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Income statement

(€ million) 2009 (*) 2010 2011 Change Change %
Core business revenue 2,438 3,475 3,539 64 1.8
Other revenue and income 30 33 66 33 100.0
Total revenue 2,468 3,508 3,605 97 2.8
Total revenue net of IFRIC 12 (**) 2,468 3,159 3,245 86 2.7
Operating costs (***) (581) (968) (993) (25) 26
Operating costs net of IFRIC 12 (**) (581) (619) (633) (14) 23
EBITDA 1,887 2,540 2,612 72 2.8
Depreciation, amortisation and impairment losses (613) (678) (654) 24 (3.5)
EBIT 1,274 1,862 1,958 96 5.2
Net financial expense (217) (2771) (313) (42) 15.5
Net income from equity investments 22 47 51 4 85
Profit before taxes 1,079 1,638 1,696 58 3.5
Income taxes (347) (532) (906) (374) 70.3
Net profit (****) 732 1,106 790 (316) (28.6)
Adjusted net profit (****) 732 1,106 978 (128) (11.6)

(*)
()

(***)

The 2009 results include the impact of consolidating Italgas and Stogit from 30 June 2009, the date the acquisition transaction was completed.
The application of international accounting standard IFRIC 12 “Agreements for service concession arrangements”, in force from 1 January 2010, has not had any effect on the consolidated
results, except for the recording, in equal measure, of revenue and costs related to the construction and expansion of distribution infrastructures (€349 and €360 million, respectively, in

Operating costs include the items “Purchases, services and other costs” and “Personnel expense” of the income statement included in the consolidated financial statements.

(****) Net profit is attributable to Snam.

Net profit

Net profit achieved in 2011 amounted to €790 million, a decrease of €316 million, equal to 28.6%,
compared with 2010. This reduction was due to an increase in income taxes (€374 million) mainly
following the higher tax charge (€344 million, of which €169 million of higher current taxes and €175
million of higher deferred taxes, essentially from the adjustment of deferred tax at 31 December 2010)
due to the application of the additional IRES (Robin Hood Tax) to the natural gas transportation and
distribution business segments. The reduction was also affected by increased net financial expenses
(-€42 million) essentially following the increased cost of debt (3.1% in 2011 compared with 2.9% in
2010) and the higher average debt in the period. These effects were partially offset by the increase in
EBIT (+€96 million).

The application of the Robin Hood Tax resulted in a significant increase in the consolidated tax rate, equal
to 53.4%, including the effect resulting from the one-off adjustment of deferred tax at 31 December
2010 (32.5% in 2010).
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Reconciliation of net profit with adjusted net profit

The management of Snam evaluates Group performance based on adjusted earnings, obtained by
excluding special items from reported profit.

The income components classified as special items exclusively relate to the adjustment of deferred
tax at 31 December 2010 for companies operating in the natural gas transportation and distribution
business segments, for which, starting from 2011, an additional IRES of 10.5% is applied for three years
(2011, 2012 and 2013) before moving to an additional corporate income tax rate of 6.5% in 2014.

The adjustment of deferred tax at 31 December 2010 resulted in €188 million of higher income taxes.
This cost, classified among the special items, was therefore excluded from the adjusted net profit.
Income entries are classified as special items, if material, when: (i) they result from non-recurring events
or transactions or from events which do not occur frequently in the ordinary course of business; or (i)
they result from events or transactions which are not representative of the normal course of business.
The tax rate applied to the items excluded from the calculation of adjusted income is determined on the
basis of the nature of each revenue item subject to exclusion.

Adjusted profit is not envisaged by the IFRS or by the US GAAP accounting standards. The management
consider that this performance metric allows for analysis of the trends of the businesses, yielding better
comparability of the results.

The following table shows the reconciliation of net profit with adjusted net profit.

(€ million) 2009 2010 2011 Change Num. Change %
Profit before taxes 1,079 1,638 1,696 58 3.5
Income taxes (347) (532) (906) (374) 70.3
Tax rate (%) 32.2 32.5 534 20.9 64.3
- of which Robin Hood Tax total effects (344) (344)

Reported net profit 732 1,106 790 (316) (28.6)
Excluding Special items:

- One-off adjustment of deferred tax at 31.12.2010 188 188

Income taxes (*) (347) (532) (718) (186) 35.0
Adjusted Tax Rate (%) 322 32.5 42.3 9.8 30.2
Adjusted net profit 732 1,106 978 (128) (11.6)

(*)  Excluding special items.

Adjusted net profit in 2011, which excludes special items, amounted to €978 million, a fall of €128
million, or 11.6%, compared with 2010. The decrease is due to: (i) higher income taxes (-€186 million)
following the application of the additional IRES (€156 million, of which €169 million in additional
current taxes and €13 million in lower deferred taxes); and (ii) an increase in net financial expenses
(€42 million), attributable to the higher cost of debt and higher average debt for the period. These
effects were partially offset by the increase in EBIT (+€96 million).

The adjusted tax rate, calculated as the ratio between taxes net of special items and pre-tax profit, was
42.3% (32.5% in 2010).
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TOTAL REVENUE

(€ million) 2009 2010 2011 Change Change %
Core business revenue 2,438 3,475 3,539 64 1.8
Business segments

Transportation 1,865 1,929 1,945 16 0.8
Regasification 36 35 34 (1) (2.9)
Storage 161 355 372 17 4.8
Distribution 406 1,233 1,297 64 5.2
- of which effects of IFRIC 12 349 360 11 3.2
Consolidation adjustments (30) (77) (109) (32) 416
Other revenue and income 30 33 66 33 100.0
Total revenue 2,468 3,508 3,605 97 2.8

Core business revenue generated in 2011 (€3,539 million) rose by €64 million, 1.8% above the 2010
figure and by €53 million, or 1.7%, net of the effects of applying IFRIC 12 (€360 and €349 million, in
2011 and 2010 respectively). The increase is due to the greater revenue recorded in all of the primary
segments of operation.

Revenue from transportation’ (€1,945 million) mainly includes payments for the natural gas
transportation service (€1,867 million) and chargebacks to subsidiaries of the costs incurred for providing
services carried out centrally by Snam Rete Gas S.p.A. (€62 million).

The increase by €16 million is due primarily to the greater chargebacks to subsidiaries of costs for services
provided (+€23 million), deriving from the situation where, following the corporate restructuring of the
previous period effective from 1 April 2010, the chargeback of costs for services conducted in 2010 refer
to the period from 1 April to 31 December. This increase was partly offset by the reduction in revenue
from transportation (€6 million) due to the additional revenue (€55 million) recorded in the previous
year, deriving from the recognition by the Electricity and Gas Authority of the additional expenses
incurred for the acquisition of fuel gas in the period from 1 October 2008 to 31 December 2009 . Net
of this effect, transportation revenue recorded an increase of €49 million, equal to 2.7%, essentially
attributable to the contribution of investments made in 2009 (+€100 million), whose effects were
partly absorbed by the tariff updating (-€52 million) and by lower volumes of gas transported (-€15
million) following a reduced demand for natural gas in Italy. Higher revenue from tariff components
offset in costs (+€13 million) also contributed to the increase in transportation revenue.

12 Core business revenue by business segment is reported before consolidation adjustments.
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Revenue from transportation (€1,867 million) is analysed below by user with indication of the primary

users.
(€ million) 2009 2010 2011 Change Change %
Eni 934 742 862 120 16.2
Enel Trade 245 256 275 19 7.4
Other 734 862 965 103 11.9
Adjustment of revenue and penalties (47) (17) 47 64
Additional fee to cover the greater charges for the purchase of gas 34 55 (55) (100.0)
GS, and RE, fees as provided for by Resolutions ARG/com 93/10
and ARG/gas 177/10 (¥) (245) (245)
Interruptibility fee as per Resolution 277/07 (42) (23) (35) (12) 52.2
Regional network transportation fee as per Resolution 45/07 -
Equalisation (10) ) (2)

1,848 1,873 1,867 (6) (0.3)

(*)  Electricity and Gas Authority Resolutions ARG/com 93/10 and ARG/gas 177/10 introduced, with effect from 1 January 2011, the accessory tariff components GST and RET, intended to
finance, respectively, the "Account to offset subsidised tariffs for disadvantaged gas customers” (GS Account) and the “Fund for calculating and implementing energy savings and developing
renewable sources in the natural gas sector” (RE Account). Amounts collected from Snam Rete Gas are paid to the Electricity Equalisation Fund.

Revenue from the regasification segment (€34 million) refers to LNG regasification service (€23 million;
€24 million in 2010) done at the Panigaglia (SP) LNG terminal and to the chargebacks of expenses
relating to the natural gas transportation service provided by Snam Rete Gas S.p.A. (€11 million; same
amount in 2010).

Revenue from natural gas storage segment refers to storage services, (€372 million', of which €303
million and €66 million relate to modulation storage and strategic storage respectively). The increase of
€17 million for the 2010 period is essentially due to greater storage revenues (+€23 million) following
the contribution of investments made in 2009 (+€29 million) and the volumes of gas transported (+€6
million), whose effects were partly absorbed by the tariff updating (-€15 million).

Revenue from the natural gas distribution segment of €1,297 million mainly relates to fees for the
natural gas distribution service (€1,263 million) and revenue pursuant to IFRIC 12 generated by the
construction and upgrading of distribution infrastructure associated with the concession agreements
(€360 million). The increase by €53 million, net of the impact of IFRIC 12, is due primarily to the
acknowledgement, by the Electricity and Gas Authority, of the greater natural gas distribution revenue
for the thermal years 2005-2006 to 2007-2008' (€32 million) and the impact (20 million) of applying
the ‘gradual’ mechanism introduced by the Electricity and Gas Authority through Resolution 79/09 of
1 June 2009%.

13 Storage revenue includes revenue from the User balancing service — extra supply point fee — pursuant to the Electricity and
Gas Authority Resolutions ARG/gas 165/09 and ARG/gas 119/10.

14 For further information see the section “Regulation - Resolution ARG/gas 119/11" of this report, for the natural gas distri-
bution business segment.

15 In particular, with this resolution which amended the tariff criteria in effect under prior Resolution 159/08, the Authority
introduced a gradual increase in the amortised tariff component for the new regulatory period, which is in addition to that
already provided for returns on invested capital.
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(€ million) 2009 2010 2011 Change Change %
Regulated business revenue 2,423 3,442 3,522 80 23
Transportation 1,848 1,873 1,870 (3) (0.2)
Regasification 21 24 23 (m (4.2)
Storage 147 326 338 12 3.7
Distribution 407 1,219 1,291 72 5.9
- of which effects of IFRIC 12 349 360 11 3.2
Revenue from non-regulated activities 45 66 83 17 25.8

2,468 3,508 3,605 97 2.8

Regulated business revenue (€3,522 million, net of consolidation adjustments) relates to transportation
(€1,870 million), distribution (€1,291 million; €931 million net of the effects of IFRIC 12), storage

(€338 million) and regasification (€23 million).

Revenue from non-regulated activities (€83 million, net of consolidation adjustments) mainly

comprises: (i) technical services (€26 million) relating essentially to the natural gas distribution

business segment; (ii) capital gains on transfers of assets (€17 million); (iii) income from the leasing and

maintenance of fibre-optic telecommunications cables (€10 million); and (iv) income from resolving

contractual disputes (€10 million)'; and (vi) income from property investments (€5 million).

OPERATING COSTS

(€ million) 2009 2010 2011 Change Change %
Business segments
Transportation 399 343 387 44 12.8
Regasification 27 24 23 (1 (4.2)
Storage 38 63 64 1 1.6
Distribution 147 640 633 @) (1.1)
- of which effects of IFRIC 12 349 360 11 3.2
Consolidation adjustments (30) (102) (114) (12) 11.8
581 968 993 25 2.6

Operating costs (€993 million) increased by €25 million, equal to 2.6%, compared with 2010.

Excluding the effects of applying IFRIC 12, operating costs are increased by €14 million compared with
2010, equal to 2.3%.

16 For more information see Note 28 “"Guarantees, commitments and risks”, in the Notes to the consolidated financial statements.
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OPERATING COSTS — REGULATED AND NON-REGULATED ACTIVITIES

(€ million) 2009 2010 2011 Change Change %
Regulated business costs 567 942 967 25 3
Controllable fixed costs 352 465 456 9) (1.9)
Variable costs 117 19 18 (m (5.3)
Other costs 98 458 493 35 7.6
- of which effects of IFRIC 12 349 360 11 32
Non-regulated business costs 14 26 26
581 968 993 25 2.6
Regulated business operating costs
Controllable fixed costs' amounted to €456 million, a reduction of €9 million, or 1.9%, compared to
2010 as a result of efficiency measures taken, which have allowed the target of approximately €80
million in savings, compared to 2008 in real terms and on the same business perimeter, to be achieved
one year ahead of schedule.
Other costs, of €493 million, mainly consist of the costs of construction and upgrading of distribution
infrastructures (€360 million), entered pursuant to IFRIC 12, and expenses offset in income primarily
relating to connection costs (€47 million). Net of the effects of IFRIC 12, other costs amounted to €133
million, up €24 million, equal to 22%, from 2010 due primarily to the greater expenses for legal disputes
(€30 million).
The following table shows the workforce in service at 31 December 2011 (6,112 people) by business
segment and professional status:
(number) 2009 2010 2011 Change Change %
Business segments
Transportation 2,254 2,636 2,755 119 4.5
Regasification 87 70 74 4 5.7
Storage 301 279 278 (1) (0.4)
Distribution 3,545 3,119 3,005 (114) 3.7
6,187 6,104 6,112 8 0.1
(number) 2009 2010 2011 Change Change %
Professional status
Executives 121 116 118 2 1.7
Managers 493 508 544 36 7.1
Office workers 3,320 3,243 3,277 34 1.0
Manual workers 2,253 2,237 2,173 (64) (2.9)
6,187 6,104 6,112 8 0.1

17 Please refer to the "Glossary” in this report for the definition of controllable fixed costs.
18 The reduction was €42 million compared with the combined 2008 controllable fixed costs (€458 million).
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DEPRECIATION, AMORTISATION AND IMPAIRMENT LOSSES

(€ million) 2009 2010 2011 Change Change %

Depreciation 613 668 663 (5) (0.7)

Business segments

Transportation 499 430 435 5 1.2
Regasification 4 4 5 1 25.0
Storage 35 76 56 (20) (26.3)
Distribution 75 158 167 9 5.7
Impairment losses (Recovery of value) 10 (9) (19) (190.0)

613 678 654 (24) (3.5)

Depreciation, amortisation and impairment losses (€654 million) fell by €24 million compared with
2010, due to: (i) lower amortisation and depreciation recorded in the storage segment (€20 million)
on the estimated (discounted) costs of dismantling storage sites', and is attributable to the adjustment,
as of 1 January 2011 with prospective effect, of the timing of expenditure relating to the dismantling
and restoration of the sites; (ii) the recovery of value (€9 million) on some impaired assets in the
distribution segment (€10 million) in 2010. These factors were partially offset by higher amortisation
and depreciation in the natural gas transportation (+€5 million) and distribution (+€9 million) segments,
due mainly to the entry into service of new infrastructure.

(€ million) 2009 2010 2011 Change Change %

Business segments

Transportation 974 1,185 1,137 (48) (4.7)

Regasification 5 7 7

Storage 92 218 255 37 17.0

Distribution 203 455 559 104 22.9

Elimination of profit on stock (3) 3 (100.0)
1,274 1,862 1,958 96 5.2

19 The current value of such costs is initially capitalised together with the cost of related activities as a counter-entry to spe-
cific provisions. It is charged to the income statement through amortisation.
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EBIT in 2010 amounted to €1,958 million, an increase of €96 million, or 5.2%, compared with 2010.
The increase is due primarily to the performances recorded by the following segments:

Distribution (+€104 million; +22.9%). This increase was due mainly to: (i) increased revenue
through the natural gas transmission service (+€55 million); (i) the increase in other revenue and
income (+€23 million), mainly following higher capital gains from the sale of plants transferred to
municipalities granting the natural gas distribution service (+€12 million); (iii) lower operating costs
(+€18 million, net of the effects of IFRIC 12) essentially due to the reduction in expenses for early
retirement incentives (+€17 million); and (iv) lower depreciation, amortisation and impairment
losses (+€10 million) following recovery of value (€9 million) of some impaired assets in 2010 (€10
million), partly offset by the increase in depreciation and amortisation in the period;

Natural gas storage (+€37 million; +17.0%). This increase was mainly due to increased storage
revenue (+€23 million), the operating efficiency, and the reduction in depreciation and amortisation
(+€20 million) on discounted estimated costs to be incurred when the storage sites are dismantled.
These effects are partly absorbed by less income (-€3 million, net of the cost of gas sold) from the
sale, in 2010, of some strategic gas no longer required for the provision of storage services;
Transportation (-€48 million; -4.1%). This reduction was mainly due to: (i) the increase in operating
costs (€27 million, net of the components offset in revenue), essentially following increased
expenses for legal disputes (€37 million) due to provisions for risks (€9 million) in view of use
recorded in the previous financial year (€10 million), and the unfavourable outcome of disputes
concluded during the year (-€18 million); and (ii) lower transportation revenue (~€19 million net of
components which were offset in costs).

ROl was 11.8% (11.7% in 2010).

NET FINANCIAL EXPENSE

(€ million) 2009 2010 2011 Change Change %
Financial expense related to net financial debt 166 188 262 74 39.4
- Charges on short- and long-term financial debt 166 188 262 74 39.4
Loses (Gains) on derivative contracts 66 102 69 (33) (32.4)
- Adjustment to fair value 2
- Difference in interest accrued in the period 64 102 69 (33) (32.4)
Other net financial expense 9 18 19 1 5.6
- Accretion discount i 15 12 (3) (20.0)
- Other net financial (income) expense () 3 7 4 133.3
Financial expense capitalised (24) (37) (37)

217 271 313 42 15.5

Net financial expense (€313 million) increased by €42 million compared with 2010, following the

higher cost of borrowing, which went from 2.9% in 2010 to 3.1% in 2011, and the higher average debt

for the period.

Financial expense of €37 million was capitalised in 2011 (same amount in 2010).
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The table below illustrates net income from equity investments (€51 million):

(€ million) 2009 2010 2011 Change Change %
Equity method valuation effect 21 47 45 (2) (4.3)
Capital gains from sale of equity investments 3 4 4
Net other income (expense) () 2 2

22 47 51 4 8.5

Net income from equity investments (€51 million) comprised: (i) the share of the net results for the

period of equity-accounted investments in the natural gas distribution segment (€45 million) primarily

related to the associates Azienda Energia e Servizi Torino S.p.A. (€24 million) and Toscana Energia S.p.A.
(€15 million); and (ii) the capital gain (€4 million) from the transfer of 34.67% of the Italgas holding in

Acqua Campania S.p.A.

INCOME TAXES
(€ million) 2009 2010 2011 Change % change %
Current taxes 402 616 786 170 27.6
(Prepaid) deferred taxes
Deferred taxes (44) (74) (79) (5) 6.8
Prepaid taxes (11) (10) 11 21
(55) (84) (68) 16 (19.0)
Deferred tax adjustment at 31.12.2010 (special item) 188 188
Tax rate (%) 32.2 325 53.4 20,9 64.3
347 532 906 374 70.3

Income taxes (€906 million) rose by €374 million, or 70.3%, compared with 2010, owing mainly to

higher expenses from applying the Robin Hood Tax to the natural gas distribution and transportation
segments (€344 million, of which €169 million in higher current taxes and €175 million in higher
deferred taxes, owing mainly to the deferred tax adjustment at 31 December 2010).

The tax rate was 53.4%. The difference between the effective tax rate (53.4%) and the theoretical tax
rate (33.0%), equal to 20.4 percentage points, is due mainly to the effects of applying additional IRES
to the natural gas distribution and transportation segments (+20.3%), and to the increased impact of

regional production tax (IRAP) rates applied in certain regions above the normal rate (+0.6%), offset

partially by the effects of valuing equity investments using the equity method (-0.7%).

The adjusted tax rate, calculated as the ratio between taxes for the year net of special items and pre-tax

profit, was 42.3% (32.5% in 2010).

Snam Annual Report 2011

67



68

Annual Report 2011 / Financial review

Reclassified consolidated balance sheet

The reclassified consolidated balance sheet combines the assets and liabilities of the compulsory format

included in the annual report and the half-year report based on how the business operates, usually split

into the three basic functions: investment, operations and financing.

Management believes that this format presents useful additional information for investors as it allows

identification of the sources of financing (equity and third-party funds) and the application of such

funds for fixed and working capital.

Management uses the reclassified consolidated balance sheet to calculate the key profitability ratios

(ROI and ROE).

RECLASSIFIED CONSOLIDATED BALANCE SHEET (*)

(€ million) 31.12.2010 31.12.2011 Change
Fixed capital 17,972 18,778 806
Property, plant and equipment (**) 13,533 14,053 520
Compulsory inventories 405 405
Intangible assets 4,262 4,444 182
Equity investments 319 319
Financial receivables held for operations 2 2
Net payables for investments (549) (445) 104
Net working capital (**) (1,625) (1,698) (73)
Provisions for employee benefits (105) (107) (2)
Assets held for sale and directly related liabilities 15 16 1
NET INVESTED CAPITAL 16,257 16,989 732
Shareholders’ equity (including minority interests)
- attributable to Snam 5915 5,791 (124)
- attributable to minority interests 1 1

5,916 5,792 (124)
Net financial debt 10,341 11,197 856
COVERAGE 16,257 16,989 732

(*)  Please see the paragraph below for the reconciliation of the reclassified consolidated balance sheets with the legally-required format.

(**) The pseudo-working gas present in the storage fields that can no longer be supplied to users is classified under the item “Property, plant and equipment”. The corresponding value at 31

December 2010 (€294 million) was reclassified from “Net working capital” to “Fixed capital — Property, plant and equipment”.

Fixed capital (€18,778 million) rose by €806 million compared with 31 December 2010, owing
essentially to the change in property, plant and equipment (+€520 million) and intangible assets

(+€182 million), as well as to the reduction in net debt from investment activities (+€104 million).
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As of 2011, “Property, plant and equipment” includes pseudo-working gas ° which, following technical
studies conducted together with the Ministry for Economic Development (MSE), can no longer be
supplied and reinjected in an annual storage cycle without incurring stability risks for the plants, with an
equivalent value of €294 million, corresponding to 3,632 million cubic metres.

Changes in property, plant and equipment and intangible assets (+€702 million) are analysed below:

Property,

plant and Intangible
(€ million) equipment assets Total
Balance at 31 December 2010 (*) 13,533 4,262 17,795
Investments 1,152 433 1,585
Depreciation, amortisation and impairment losses (487) (167) (654)
Transfers, eliminations and divestments (18) (37) (55)
Other changes (127) (47) (174)
Balance at 31 December 2011 14,053 4,444 18,497

(*)  Includes the reclassification of the pseudo-working gas present in the storage plants.

Other changes (€174 million) relate essentially to: (i) the impact of adjusting the timing of expenditure
relating to estimated charges for storage site dismantling and restoration in line with the maximum
duration of the concessions (€135 million); and (i) grants for the period (-€70 million). The effects of
these changes have partly been offset by the change in stock of pipes and related accessory materials
purchased for investment purposes and not yet used in the construction of facilities (+€21 million).

INVESTMENTS

(€ million) 2010 2011

Business segments

Transportation 902 892
Regasification 3 B
Storage 252 296
Distribution 386 394
Elimination of profit on stock 3)

Investments 1,540 1,585

Investments in 2011, totalling €1,585 million?' (€1,540 million in 2010), relate to the natural gas
transportation (€892 million), distribution (€394 million), storage (€296 million) and regasification
(€3 million) business segments.

20 Working gas can be categorised into: (i) “Working gas that can be supplied”, which is the gas that is injected cyclically and supplied from the storage field
during the course of the storage cycle, i.e. gas which can be made available and reintegrated to be used for the purposes of storage service provision;
and (i) “Pseudo-working gas”, which is the gas in storage that can be likened to cushion gas because it is functional for the use of working gas that can
be supplied and is not subject to allocation to users.

21 Analysis of the investments made by each business segment can be found in the “Business segment operating performance” section of this Report.
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Compulsory inventories
Compulsory inventories, at €405 million (unchanged from 31 December 2010), consist of the
minimum quantities of natural gas that the storage companies are obliged to hold pursuant to
Presidential Decree no. 22 of 31 January 2001. The inventories correspond to approximately 5 billion
standard cubic metres of natural gas, and the total quantity is determined annually by the Ministry of
Economic Development.

Equity investments

The item equity investments (€319 million) includes the valuation of equity investments using the
equity method and refers in particular to the companies Toscana Energia S.p.A. (€155 million), Azienda
Energia e Servizi Torino S.p.A. (€108 million) and ACAM Gas S.p.A. (€48 million).

NET WORKING CAPITAL

(€ million) 31.12.2010 31.12.2011 Change
Trade receivables 777 1,367 590
Inventories (*) 147 235 88
Tax receivables 18 47 29
Other assets 98 133 35
Deferred tax liabilities (853) (901) (48)
Trade payables (468) (556) (88)
Provisions for risks and charges (629) (527) 102
Prepaid income from regulated activities (352) (358) (6)
Derivatives (74) (266) (192)
Tax payables (115) (230) (115)
Other liabilities (174) (642) (468)

(1,625) (1,698) (73)

(*)  Includes the reclassification of the pseudo-working gas present in the storage plants from “Inventories” to “Property, plant and equipment”.

Net working capital (-€1,698 million) decreased by €73 million compared with 2010, owing mainly to:
(i) the increase in other liabilities (-€468 million), due mainly to the effects of the failed reintegration,
under the terms established by the storage code, of the strategic gas used by shippers?? (-€296 million),
to the higher charges from the Electricity Equalisation Fund relating essentially to the repayment of
accessory tariffs for the transportation segment (-€107 million), and to the effects of returning to
users of the transportation service the gas granted by them in kind (€53 million)?; (ii) the reduction
in the fair value of the derivative financial instruments (€192 million), due essentially to the expected

22 The present regulatory and legislative framework (see Resolution ARG/gas 119/10, Article 10, Paragraph 5 in Appendix A)
leaves the storage company in a neutral position with regard to the effects of applying the fees for replenishing strategic gas
reserves, providing for the distribution to users of the benefits/costs of applying the gas replenishment fees after use by the
users. The income from the use of strategic gas by the users has therefore been removed from the income statement, with
a counter-entry made under “Other liabilities”.

23 Resolution ARG/gas 184/09 of the Electricity and Gas Authority defined the method of payment in kind, by users of the
service to the leading transportation company, of the quantities of gas covering fuel gas, network losses and Unaccounted-
For Gas (UFG). Specifically, this resolution provided: (i) for fuel gas, for the introduction of an adjustment mechanism for
differences between the quantities allocated and effective consumption; (i) for network losses, for the introduction of an
adjustment mechanism for the difference between the estimated quantities to be allocated according to the Electricity
and Gas Authority and the actual quantities allocated; and (jii) for Unaccounted-For Gas (UFG), to allocate the differences
between the quantities allocated from users and the actual consumption to the leading transportation company.
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reduction in market interest rates; and (iii) the increase in tax liabilities (-€115 million), owing mainly
to the application of the additional IRES (Robin Hood Tax) for companies operating in the natural gas
transportation and distribution business segments (-€169 million).

These factors were partly offset by: (i) the increase in trade receivables (+€590 million) relating to the
natural gas storage business segment (+€470 million), owing mainly to receivables from the use by
shippers of the strategic gas not replenished under the terms established by the storage code, and to the
natural gas transportation segment (+€113 million), owing essentially to receivables from the balancing
service?!; and (i) the reduction in the provisions for risks and charges (+€102 million), due mainly to a
decrease in provisions for dismantling and restoring storage sites (+€125 million).

Asset held for sale and directly related liabilities

Assets held for sale and directly related liabilities relate to property owned by Italgas (€15 million,
net of environmental provisions for charges relating to restoration work on the property) for which
negotiations for a sale to Eni are ongoing®.

STATEMENT OF COMPREHENSIVE INCOME

(€ million) 2010 2011
Net profit 1,106 790
Other components of comprehensive income
Change in fair value of cash flow hedge derivatives (effective share) 4 (194)
Tax effects of the other components of comprehensive income (*) (1M 73
Total other components of comprehensive income, net of tax effect 3 (121)
Total comprehensive income 1,109 669
attributable to:
- Snam 1,109 669
- Minority interests

1,109 669

)

Includes the effects (€20 million) of adjusting prepaid IRES tax following application of the Robin Hood Tax.

24 In application of Resolution ARG/gas no. 45/11 of the Electricity and Gas Authority, from 1 December 2011, the leading
natural gas transportation company (Snam Rete Gas S.p.A.) takes responsibility for the overall balancing of the natural gas
transportation system, procures the necessary storage resources for covering imbalances for individual users and adjusts the
balance of income statement entries.

25 For information on commitments made by the parties, see Note 28 “Guarantees, commitments and risks - Commitments
deriving from the agreement to purchase Italgas and Stogit from Eni” in the Notes to the consolidated financial statements.
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SHAREHOLDERS' EQUITY

(€ million)
Shareholders’ equity at 31 December 2010 5,916
Increases owing to:
- Comprehensive income for 2011 669
- Other changes 20
689

Decreases owing to:
- Distribution of balance of 2010 dividend (473)
- Distribution of interim 2011 dividend (338)
- Other changes @)

(813)
Shareholders’ equity including minority interests at 31 December 2011 5,792
attributable to:
- Snam 5,791
- Minority interests 1

5,792

Other changes (+€18 million) relate essentially to: (i) the equity adjustment to Snam as a result of the
purchase agreements with Eni for Italgas and Stogit (+€12 million); and (i) the exercise of 1,986,600
stock option plans by Snam managers (+€7 million).

At 31 December 2011, Snam Rete Gas had 192,553,051 treasury shares® (compared with 194,184,651
at 31 December 2010), equal to 5.39% of the share capital. Their market value at 31 December 2011
was €653 million?’.

Information about the individual equity items and changes therein compared with 31 December 2010 is
given in Note 27 to the consolidated financial statements, “Shareholders’ Equity”.

26  Information on treasury shares held at 31 December 2011 can be found in the “Other information - Treasury shares held by
the Company and by subsidiaries” section of this Report.

27  Calculated by multiplying the number of treasury shares by the year-end official price of €3.39 per share.

Snam Annual Report 2011



Annual Report 2011 / Financial review

RECONCILIATION BETWEEN THE SEPARATE NET INCOME AND SHAREHOLDERS' EQUITY OF SNAM RETE GAS S.P.A.
AND CONSOLIDATED NET INCOME AND SHAREHOLDERS' EQUITY

Net income Shareholders’ equity
(€ million) 2010 2011 31.12.2010 31.12.2011
Individual financial statements of Snam Rete Gas S.p.A. 902 693 7,204 6,999
Net income for the year of companies included in the scope of consolidation 476 426
Difference between the book value of equity investments in consolidated
companies and the shareholders’ equity on the individual financial statements,
including the net result for the period (1,282) (1,205)
Consolidation adjustments for:
- Valuation of equity investments using the equity method 13 3 5 6
- Elimination of intragroup profit on stock and other minor adjustments,
net of tax effect (285) (332) (12) (9)
(272) (329) () (3)
Minority interests 1 1
Consolidated financial statements 1,106 790 5916 5,792
NET FINANCIAL DEBT
(€ million) 31.12.2010 31.12.2011 Change
Financial liabilities 10,350 11,199 849
Short-term financial liabilities 1,844 2,787 943
Current share of long-term financial liabilities 1,320 1,612 292
Long-term financial liabilities 7,186 6,800 (386)
Financial receivables and cash and cash equivalents (9) (2) 7
Financial receivables not held for operations (1) 1
Cash and cash equivalents (8) (2) 6
10,341 11,197 856

Net financial debt was €11,197 million, compared with €10,341 million at 31 December 2010. The cash
flow from operating activities (+€1,537 million) and the income from the exercise of 1,986,600 stock
options (+€7 million) enabled Snam to cover almost all its net investment expense (-€1,589 million).
The increase in net financial debt, after payment of the dividend balance for the year 2010 of €0.14 per
share, paid from 26 May 2011 onwards (-€473 million), and of the interim dividend for the year 2011
of €0.10 per share, paid from 27 October 2011 onwards (€338 million), came to €856 million.
Long-term financial liabilities of €6,800 million made up approximately 61% of financial debt (compared
with 69% at 31 December 2010) and had an average duration of slightly over four years (compared with
approximately four years at 31 December 2010).

All financial liabilities are owing to Eni*® and denominated in Euros.

28 Information on financial payables to the ultimate parent, Eni S.p.A., can be found in Note 22 “Long-term financial liabilities
and short-term portions of long-term financial liabilities” of the Notes to the consolidated financial statements.
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Decree Law no. 1 of 20 January 2012 was published in the Gazzetta Ufficiale of 24 January 2012
authorising “Urgent arrangements for competition, development of infrastructure and competitiveness”.
Specifically, Article 15 “Arrangements on ownership unbundling” established that the Prime-Ministerial
Decree pursuant to Article 1, paragraph 905 of Law no. 296 of 27 December 2006, relating to the
implementation of ownership unbundling between Eni and Snam, shall be issued within six months of
the above-mentioned Decree Law coming into force.

In the case of a change of control at Snam by Eni S.p.A,, existing agreements between the companies
give Eni S.p.A. the right to extinguish the credit lines granted early. At present, Snam believes that cash
flows from operations and its current financial and capital structure can reasonably allow access to a
wide range of financing from the capital markets and banks. However, there are no guarantees that
Snam would be capable of obtaining loans and financing from other sources under the same conditions

as current ones.

The breakdown of debt by type of interest rate at 31 December 2011 is as follows:

Floating rate 2,144 21 2,587
Fixed rate 8,206 79 8,612
10,350 100 11,199

Floating-rate financial liabilities (€2,587 million) increased by €443 million compared with 31 December
2010 as a result of higher short-term floating rate debt.

Fixed-rate financial liabilities were €8,612 million, up by €406 million compared with 31 December
2010, essentially as a result of the balance between loans taken out (+€1,700 million) and repayments
(-€1,300 million) in the period. Specifically, the loans taken out refer to: (i) two fixed-rate loans of €400
million and €300 million; and (ii) three floating-rate loans of €200 million, €300 million and €500
million, converted into fixed-rate loans by three interest rate swaps (IRS) derivative contracts.
Fixed-rate financial liabilities at 31 December 2011 included 19 floating-rate loans converted into fixed
rate loans through interest rate swaps for an overall notional amount of €6,435 million.

There were no breaches of loan agreements at the reporting date.

Covenants
Snam has entered into a €300 million loan agreement with Eni funded by the European Investment
Bank (EIB), which is based on Eni maintaining a minimum rating. This condition has been met.

23
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Reclassified consolidated statement of cash flows

The reclassified consolidated statement of cash flows set out below summarises the legally required
format. It shows the opening and closing cash and cash equivalents and the change in net financial debt
during the period. The two statements are reconciled through the free cash flow, i.e. the cash surplus or
deficit left over after servicing capital expenditure. The free cash flow closes either: (i) with the change in
cash for the period, after adding/deducting all cash flows related to financial liabilities/assets (taking out/
repaying financial receivables/payables) and equity (payment of dividends/capital injections); or (i) with
the change in net financial debt for the period, after adding/deducting the debt flows related to equity
(payment of dividends/capital injections).

RECLASSIFIED CONSOLIDATED STATEMENT OF CASH FLOWS (*)

(€ million) 2009 2010 2011
Net profit 732 1,106 790
Adjusted by:

- Amortisation, depreciation and other non-monetary components 595 630 611
- Net capital losses on asset sales and eliminations 6 8 6
- Dividends, interest and income taxes 550 788 1,205
Change in working capital due to operating activities (117) 34 (122)
Dividends, interest and income taxes collected (paid) (602) (791) (953)
Net cash flows from operating activities 1,164 1,775 1,537
Investments (1,221) (1,422) (1,576)
Equity investments (1)
Change in consolidation scope and business units (4,478) (137) 10
Divestments 30 14 52
Other changes relating to investment activities 16 152 (74)
Free cash flow (4,489) 382 (52)
Changes in short- and long-term financial debt 1,530 364 849
Equity cash flows 2,995 (774) (804)
Other changes relating to divestment activities 1
Net cash flow for the period 36 (28) (6)

(*) Please see the paragraph below for the reconciliation of the reclassified consolidated statement of cash flows with the legally-required formats.

CHANGE IN NET FINANCIAL DEBT

(€ million) 2009 2010 2011
Free cash flow (4,489) 382 (52)
Financial payables and receivables from acquired companies (2.219)

Equity cash flows 2,995 (774) (804)
Change in net financial debt (3,713) (392) (856)
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Reconciliation of the reclassified consolidated financial statements with the legally - required formats

RECLASSIFIED CONSOLIDATED BALANCE SHEET

(€ million)
Reclassified consolidated balance sheet items 31.12.2010 31.12.2011

. Reference to notes  Partial amount Amount from  Partial amount Amount from
(Where not expressly stated, the component is taken to consolidated from legally reclassified from legally  reclassified
directly from the legally required format) financial statements  required format format  required format format
Fixed capital
Property, plant and equipment (*) 13.533 14.053
Compulsory inventories 405 405
Intangible assets 4.262 4.444
Equity investments 319 319
Financial receivables held for operations (see note 7) 2 2
Net payables for investments, consisting of: (549) (445)
- Payables for investments (see note 18) (627) (486)
- Receivables for investments/divestments (see note 7) 78 41
Total fixed capital 17.972 18.778
Net working capital
Trade receivables (see note 7) 777 1.367
Inventories (*) 147 235
Tax receivables, consisting of: 18 47
- Current income tax assets 8
- Other current tax assets 4 D)
- IRES receivables for national tax consolidation scheme (see note 7) 10 35
- Group VAT receivables (see note 7) 4 4
Trade payables (see note 18) (468) (556)
Tax payables, consisting of: (115) (230)
- Current income tax liabilities (11) (175)
- Other current tax liabilities (20) (16)
- IRES payables for national tax consolidation scheme (see note 18) (69) (19)
- Group VAT payables (see note 18) (15) (20)
Deferred tax liabilities (853) (901)
Provisions for risks and charges (629) (527)
Derivatives (see notes 15, 21, 26) (74) (266)
Other assets, consisting of: 98 133
- Other receivables (see note 7) 73 96
- Other current assets (see note 10) 8 22
- Other non-current assets (see note 15) 17 15
Accruals and deferrals from requlated activities, consisting of: (352) (358)
- Accrued income from regulated activities (see notes 10, 15) 80 77
- Prepaid income from regulated activities (see notes 21, 26) (432) (435)
Other liabilities, consisting of: (174) (642)
- Other payables (see note 18) (143) (263)
- Other current liabilities (see note 21) (4) (4)
- Other non-current liabilities (see note 26) (27) (375)
Total net working capital (1.625) (1.698)
Provisions for employee benefits (105) (107)
Assets held for sale and directly related liabilities consisting of: 15 16
- Assets held for sale (see note 16) 25 25
- Liabilities directly associated with assets held for sale (see note 16) (10) (9)
NET INVESTED CAPITAL 16.257 16.989
Shareholders’ equity including minority interests 5.916 5.792
Net financial debt
Financial liabilities, consisting of: 10.350 11.199
- Long-term financial liabilities 7.186 6.800
- Current share of long-term financial liabilities 1.320 1.612
- Short-term financial liabilities 1.844 2.787
Financial receivables, cash and cash equivalents, consisting of: (9) (2)
- Other financial assets (1)
- Cash and cash equivalents (8) (2)
Total net financial debt 10.341 11.197
COVERAGE 16.257 16.989

(*) The pseudo-working gas present in the storage fields that can no longer be supplied to users is classified under the item “Property, plant and equipment”. The corresponding amount at 31
December 2010 was reclassified from “Inventories” to “Property, plant and equipment”.
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RECLASSIFIED CONSOLIDATED STATEMENT OF CASH FLOWS

(€ million) 2010 2011

Items from the reclassified statement of cash flows and reconciliation Par:gt:?;g:ﬁyt A":g;gi;}?gj Parftri::nagg:lrl\)t, An::i;z:i;?:;
with the legally required format required format format  required format format
Net profit 1.106 790
Adjusted by:

Amortisation, depreciation and other non-monetary components: 630 611
- Amortisation and depreciation 668 663

- Net impairment losses (Recovery of value) 10 (9)

- Equity method valuation effect (47) (45)

- Change in provisions for employee benefits (1) 2

- Other changes

Net capital losses on asset sales and eliminations 8 6
Interest, income taxes and other changes: 788 1.205
- Dividends (2)

- Interest income (4) (3)

- Interest expense 260 304

- Income taxes 532 906

Changes in working capital due to operating activities: 34 (122)
- Inventories (7) (22)

- Trade receivables (39) (590)

- Trade payables (3) 88

- Change in provisions for risks and charges 18 8

- Other assets and liabilities 65 394

Dividends, interest and income taxes collected (paid): (797) (953)
- Dividends collected 34 44

- Interest collected 4 5

- Interest paid (258) (305)

- Income taxes (paid) received (571) (697)

Net cash flows from operating activities 1.775 1.537
Investments: (1.422) (1.576)
- Property, plant and equipment (1.056) (1.160)

- Intangible assets (366) (416)

Investments in companies joining the scope of consolidation and business units: (137) 10
Equity investments (1)
Divestments: 14 52
- Property, plant and equipment 4 1

- Intangible assets 10 44

- Equity investments 7

Other changes relating to investment activities: 152 (74)
- Change in net payables for investments 152 (74)

- Other changes relating to divestment activities 1

- Reclassification: Other changes relating to divestment activities (1)

Free cash flow 382 (52)
Change in financial payables: 364 850
- Reclassification: divestments of financial receivables not held for operations 1

- Taking on long-term financial debt 1.020 1.226

- Repaying long-term financial debt (915) (1.320)

- Increase (decrease) in short-term financial debt 259 943

Equity cash flows (774) (804)
Net cash flow for the period (28) (6)
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