenance which has been performed both in Q1 and Q2.

Variable costs in absolute terms were lower also clearly one more time in connection with lower runs and to an extent the unit costs also benefited from somewhat lower utility rates.
III. Power Generation
For power generation let’s take a look at the Italian GAAP EBITDA which is clearly more informative than the equalised IFRS numbers and the EBITDA was down 18% production was significantly lower and we had anticipated a certain loss of production during Q1 we have to say that the source of production was higher than anticipated and the scheduled maintenance activities took longer and were more expensive also than we anticipated. It happens sometimes and when you run complex sites like the SARAS sites. On the other hand the total tariff is still quite favourable. It might be a bit surprising that the tariff is going up rather than down but in the CIP/6 formula  there is a nine month lag and therefore we are going to benefiting from higher prices for quite some time. Basically these prices are still coming from middle last year. Also the IFRS EBITDA was somewhat lower. There are a couple of components typically steam and hydrogen which are not equalised and therefore the lower production and the lower use of utilities produced by SARLUX on the part of SARAS reduced the EBITDA as well for SARLUX.

Fixed and variable costs 
Fixed and variable costs again broadly in line, a little bit higher fixed costs and slightly lower variable, again for the same reason that we have already discussed
IV. Marketing

Marketing we have to admit was somewhat disappointing this quarter and the main culprit being the Spanish market where the overall consumption shrank by about 10% for diesel and 7% for gasoline and this did have an influence both on our sales, minus 5%, and clearly also to protect sales levels we had to somewhat reduce our margins. 
Italian market was a bit more forgiving, about 6.5% decrease for gasoline and 4.5% decrease in gas oil consumption. As Dario was saying diesel significantly lower, 12.5% agricultural gas oil somewhat helped. Arcola, however, our Italian wholesale operation increased sales volumes and margins because some commercial agreements had been cancelled and we now act indirectly in certain areas, namely Sardinia. 
So overall the comparable EBITDA was negative. That was influenced by a third factor the start up of the biodiesel plant for which we had to post about $2m worth of losses. It was impossible during start up to optimise the purchase of raw material and the sale of products so we are a little bit at the mercy of markets and therefore we have incurred this additional cost. 
V. Wind

Wind on the other hand had a very good quarter so we had a real winter in Europe and real winters mean more wind than in Sardinia. Tariffs were quite satisfactory broadly in line with last year but what was more important now backdated restatements were needed this year because of some provisions by the authorities. So it was a quiet quarter from a legal framework standpoint and a very good quarter from a wind level stand. 
VI. Financial Overview

1. Key Income Statement Figures

Other factors broadly in line with expectations, small numbers but as you can see these factors are broadly around breakeven.

Going into the financial figures I would like to spend some time looking at cashflow which is really one of the key indicators these days. 
2. Key Cashflow Figures 

In spite of reduced profitability vis-à-vis the same quarter of last year cashflow was definitely under control and we were, if you look at the cashflow from operations, it was more or less the same as last year about €170 ml vis-à-vis €162 ml. Cashflow from investments again broadly in line with last year and so the bottom line was a reduction in our leverage, significant reduction in debt levels by about €100 ml in spite of the somewhat reduced profitability.
3. Key balance sheet figures and net financial position

4. Key Ratios

So all the key ratios, especially leverage, are still quite satisfactory and we should consider that today a  15% leverage is a clear plus. Dario.
Outlook and Strategy
Dario Scaffardi


I. Outlook/1 Short Term Outlook
1. Refining 
Corrado. So on the short term outlook I think that we already talked about basically in the introduction. The situation of the markets is still bearish for the time being and we don’t really anticipate any significant recovery until the second part of the year. This year for SARAS will be a year of reduced runs. We should be running about 14.5m due to a large maintenance. As a matter of fact we have just started a major turnaround programme of  our FCC units which is one of the largest in operation in Europe which has a capacity of 100,000 barrels a day and this will be off line up until the end of June. Very significant maintenance which not only is maintenance but also there is a part of upgrading of the unit which will be able to produce more light ends and produce more energy in a more efficient way. We decided to place this important maintenance in the Q2 of this year, we decided this last year, we could have pushed the maintenance actually back to the second part of the year but we have decided against this expecting a scenario of low margins in this part of the year and hopefully for recovery in the next part. So we thought this was the ideal moment in which to place this important maintenance and since the scenario is proving us right up to this moment.  
2. Power Generation 

On our power generation the thing of note is that of April 2009 one of the four components of  the incentive as per the original CIP/6 contract has finished. It was due to last nine years and the nine years expired last April. The other part will continue up to 2020 due to the well known linearisation procedure according to IFRS standards there will be no difference in comparable EBITDA, the difference will be, as Corrado showed you, in the Italian GAAP which will be reduced by around €110 ml in 2009. 
II. Outlook/2
1. Refining & Power - 2009 Maintenance Schedule
Our maintenance schedule for 2009 is what we have already anticipated so there is no significant change in this respect. We performed maintenance in Q1 on the second mild unit which is also the largest and the most modern of the two units and on the Visbreaker and standard maintenance on the gasifier and we will have the maintenance that I've mentioned before on the FCC unit and the etherification unit and the alkylation unit and on one of our topping units all in this quarter.
III. Outlook/3

1. Guidance for Refining Margins
Our guidance for refining margins of course is a little bit smaller than what we were hoping and expecting. Of course as I mentioned at the beginning the conversion spread so the difference between diesel and residual fuel oil has contracted significantly and that adversely effects our high conversion units so what we expect is that with current levels we should be able to add between $2.5 to $3 per barrel to the EMC benchmark.

Again we don’t expect this sort of situation to last very long. As soon as the economy picks up we should see an increase in demand in diesel and conversely an increase in production of high sulphur heavy crude oils therefore creating a slump in the price and the differential up for fuel oil.
IV. Strategy Overview

1. Growth Strategy Highlights and Implementation 

Regarding SARAS’ strategy since the economic recession has impacted the demand for petroleum products we have decided to reschedule our upgrading plan. At the end of June of last year we had announced major organic growth plans in which we still believe but it has been rescheduled. Basically all the growth plans have been pushed back  by 12, 18 months at least. So in 2009 we will maintain capacity and HSE plan, as per original schedule, and part of our growth plan which was linked to the investments in the FCC unit. So what we had expected a total CAPEX of about € 335 ml in 2009 we expect this to be instead in the range of between € 200 ml and € 220 ml. Conversely  the growth plans of 2010 and 2011 have all been pushed back. We keep on monitoring the markets closely and as soon as we see some definite signs of recovery we will be able to reinstate our programme very quickly.

2. Buy-Back Plan and Dividends
Regarding the Buy-Back we have last year our AGM has authorised us to buyback SARAS’ share this has been temporarily suspended since we believe that it is in the interests of the company to maintain as much liquidity as possible and this will enable us to weather the storm. Last AGM a couple of weeks ago has approved a distribution dividend of 17 cents per share which is a payout ratio of 48%. Payment is due on the 21st May and we don’t expect any significant change in this policy for the forthcoming year. 
Thank you very much for your attention and we’ll be pleased to answer any questions that you might have. Thank you.
Questions and Answers

James Hubbard, Morgan Stanley

Firstly on Italian Power I think the latest data indicates at April power demand in Italy is down very substantially year on year, 25% as one data source is indicating. Could you just say to what extent that is a reliable number or is it just distorted by weak comparables last year and if it is genuinely that weak what impact can we… to what extent are you exposed to that or do you consider yourself relatively defensive given your asset? And then I'd just noticed your guidance for Q2 for the premium for conversion is where you just mentioned $2.5 to $3 and apologies if this has been covered, I missed the first couple of minutes of the call but the 1.7 premium you achieved in Q1 seems to be below the low end of your guided range considering the conversion spread of $200 a tonne, was there something suppressing that premium per barrel achieved in Q1 that doesn’t occur again in Q2 or am I missing something else there?
Dario Scaffardi
No, no we've had in Q1 maintenance of one of the mild hydrocrackers and of the Visbreaker unit and also more maintenance than expected on one of the gasifiers. The net effect of this maintenance has been roughly to subtract $1.3 per barrel. So if we had not had those maintenance we would have added about $3.
James Hubbard 

Okay fine that's clear thank you.

Dario Scaffardi

At that range it’s considered that everything is working as per programme of course so if there is something that is not quite up to speed that upgrade premium would be conversely reduced. And  I think that Corrado can answer on the power tariff.
Corrado Costanzo

I mean both the SARAS IGCC plant and the wind farm owned by Arcola and enjoyed priority of despatching so we’re always number one on the list and the tariffs are, in the case of Sarlux based on a fixed escalating mechanism and also wind enjoys certain incentives and so it’s business as usual really. We’re not influenced by the demand levels.
James Hubbard 

Okay thank you.

Lydia Rainforth, Barclays Capital
Gentlemen good afternoon I have a few questions if I could. The first is just looking at the cashflow statement and the build up of inventory has there actually been a build up in the absolute volumes for inventory there? And then secondly on the processing contracts that you have did they actually kick in, in terms of the minimum level of margin that you occasionally get with margins at this sort of level this quarter? And then just on the outlook for the company what… you  mentioned the sort of potential recovery in margins towards the second half of this year what do you actually see tightening the market over that period? And then finally just on the biodiesel and marketing profitability, with the biodiesel side was it just the initial test runs that caused the loss this quarter or was it also negative margins on the biodiesel? 
Dario Scaffardi
Hello Lydia thank you for well let’s start on the last one a little bit more. On the biodiesel we had some problems with the start up of the plant. Of course the plant was given to us and it was still in the start up phase with the contractor in these months so there have been two effects here the fact that we had bought sub optimal feed stocks on the one side and made sub optimal sales because the product that was not perfectly in line with specifications and also problems, actual production problems. On the terms of the market, the market has been quite favourable for biodiesel in the first months and so all over the quarter the margins of biodiesel were favourable. Right now there's been a surge in the price of palm oil which is the most convenient feed stock. So the current spot margins are less attractive than what they used to be still in positive territory but certainly less attractive than what they were at the beginning of the year. We are also learning to cope a little bit with these markets so we’re on a learning curve and the learning curve is maybe steeper than what we had anticipated. 

On the processing contracts yes particularly in the second part of the first quarter they have kicked in. So since absolute levels were below what is the overall let’s call it level of these contracts, they have been beneficial although processing contracts account today for about 30, 35% of our overall runs but yes particularly in March which has been the most negative month and right now in April of course but that's not the quarter which we’re talking about, they have a positive impact. 

You had two more questions, one on cashflow and on outlook but I don’t know if you can repeat the question on cashflow and Corrado certainly can help you hopefully . 
Lydia Rainforth, Barclays Capital
Yeah sure it was just the 114m build up in working capital during the quarter also not working that on inventory is that a reflection of actually higher inventory levels as well?
Corrado Costanzo
Well I think that if you look at the first quarter of last year again here it’s business as usual because you have an increasing inventory and decreasing trace receivables I mean you have again an increasing inventory that basically absorbs cash and more or less offset by the trace receivables but it’s more or less like last year. Part of that is the build up linked to the maintenance activities so you have to store intermediate products and  keep the feed for when you start up the plants again.
Lydia Rainforth, Barclays Capital
Okay.

Dario Scaffardi

I think on the question of outlook you ask why we have a more positive outlook for the second part of the year well first of all because we want to be positive of course that's the straight answer also I would say that based a little bit more on facts I think that if the economy starts to recover particularly in the developing world and there are definite signs that things are changing in India and Brazil, in China, we would see a build up in demand in the second part of the year. On that basis hopefully this would dry up excess product availability and show an improvement in the refining margins which, together with the reduction in runs that we are seeing in the US where runs are about 80% and in Europe which also in Northern Europe there has been contraction in runs would hopefully improve margins and have the product market pick up in sync with crude oil prices.
Lydia Rainforth, Barclays Capital
Okay that's very helpful thank you.
Jacopo Majocchi, Berenberg  Bank
Good evening to everybody I wanted just some more information about the USD 10 ml of impact on EBITDA from the IGCC maintenance regarding the refining at page eight I wanted to know if this 10 ml are due only to the sites that the IGCC maintenance has lasted more than expected or is due to the standard maintenance or is something that we should expect also in the other quarters as well some part of the IGCC plan under maintenance so I want to know if this is an extraordinary impact or is something that should be taking into consideration also for the future? Thank you.
Dario Scaffardi
Thank you for the question, Jacopo. Yeah certainly it should be something extraordinary in the sense that the maintenance lasted longer. Some problems were encountered in the plant per se so extra work had to be carried out which caused also a loss in production of power, in production of steam, in production of hydrogen. This has adversely affected other plants so the USD 10 ml is the overall effect of time and maintenance, of loss in production of secondary plants that are fed by this IGCC unit and the IGCC unit itself. It’s hopefully an extraordinary, non recurring item of course.
Jacopo Majocchi, Berenberg  Bank

Okay thank you. And just as far as the CAPEX plan from 2010 onwards. Basically I understood that we can consider all the upgradings somehow on hold at the moment and that you are studying basically annual strategies so I was wondering what to consider now, maybe it’s better to consider everything on hold and wait for more disclosure about your future plans isn’t it?
Dario Scaffardi
Well let’s say that our approach has been relatively simple in the sense that we believe in our plans so all the investments that we have announced we have the firm intention of performing them.  Due to the situation of course in which there preoccupations with the market per se and with maintaining a level of debt which is compatible with the stringent criteria that we have given ourselves we have just decided to spread over a longer period of time and start them further in the future basically. So I think that what you said is the correct assumption. Everything is on hold at the moment and we will advise the market as soon as we decide to resume investments on all of the projects or part of the projects. Certainly this is not going to happen in the next 12 months. So nothing is going to happen in the beginning of 2010. At the soonest I would say that something might start at the beginning of maybe 2011, maybe in the second part of 2010. It really all depends on the market. We are monitoring it closely to see how things develop.
Jacopo Majocchi, Berenberg  Bank

Okay so just a follow up if you could tell us the amount of CAPEX which is necessary in 2010 in terms of maintenance that you are really sure to do so stripping out these upgrading activities or the level of basic maintenance that you surely make in 2010?
Dario Scaffardi
Okay I think that the office of Investor Relations in the forthcoming days can give you a little bit more detailed data on what we expect as of today for the forthcoming years. So in order to give everybody the same data Massimo will work on it and provide a sure table with some indications but roughly I can say that in 2010 we should have a very significant reduction compared to the original plan. The original plan was in excess of 300 and it would be less than half of that of course but Massimo will give you the precise numbers in a couple of days time.
Jacopo Majocchi, Berenberg  Bank

Okay thank you very much.

Anish Kapadia,  UBS
I've got four questions if I can. The first comment was with regards to some comments that you made that in the press that you see asset prices as a bit too high for refineries I was just wondering conceptually would you still be interested in buying simple refineries and upgrading them if they fall within your criteria given current market conditions? The second question is just a matter of clarification from the last question, I was just wondering if you expect the market conditions to improve in the second half of the year I was just wondering why you’re not willing to start the CAPEX for your upgrades within the next 12 months? And my third question is on the processing contracts if you could just give an idea of when they’re up for renewal and if you expect any more detrimental turns in current market conditions? And my final question is if you can give any update on the gas exploration?
Dario Scaffardi

Well on simple refineries I think that we, you know, as a company we've never had much interest in an acquisition strategy based on simple refineries to upgrade. I think that particularly our part of the world is fully covered in terms of refineries there is no need to build or upgrade existing refineries. We believe that there is much more return on capital investment by brown field projects such as the projects that we want to perform in our refineries. As a matter of fact we have a programme as was announced of hundreds of millions of dollars of growth in our refineries and see no reason why we should invest in other assets and upgrade those assets really it would stretch our finances too much so I think that it is something which is extremely unlikely to happen. 
Why we are not starting up our investment programme based on the fact that we are hopefully the second part of the year will improve, is based on the word ‘hopefully’. I mean we are fairly confident we will see signs of improvement but we’re certainly not sure about it so first we want to be sure that we see some very increased signs of recovery on the part of the market and after that we will restart our investment programme. So we want to be sure of the signs. 
On the processing contracts maybe Corrado can help but basically we have a situation at the moment in which certain contracts will expire next year I think and some contracts will expire this year and to be honest this is not the best of moments in which to negotiate a contract of course the fact that the overall scenario is negative and certainly not helpful. On the other hand we have contracts that have lasted for decades with industrial partners that take a long term view so I'm fairly confident that the contracts that we do have will be renewed at roughly the same conditions as today. They’re working well now, they worked well for our customers in other market moments so it’s always something which one takes a long term view on. 
The last question I think was on gas exploration. Gas exploration has been completed last year the seismic tests and we have put a stop on actual drilling of preliminary holes and that again is something that will possibly resume once the overall economy improves and also when we will have some definite news on when and if the GALSI gas pipeline from North Africa to Sardinia and to the European continent will actually happen. It’s been already delayed by about a year so at the moment there is nothing definite on this pipeline and our gas exploration project was contingent on the fact that of being able to export gas through some sort of network.
Anish Kapadia,  UBS

Just on that are you able to say anything about what you learnt from the interpretation of the seismic data?

Dario Scaffardi

In terms of what the possibilities of finding gas are?

Anish Kapadia,  UBS
Yes.

Dario Scaffardi

Well we have some positive signs but not very high probability. Clearly it’s an area that is not high on the list of possible gas reservoirs although we've had some indication through the geological data which was positive and which would have warranted some test holes in order to assess the possible reservoirs more closely. We were also waiting and that was very important for all the data from the offshore seismic tests and also that has been put on hold. So I think the whole project really is on hold for a certain number of years because we really need to assess the geological situation by the offshore data. Gas prices certainly are not helping in the meantime so I don’t expect any development in the next couple of years really.
Anish Kapadia,  UBS

Okay thanks very much.

James Schofield,  Merril Lynch

Yeah hi there just to follow up on the previous question on the EMC premium, just to clarify the $2.50 to $3 guidance does that refer to a quarter without maintenance and can you please come in on the likely impact of maintenance in the second quarter on the EMC premium and how that should compare to the maintenance in the first quarter?
Dario Scaffardi
We have a table here. There is a table of the maintenance on page…I’m looking for it sorry yes on page 24. So together with the loss of runs there is a loss of EBITDA of about €25m or dollars excuse me which in terms of dollar per barrel should be roughly in the range of about $1 per barrel together with the loss of VAT so refining margins. So that should give the whole picture. 
Corrado Costanzo

So the first part is the guidance for a clean quarter? Yes the guidance for the premium is for a clean quarter then you have to take into account the scheduled maintenance table that we  provide where you went in some quarters we might have reduced runs and on top of reduced runs you also have to subtract the impact of lower conversion capacity. Okay, so the guidance you start with the guidance for clean quarters.
James Schofield,  Merril Lynch

Okay thank you and just a second question can you give more detail on near term marketing conditions and whether you’re starting to see any recovery in the second quarter?
Dario Scaffardi
Are you talking market conditions or marketing?

James Schofield,  Merril Lynch

Marketing.
Dario Scaffardi 

Well the overall picture at the moment continues to remain bearish. The Spanish economy has been hit very severely so it’s not a surprise that marketing margins in that country should be so negative. As a matter of fact we are facing a situation in which the market in Spain has always been a market which has been short so it’s always been an import market. So if there was any competition it was between importers. Now we have the situation in which certain areas of Spain which have refineries are actually slightly long so there is a competition with local importers or with local producers, excuse me, which of course is difficult to beat so I don’t really expect too much of a recovery in the second quarter although we are adjusting and would expect slightly lesser volumes in order to help maintain margins. And our operations in Italy have been less affected by this situation. We've been a little bit more selective in the areas where we operate, we operate in Sardinia, we operate in certain areas of mainland Italy which have been less effected by this situation so we expect to be able to retain natural margins in those areas.
James Schofield,  Merril Lynch

Okay thanks a lot for that.
Alexandre Marie, BNP Paribas
Yes hi everyone I've got two questions if I may? Firstly just to follow up on Lydia’s question, Corrado you have said that the build up in inventory was partly due to maintenance and given that maintenance is continuing in Q2 would you expect a further build up in inventories in this quarter or a stabilisation and basically if you could elaborate on the impact of maintenance on working capital in the next few quarters? And my second question would be on the Spanish retail stations that you acquired from ERG I'm not sure whether the deal has been closed and whether you have any… if you have changed your views basically on what kind of improvement you can expect in these stations and what kind of return you can make on this investment given the market situation in Spain?
Corrado Costanzo 

Our inventories built up of course mainly at the beginning of the maintenance cycle and then towards the end of the maintenance cycle and start to release an inventory. Bear in mind that the maintenance for the FCC unit is going to end more or less at the end of the quarter and therefore it’s difficult to give a firm guidance ruling whether we’re going to have more or less stable inventories or slightly lower. This should be more or less the range but you’re counting days really.
Dario Scaffardi

On the Spanish stations we have just completed the process of all the paperwork linked with the deal so the gasoline stations will be actually handed over to SARAS probably as of January 1st or maybe we might even be able to make it by June 1st. So that deal is going through. We expect to be able to improve the economic performance of those stations significantly as per our plan because the reasons why we were able to improve these was twofold. One on the supply side we have an extensive supply network in Spain which supplies all our operations and we are able to supply very economically also these stations so we believe that we are able to create significant synergies from that. Also we plan to invest in these stations in order to make them more profitable from a non oil point of view so with the shops and other accessories. So we expect the returns really to be for the time being unaffected, also because retail margins both in Spain and Italy for the time being haven’t changed in a significant manner.
Alexandre Marie, BNP Paribas
Okay thank you.

Kim Fustier, J P Morgan
Hi good afternoon gentlemen just two questions. Firstly I was wondering if you could give us updated guidance on product yields in the crude slate in 2010 given the upgrading projects deferrals or shall we assume that there are no incremental improvements in complexity in 2010 compared to this year? And then secondly I was wondering if you could tell us on which long term diesel and fuel cracks you’re planning your CAPEX or to put it another way can you give us a flavour of what spot margins you need to see in order to relaunch your upgrading plans? Thank you.
Dario Scaffardi
Well in terms of crude slate SARAS operates in a way that tries to optimise the source of the various types of crude that we can run so the peculiarity of our upgrading investments are not that they are linked to a specific crude because in our experience linking to one specific crude is always something which is extremely dangerous because then the market does things that are totally different from the expectations and we have exactly this situation today. Everybody was expecting three, four, five, six years ago that the value of high sulphur crude oils would go… excuse me high density crude oils, so heavy crude oils, would go down the drain on the basis of a whole variety of expectations and of course come 2009 the market does exactly the opposite. Today we have a situation in which heavy crude oils are at a very slight discount to the market crudes which are all light crudes such as Brent while just two years ago you had Arabian Heavy that reached $14, $15 discount today the discount is a couple of dollars, $2, $3, that's the order of magnitude.

Our approach is that we want to be able to retain the maximum flexibility so if very heavy cheap crude oils are the thing in vogue that's what our plants are going to run. If that is not the case we will shift to other types of crude oil which is what we have done now and we are doing in 2009 and 2008. There is the situation by which in the Mediterranean you have a high availability of sweet light crudes which offer us the maximum revenue and that's what we run. All our plants are able to move from one type of crude oil to the other really because we have necessity for heavy crudes only to cover our gasification so we need to run heavy crudes for roughly one third of our refining capacity. The other two thirds of our refining capacity is actually quite free and we can move, within, reason from light to medium to heavy according to what is the most economic, the most convenient. Our driver is always revenue so as we've mentioned in other occasions with the investment community the driver is exclusively return and it’s exclusively margins so we run whatever creates the most margin. Having a refiner which has three independent topping trains and a variety of other products… a variety of other units, excuse me, offers us quite a lot of flexibility in this respect. Sorry there was also a second part to your question please?
Kim Fustier, J P Morgan

Yes your assumptions on the long term diesel and fuel margins that you use to define your CAPEX.
Corrado Costanzo
It is a very difficult question to answer because really what we’re trying to do basically here by postponing some of our investment is not to get caught off guard by pre-investing in respect of the economic cycles and end up with a lot of debt on the balance sheet and very disappointing margins for say a couple of years. We want to be in exactly the opposite situation possibly enjoy more or less from the start the margins that are typically associated with the more dynamic parts of the economic cycle. So we are in a fairly deep recession worldwide and that’s why we’re taking a very prudent approach. 
Having said that you always look at long term margins, okay, so the scenario that you have in mind is an average long term scenario it’s not really linked to today’s margins and if tomorrow’s margins are better we rush and do our investments. I don’t know if I gave you the idea the long term margins and long term expectations as Dario was saying also before what we want to do is basically what we've been telling you in the last 12 months the question here is when do you start in order to be more in sync with economic cycles and enjoy robust margins at the outset when you have most of the debt on your balance sheet.
Kim Fustier, J P Morgan

Great thank you very much.
Paolo Citi, Intermonte 
Hello good afternoon everyone. Just two questions regarding the power generation sector. First of all the wind sector you book a green certificate at the price of €84 per megawatt hour for a total return of roughly €160 when can we expect a rebalancing of the market and so when can we see the reach of the total return of 180 provided by the regulator as a safe cap. The second question is on the CIP/6 tariff for IGCC plant I have a sentence from the Lombardy Regional Court on Europe here regarding the check the fuel cost component and accession mechanism I was wondering if you can expect in the future a slight increase in this component following a redefinition of the indexation mechanism by the regulator?
Corrado Costanzo
Thank you Paolo for the questions. On wind I'm not sure that we will reach the 180 megawatts per hour cap, you know, the mechanisms for calculating the green certificates pricing are such that we will probably stay at lower levels than that. However as you can see the Ulassai project is very efficient so we’re making very good money but at today’s levels which by the way are a lot better than last years. 
CIP/6 it’s very hard to say whether we’re going to see an improvement or not. I would say that at this point we know that the energy authority has appealed, the local tribunal resolution, so we’re all going to be waiting for this appeal and then we’ll see. It’s a fairly long process I wouldn’t want to anticipate anything because the outcome might be different from what we expect. 
Sergio Molisani, Unicredit

Good morning to everybody. Two questions if I may. The first one is it possible having the guidelines from EBITDA for the marketing division in 2009 and in particular what is your expectation in terms of EBITDA contribution for the biodiesel plant and the network acquired from ERG and can you confirm that the full contribution of these assets should be from the second quarter of 2009? The second question on tax rate can you give us the guidelines for the full year and give an explanation of the reason why in this quarter it seems that the tax rate is likely pointing north and the third question, sorry if our questions are too persistent, but can you elaborate a bit on the expiry of the processing contracts in 2009 and 2010 telling us something more about for example the volumes and the expected expiration date? Thank you.
Corrado Costanzo
Sorry Sergio but you asked quite a few questions so we’re trying to put them in order. The guidance EBITDA for marketing was about 30m but at this point clearly that number doesn’t look realistic. It’s hard to come up with a firm number, but I mean clearly it will be less. I could say 20 maybe but don’t take it as a firm number. 
Biodiesel on a full year basis was expected to contribute about 5m again also that division is not realistically going to contribute that much this year. Also we’re starting from minus two so the contribution will be nominal this year. It’s also the first, you know, the start up year so the guidance we gave more realistically should be attached to a normal year rather than to the start up year. 
The ERG service stations we gave a guidance of 6m on a full year basis having made certain improvements and so we are maintaining that guidance again. We will be taking over the stations at the end of the… I mean along the second quarter and therefore you can’t expect that level of contribution for 2009 it’s going to be nominal as well. I mean this is pre… before the kind of investments and rationalisation that we have to make. 
Okay one more thing tax rate the present tax rate is what it is 36.9% including IRAP and IRES for the more technical experts, you might from time to time have a different actual rate from the statutory rate. This past quarter we had a few costs which were not tax deductable and that's why on a quarterly basis you notice that right away and so you go up about 2%. On a yearly basis it’s 0.5%. I mean bear in mind also that dividing everything into quarters sometimes has funny effects on numbers but the bottom line is that certain costs from time to time are non tax deductable.
Sergio Molisani, Unicredit

So 37% is a reliable guideline?

Dario Scaffardi
About 37% is reliable on a yearly basis.
Sergio Molisani, Unicredit

Thank you.
Dario Scaffardi

On the processing contracts in the second part of the year we will sit down with a couple of contractors which account for about 15 to 20% of our runs and we shall see if there are conditions to renew or not but on the subject of our processing I want to be very clear and this moment in the market we have an enormous number of requests for processing deals which we are refusing. As we've mentioned before we are extremely selective in the type with the customers and with the type of processing contracts that we actually underwrite so there are many crude oil suppliers in the market which are long of crude and which are actively seeking for contractual homes for their crude and a processing contract is a very efficient way of disposing of crude but that is not the reason by which we are willing to give up our refinery margin which is our core business unless we have some very, very sound reasons to do so and that is a first class partner to which undertake this type of contract and also the type of crude oil and the type of products in which they’re interested are what we specifically need to optimise our runs. So the situation is fluid but by no means make the assumption that there is not demand for processing contracts, quite the opposite the demand is there not because of high margins and it’s not because somebody wants to make money through the refining margin but people want to have homes for crude.
Sergio Molisani, Unicredit

I'm sorry to bother you again can you give us roughly speaking the minimum level that current processing contracts are guaranteeing I don’t know three to four US dollars per barrel?
Dario Scaffardi

No, no I think this is privileged information so please excuse me if I don’t want to specifically mention what are the levels. 
Sergio Molisani, Unicredit

Okay thank you.
Closing Comments

Massimo Vacca


So ladies and gentlemen thank you very much for your time this evening and for your questions and for your attention. We look forward to talking to you again for the next conference call. Thank you very much. Goodbye. 
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