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Backlog, margin improvement and profit guidance
support our positive stance
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Price Target: €23.00

e Saipem’s 4Q net income of €118m was well ahead of the €100m Integrated Oils - Europe

market consensus. EPS of €0.27 was up 13% g/q and 114% yly.
The dividend was raised 53% to €0.29/share, giving a 1.5% yield.

Strong margin improvement. In our view the key feature of 4Q
results was a sharp improvement in overall EBIT margin to 8.5%
vs 7.5% in 3Q. This was driven by a jump in onshore margins to
5.5% vs 3.6% in 3Q, a much faster improvement from the
integration of Snamprogetti than we had expected.

Backlog bodes well. Saipem’'s backlog reached a record of
€13.2bn at end-4Q vs €12.8bn at end-3Q, with particularly strong
g/g growth from offshore drilling. Furthermore, management
highlighted another €1.5bn of new orders so far in 2007.

Good growth guidance. Management’ s initial guidance for 2007
is for revenues of at least €9bn (+20%) and growth in net income
of at least 20%, implying income of over €460m (€1.04/share).

Estimates. we have raised our revenue estimates dightly, but our
EPS changes are broadly neutral (see p2). We are confident in our
O7E projections given that our forecast EBIT margin of 8.3% is
below the 4Q actual, and not much above the 2H06 average.

Target priceraised to €23/share. Saipem remains our top pick in
the European Services sector and we see nothing in the latest
newsflow to change this view. We have raised our multiple-based
year-end price target to €23/share from €22 (see p2) and see good
prospective catalysts in several forthcoming West African
deepwater awards in 1HO7.

Gordon Gray"®
(44-20) 7325-1570
gordon.m.gray@jpmorgan.com

Tao Ly
(44-20) 7325 6292
tao.sp.ly@jpmorgan.com

Ross R McCormick
(44-20) 7325 5977
ross.r.mccormick@jpmorgan.com

Jeneiv Shah, CFA
(44-20) 7325-9482
jeneiv.a.shah@jpmorgan.com

Price Performance

21

15 T T T T
Feb-06 May-06 Aug-06 Nov-06 Feb-07

YTD -1IM -3M -12M

Absolute0.6% 7.3% 3.9% 24.0%
Source: RIMES, Reuters.

Specialist Sales advice:
Hamish Clegg

(44-20) 7325-0878
hamish.w.clegg@jpmorgan.com

Saipem (SPMI.MI;SPM IM)

2005A 2006E 2007E 2008E 2009E Company Data

Adj. EPS FY (€) 0.58 0.92 1.13 1.41 1.64 Price (€) 20.22
Cash EPS FY (€) 1.14 1.39 1.73 2.07 2.33 Date Of Price 21 Feb 07
Dividend (Gross) FY (€) 0.15 0.18 0.20 0.21 0.24 52-week Range (€) 21.33-13.85
Revenue FY (€ mn) 4,528 7,505 9,002 10,047 11,315 Mkt Cap (€ bn) 9.1
EBITDA FY (€ mn) 561 810 1,003 1,197 1,337 Fiscal Year End Dec
EBIT FY (€ mn) 366 614 751 924 1,051 Shares O/S (mn) 450
EBIT margin FY 8.1% 8.2% 8.3% 9.2% 9.3%

Net Attributable Income 255 406 497 624 724

FY (€ mn)

Adj PIE FY 349 22.0 17.9 14.3 12.3

EVICF FY 24.26 14.75 11.92 9.99 8.94

Source: Company data, Reuters, JPMorgan estimates.

J.P. Morgan Securities Ltd.

See page 3 for analyst certification and important disclosures, including investment banking relationships.
JPMorgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm
may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in
making their investment decision.
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Table 1: Saipem, adjusted EPS

changes, 2007-09E (€)

2007E  2008E  2009E
Adj. EPS
Current 113 141 1.64
Previous 1.10 143 1.64
Change 3% -1% 0%

Source: JPMorgan estimates.
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Investment view

Saipem remains our top pick among the European Oil Services stocksin our
coverage. We discussed our investment view on Saipem in a comprehensive report
published in October (Strong growth catalysts - upgrading to overweight, 19/10/06).
We find nothing in the latest results or company outlook to alter this view.

There are four main reasons for our positive view:

=  Exposureto what we see as the two strongest areas of industry spend over
the next few years: deepwater developments and LNG liquefaction. Asan
integrated player, Saipem is arguably less cyclical than other niche players.

=  Three new major pieces of capex that we think will materially affect
earnings from 2008 onwards: the Gimboa FPSO, the Scarabeo 8 semi-
submersible drilling unit, and a new coldwater pipelay vessel.

=  Further scope for margin progression from involvement in LNG
liquefaction in the future via Snamprogetti. In Offshore Construction too,
the larger size of projectsin backlog compared to smaller playersaso
means that higher margins (such as SURF, 12-13%) will naturally take
longer to feed through to earnings.

= A significant increase to revenues and margins in offshore construction due
to our view of Saipem’s prospects for success in astring of projectsto be
awarded in deepwater West Africain 2007.

EPS changes

We have made minor changes to our EPS estimates, which result in a 3% increase to
2007E but negligble changes thereafter. Beyond 2007, higher revenue projections are
largely offset by the effect of higher capex on forecast debt levels.

Valuation

On our estimates, Saipem trades at a 2008E P/E of below 14x, which is the cheapest
multiple in our European coverage and close to 15% below Technip. The shares
P/CF ratio of 9.4x 08E is aso below the sector and Technip (10.1x) but Saipemis
more expensive than Technip on EV/CF (11.0x vs 8.7x) due to its much higher
balance sheet leverage.

Target priceraised from €22/shareto €23/share

We have raised our year end 2007 target price to €23/share to reflect increasing
confidence in our estimates and as a result, where we think Saipem should trade vs
its peers. Thistarget is based on a 2008E P/CF multiple on around parity with
Technip, which would be equivalent to around a 5% P/E discount. This|ooks
undemanding to usin view of Saipem’s superior record of project delivery.

Risksto our rating and target price: in our view the main generic risks are from a
genera downturn in capital expenditurein the oil and gas industry, and political
instability in key areas of operations such asthe Middle East or West Africa. Specific
risks could come from failure to secure offshore West African contract wins this
year, or amore general slow-down in the backlog trend.

Quarterly comments: please see our earlier note for more detailed comment



http://pull.jpmorgan-research.com/cgi-bin/pull/DocPull/1-D93C/45341521/Saipem_upgrade_to_OW_191006.pdf
http://pull.jpmorgan-research.com/cgi-bin/pull/DocPull/1-8DB0/45339951/Saipem_21_02_07.pdf
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Analyst Certification:

The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst coversin this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst(s) in this report.

Important Disclosures

e Market Maker/ Liquidity Provider: JPMSL and/or an affiliate is amarket maker and/or liquidity provider in Saipem.
e Client of the Firm: Saipem is or wasin the past 12 months a client of JPMSI.
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Source: Reuters and JPMorgan; price data adjusted for stock splits and dividends.

This chart shows JPMorgan's continuing coverage of this stock; the current analyst may or may not have covered it over
the entire period. As of Aug. 30, 2002, the firm discontinued price targets in all markets where they were used. They
were reinstated at JPMSI as of May 19th, 2003, for Focus List (FL) and selected Latin stocks. For non-JPMSI covered
stocks, price targets are required for regional FL stocks and may be set for other stocks at analysts' discretion.
JPMorgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

Explanation of Equity Research Ratings and Analyst(s) Cover age Univer se:

JPMorgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average tota return of the stocks in the analyst’s (or the analyst’steam’s) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocksin the analyst’s (or the analyst’steam’s)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocksin the analyst’s (or the analyst’ s team’ s) coverage universe.] The analyst or analyst’s team’ s coverage universe is the sector
and/or country shown on the cover of each publication. See below for the specific stocksin the certifying analyst(s) coverage universe.

Coverage Universe: Gordon Gray: BG Group (BG.L), BP (BP.L), CEPSA (CEP.MC), ENI (ENI.MI), ERG (ERG.MI), John Wood
Group (WG.L), Neste Oil (NES1V.HE), Norsk Hydro (NHY.OL), OMV (OMVV.VI), Repsol-Y PF (REP.MC), Roya Dutch Shell A
(RDSa.L), Royal Dutch Shell B (RDSh.L), SBM Offshore (SBMO.AS), Saipem (SPMI1.MI), Saras Spa (SRS.MI), Statoil (STL.OL),
Technip (TECF.PA), Total (TOTF.PA)
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JPMorgan Equity Resear ch Ratings Distribution, as of December 29, 2006
Overweight Neutral  Underweight

(buy) (hold) (sell)

JPM Global Equity Research Coverage 2% 41% 17%
IB clients* 45% 47% 36%
JPMSI Equity Research Coverage 37% 48% 15%
IB clients* 63% 57% 47%

*Percentage of investment banking clientsin each rating category.
For purposes only of NASD/NY SE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating fallsinto a hold
rating category; and our Underweight rating fallsinto a sell rating category.

Valuation and Risks: Please see the most recent JPMorgan research report for an analysis of valuation methodology and risks on any
securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on the
front of this note or your JPMorgan representative.

Analysts Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which
include revenues from, among other business units, Institutional Equities and Investment Banking.

Other Disclosures

Optionsrelated research: If the information contained herein regards options related research, such information is available only to persons who
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Characteristics and Risks of
Standardized Options, please contact your JPMorgan Representative or visit the OCC’s website at

http://www.opti onscl earing.com/publicationg/risks/riskstoc.pdf .

L egal Entities Disclosures

U.S.: PM S| isamember of NY SE, NASD and SIPC. J.P. Morgan Futures Inc. isamember of the NFA. J.P. Morgan Chase Bank, N.A. isa
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JIPMSL) isa
member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. South Africa: J.P. Morgan Equities
Limited isamember of the Johannesburg Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific)
Limited (CE number AAJ321) is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong.
Korea: J.P. Morgan Securities (Far East) Ltd, Seoul branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan
Australia Limited (ABN 52 002 888 011/AFS Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61
003 245 234/AFS Licence No: 238066) is a Market Participant with the ASX and regulated by ASIC. Taiwan: JP.Morgan Securities (Taiwan)
Limited is a participant of the Taiwan Stock Exchange (company-type) and regulated by the Taiwan Securities and Futures Commission. India:
J.P. Morgan India Private Limited is a member of the National Stock Exchange of India Limited and The Stock Exchange, Mumbai and is
regulated by the Securities and Exchange Board of India. Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange
of Thailand and is regulated by the Ministry of Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities
Indonesiais amember of the Jakarta Stock Exchange and Surabaya Stock Exchange and is regulated by the BAPEPAM. Philippines. This report
is distributed in the Philippines by J.P. Morgan Securities Philippines, Inc. Brazil: Banco J.P. Morgan S.A. is regulated by the Comissao de
Valores Mobiliarios (CVM) and by the Central Bank of Brazil. Japan: This material is distributed in Japan by JPMorgan Securities Japan Co.,
Ltd., which isregulated by the Japan Financial Services Agency (FSA). Singapore: This material isissued and distributed in Singapore by J.P.
Morgan Securities Singapore Private Limited (JPMSS) [mica (p) 069/09/2006 and Co. Reg. No.: 199405335R] which is a member of the
Singapore Exchange Securities Trading Limited and is regulated by the Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank,
N.A., Singapore branch (JPMCB Singapore) which is regulated by the MAS. Malaysia: This material isissued and distributed in Malaysia by
JPMorgan Securities (Malaysia) Sdn Bhd (18146-x) which is a Participating Organization of Bursa Maaysia Securities Bhd and islicensed as a
dealer by the Securities Commission in Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd isamember of the Karachi Stock Exchange
and regulated by the Securities and Exchange Commission of Pakistan.

Country and Region Specific Disclosures

U.K. and European Economic Area (EEA): Issued and approved for distribution in the U.K. and the EEA by JPMSL. Investment research
issued by JPMSL has been prepared in accordance with JPMSL’ s Policies for Managing Conflicts of Interest in Connection with Investment
Research which can be found at http://www.jpmorgan.com/pdfdoc/research/ConflictM anagementPolicy.pdf. This report has been issued in the
U.K. only to persons of akind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2001 (all such persons being referred to as "relevant persons'). This document must not be acted on or relied on by persons who are not
relevant persons. Any investment or investment activity to which this document relates is only available to relevant persons and will be engaged
in only with relevant persons. In other EEA countries, the report has been issued to persons regarded as professional investors (or equivalent) in
their home jurisdiction Germany: This material is distributed in Germany by J.P. Morgan Securities Ltd. Frankfurt Branch and JPMorgan Chase
Bank, N.A., Frankfurt Branch who are regulated by the Bundesanstalt fiir Finanzdienstleistungsaufsicht. Australia: Thismaterial isissued and
distributed by JPMSAL in Australiato “wholesale clients’ only. JPMSAL does not issue or distribute this materia to “retail clients.” The
recipient of this material must not distribute it to any third party or outside Australia without the prior written consent of JPMSAL. For the
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purposes of this paragraph the terms “wholesale client” and “retail client” have the meanings given to them in section 761G of the Corporations
Act 2001. Hong Kong: The 1% ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the
Hong Kong Code of Conduct for persons licensed by or registered with the Securities and Futures Commission. (For research published within
thefirst ten days of the month, the disclosure may be based on the month end data from two months’ prior.) J.P. Morgan Broking (Hong Kong)
Limited isthe liquidity provider for derivative warrants issued by J.P. Morgan International Derivatives Ltd and listed on The Stock Exchange of
Hong Kong Limited. An updated list can be found on HKEx website: http://www.hkex.com.hk/prod/dw/Lp.htm. Korea: Thisreport may have
been edited or contributed to from time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch. Singapore: JPMS| and/or its
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for sdle. New Zealand: Thismaterial isissued and distributed by JPMSAL in New Zealand only to persons whose principa businessisthe
investment of money or who, in the course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute
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not distribute it to any third party or outside New Zealand without the prior written consent of JPMSAL.
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updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other
publicly available information. Clients should contact analysts and execute transactions through a JPMorgan subsidiary or affiliate in their home
jurisdiction unless governing law permits otherwise.

Revised January 30, 2007.

Copyright 2007 JPMorgan Chase & Co. All rightsreserved. Thisreport or any portion hereof may not be reprinted, sold or
redistributed without the written consent of JPM or gan.



Gordon Gray European Equity Research JPMorgan “'
(44-20) 7325-1570 21 February 2007 -
gordon.m.gray@jpmorgan.com



	Investment view
	EPS changes
	Valuation
	Target price raised from €22/share to €23/share


