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Elements of risk 
and uncertainty

The Board of Directors of Snam S.p.A., pursuant to the Code of Conduct for Listed Companies and 

in line with best practice in this area, has set up the Control and Risk Committee (formerly the 

Internal Control Committee), which exclusively comprises non-executive, independent directors. This 

committee, with the assistance of the Board of Directors, is responsible for the internal control 

and risk management system. It aims to establish guidelines for this system, periodically checking 

their adequacy and effectiveness, and to ensure that the main corporate risks are identified and 

appropriately managed.

The main corporate risks identified, monitored and, where specified below, managed by Snam are 

as follows: (i) market risk arising from exposure to fluctuations in interest rates and in the price of 

natural gas; (ii) credit risk arising from the possible default of a counterparty; (iii) liquidity risk arising 

from insufficient financial resources to meet short-term commitments; (iv) rating risk; (v) risk of 

default and debt covenants; (vi) operating risk; and (vii) risks specific to the business segments in 

which the Group operates. 

In line with the new ownership structure, in 2012 Snam adopted a model for the management and 

control of financial risks (with particular reference to interest rate risk and liquidity risk). In particular, 

for each risk this model provides a definition and monitoring for certain indicators, which will result 

in immediate triggering if the threshold limits are exceeded and the activation, where necessary and 

opportune, of corrective interventions for the containment of the risks.
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MARKET RISK

Interest rate risk

Fluctuations in interest rates affect the market value of the Company’s financial assets and liabilities 

and its net financial expense. Snam aims to optimise interest rate risk while pursuing financial structure 

objectives. As a result of the centralised finance model, Snam’s structures encompass the needs of the 

Group and manage the positions thereof, in line with the objectives set out in the Financial Plan, 

ensuring that the risk profile remains within the defined limits.     

During 2012, pursuant to the general framework set by the Prime Ministerial Decree which defined the 

terms and conditions of the ownership unbundling of Snam from eni, Snam completed its significant 

debt refinancing programme which was aimed at ensuring its financial independence42.  Due to this 

refinancing, which resulted in the closing of all existing financial contracts with eni, including IRS 

contracts which covered the interest rate risk and the subsequent access to capital markets for the 

issue of fixed-rate bonds, as at 31 December 2012, 51% of the financial debt was carried at a floating 

rate (23% at the end of 2011) while the remaining 49% was carried at a fixed rate (77% at the end 

of 2011). 

At 31 December 2012, the Snam Group used external financial resources in the form of bilateral and 

syndicated loans with banks and other financial institutions, in the form of medium-to-long-term 

42 For more information on the debt refinancing see the “Profile of the year – Main Events – Debt Refinancing” section. 
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loans and bank credit lines at interest rates indexed to the reference market rates, in particular the Europe 

Interbank Offered Rate (Euribor), and fixed-rate bonds placed with institutional investors operating in 

Europe.  

Natural gas price risk  

Up to the end of the second regulatory period on 31 December 2009, the transportation costs incurred 

for the acquisition of gas needed to operate the compression stations were included in overall operating 

costs and therefore updated using the price-cap mechanism43. As at the start of the third regulatory 

period on 1 January 2010, the Electricity and Gas Authority, enacting the new tariff criteria laid down by 

Resolution ARG/gas 184/09, defined methods for payment in kind, by service users to transporters, of gas 

volumes to cover fuel gas, network losses and Unaccounted-For Gas (UFG), owed as a percentage of the 

volumes respectively injected into and withdrawn from the transportation network. As a result of these 

measures, and taking into account the mechanism for allocating gas to service users, change in the price 

of natural gas for hedging fuel gas and network losses no longer represents a risk factor for Snam. Price 

risk still exists from excess quantities of UFG and network losses withdrawn vis-à-vis the quantities paid 

for in kind by service users.

CREDIT RISK

Credit risk is the Company’s exposure to potential losses arising from counterparties failing to fulfil their 

obligations. Default or delayed payment of fees may have a negative impact on the financial balance and 

results of Snam. 

For the risk of non-compliance by the counterparty concerning contracts of a commercial nature, the 

credit management for credit recovery and any disputes are handled by the business units and the 

centralised Snam departments.

Snam provides business services to a small number of operators in the gas sector, the largest of which by 

revenue is eni S.p.A. The rules for client access to the services offered are established by the Electricity 

and Gas Authority and set out in the Network Codes. For each type of service there are documents which 

explain the rules regulating the rights and obligations of the parties involved in providing said services 

and contractual clauses which minimise the risk of non-compliance by the clients. In particular, the 

Codes require guarantees to be provided to cover in part obligations where the client does not possess 

a credit rating issued by one of the leading international agencies. The regulations also contain specific 

clauses which guarantee the neutrality of the entity in charge of balancing, an activity carried out from 

1 December 2011 by Snam Rete Gas as the major transportation company. In particular, the balancing 

gives Snam Rete Gas an obligation to acquire, according to criteria of financial merit, the resources 

necessary to guarantee the safe and efficient movement of gas from entry points to withdrawal points, 

in order to maintain a constant balance in the network, procure the necessary storage resources for 

covering imbalances for individual users and adjust the relevant income statement entries.

Snam may however incur liabilities and/or losses from failure of its clients to comply with payment 

obligations, given also the current economic and financial situation which renders the collection of 

receivables more complex and difficult.

43 Under this mechanism, core revenue components relating to operating costs are updated with financial statement figures 
at the start of a regulatory period, whereas they are updated with inflation and reduced by a productivity coefficient in 
subsequent years.  
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LIQUIDITY RISK

Liquidity risk is the risk that new financial resources may not be available (funding liquidity risk) or 

the Company may be unable to convert assets into cash on the market (asset liquidity risk), meaning 

that it cannot meet its payment commitments. This may affect profit or loss should the Company 

be obliged to incur extra costs to meet its commitments or, in extreme cases, lead to insolvency and 

threaten the Company’s future as a going concern. 

Snam’s objective is to set up, as part of its Financial Plan, a financial structure (in terms of: the 

debt and RAB ratio, between short- and medium-term debt, fixed-rate and variable-rate debt and 

the bank credit granted and the bank credit used) which, in line with the business objectives, would 

guarantee an adequate level of liquidity for the Group, while minimising the relative opportunity cost 

and maintaining balance in terms of the duration and composition of the debt. 

As shown in the paragraph “Interest rate risk,” when implementing the debt refinancing programme, 

the Company had access to a wide range of funding sources through the credit system and the capital 

markets (pool financing with major domestic and international banks, bilateral contracts and loan 

contracts with the reference shareholder CDP, bonds)44.  

Snam’s objective is to gradually achieve a balanced debt structure, in terms of the composition of the 

bonds and the bank credit and the availability of usable committed bank credit lines, in line with its 

business profile and the regulatory environment in which Snam operates.

RATING RISK

With regard to Snam’s long-term debt, on 30 January 2013 and 7 February 2013, Standard & Poor’s and 

Moody’s confirmed their respective A- (negative outlook) and Baa1 (negative outlook) ratings. Both 

agencies consider that the negative outlook for Snam’s rating is mainly due to the negative outlook for 

Italian sovereign debt. Both agencies currently place Snam’s long-term rating one notch above that of 

the Republic of Italy (BBB+ with negative outlook from Standard & Poor’s; Baa2 with negative outlook 

from Moody’s). Based on the methodology adopted by the rating agencies, the downgrade by a notch 

of the current rating of the Republic of Italy would trigger a downward adjustment of Snam’s current 

rating by at least a notch.

RISK OF DEFAULT AND THE DEBT COVENANT

The risk of default consists of the possibility that the loan contracts concluded contain provisions that 

provide the lender with the ability to activate contractual protections that could result in the early 

repayment of the loan in the event of the occurrence of specific events, thereby generating a potential 

liquidity risk. 

At 31 December 2012, Snam has bilateral and syndicated loan agreements with banks and other 

financial institutions. Some of these contracts provide, inter alia, for the following: (i) a financial 

covenant based on which the Company ensures that the relation between the net financial debt and 

the RAB will not exceed a contractually defined level; (ii) negative pledge commitments pursuant to 

which Snam and its subsidiaries cannot pledge real property rights or otherwise bind all or part of 

the respective assets, shares or merchandise; (ii) pari passu and change of control clauses; and (iv) 

limitations on the extraordinary transactions that the Company and its subsidiaries can carry out.

44 For more information on the debt refinancing see the “Profile of the year – Main Events – Debt Refinancing” section. 
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The bonds issued by Snam on 31 December 2012 as part of the Euro Medium Term Notes programme 

provide for compliance with covenants that reflect international market practices regarding, inter alia, 

negative pledge and pari passu clauses, but which do not encompass financial covenants.  

Failure to comply with these covenants and the occurrence of other events, some of which are subject 

to specific threshold values, such as cross-default events, may result in Snam’s failure to comply and 

could trigger the early repayment of the relative loan.

In 2012, all the contractually required verifications of the financial covenants confirmed compliance.  

OPERATING RISK

Snam is required to comply with rules and regulations at EU, national, regional and local level. 

The expenses associated with the actions required to fulfil its obligations constitute a significant cost 

item now and for the years ahead.

In addition to minimising the risks from its activities, compliance with rules and regulations is required 

in order to obtain authorisations and/or permits relating to health, safety and the environment. 

Violation of current regulations may result in criminal and/or civil sanctions and, in specific cases 

where safety and environmental rules are violated, companies may be liable on the basis of a European 

model of corporate social responsibility adopted in Italy by Legislative Decree 231/01. Snam may incur 

significant costs or liability. 

Current regulations highlight the value of organisational models aimed at preventing offences in the 

event of violation of environmental and workplace health and safety laws, specifying corporate social 

responsibility. 

Snam uses organisational instruments and internal regulations to establish the responsibilities and 

procedures to be adopted within Snam Group companies when designing, constructing, operating and 

disposing of all company assets, thereby ensuring compliance with laws and internal regulations on 

health, safety and the environment. 

Snam and the companies it controls have implemented environmental and workplace health and 

safety management systems based on the principles of its own Health, Safety, Environment and 

Quality Policy, which has been consolidated in the Company for several years. 

The documentation and application of the Snam Management Systems are certified according to 

international regulations.45   

By adopting management systems and procedures that take into account the specific characteristics 

of its business, and by continually improving and upgrading its facilities, Snam ensures that it can 

identify, assess and mitigate risks as part of a cycle of continual improvement.  

Snam pays the utmost attention to all its operational processes, from designing and constructing 

plants to operating and maintaining them. For the purposes of business management and operational 

control, the Company uses specific techniques that are continually being updated and are developed 

in compliance with international best practices. 

Snam develops and maintains technical regulations and management systems for the environment 

and workplace health and safety based on an annual cycle of planning, implementation, control, 

reviewing results and setting new objectives.

45 The certified processes of the various companies are listed in the “Commitment to Sustainable Development” section.
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Management system control is conducted through monitoring health, safety and environment 

indicators, periodic reporting and inspections of operating sites and the registered office, which involve:

- a technical audit, designed to ensure that the management systems are applied correctly in 

compliance with the Code of Ethics and Organisational Model 231;

- management system checks on certification, maintenance and renovation (conducted at least 

annually by an external certifying body);

- health, safety and environment checks on outsourced activities.

The findings are examined together with the results of the operating checks, providing basic information 

for planning future activities and setting new objectives, in accordance with Snam principles.

Snam has adopted organisational and regulatory measures for preventing (availability, goods and 

services contracts, training, etc.) and managing any operational crisis which may impact assets, people 

and the environment, identifying the actions required to limit damage. 

Snam participates in international working groups which conduct benchmarking activities, draw up 

guidelines and carry out studies aimed at identifying ways in which gas transportation processes can 

be improved. 

In addition to the risk response, monitoring and management system, as well as the HSE measures 

adopted across the Group, Snam has taken out insurance to limit the possible negative effects on its 

assets from damage caused to third parties and to industrial property, whether onshore or offshore 

(Messina strait). This damage may occur during operations and/or investment works. The amount 

insured varies according to the type of event and is determined by current market best practice in risk 

assessment.

Risks connected with failing to meet infrastructure development objectives

Snam’s effective ability to develop its infrastructure is subject to many unforeseeable events linked 

to operating, economic, regulatory, authorisation and competition factors which are outside of its 

control. Snam is therefore unable to guarantee that the projects to upgrade and extend its network 

will be started, be completed or lead to the expected benefits in terms of tariffs. Additionally, the 

development projects may require greater investments or longer timeframes than those originally 

planned, affecting Snam’s financial position and results.

Risks deriving from malfunctioning of plants 

Managing regulated gas activities involves a number of risks of malfunctioning and unforeseeable 

service disruptions due to factors which are outside of Snam’s control, such as accidents, breakdowns 

or malfunctioning of equipment or control systems; the underperformance of plants; and extraordinary 

events such as explosions, fires, earthquakes, landslides or other similar events beyond Snam’s control. 

These events could also cause significant damage to people, property or the environment. 

Any service interruptions and subsequent compensation obligations could lead to a decrease in 

revenue and/or an increase in costs. Although Snam has taken out specific insurance policies to cover 

some of these risks, the related insurance cover could be insufficient to meet all the losses incurred, 

compensation obligations or cost increases.
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Risks deriving from the need to manage a significant flow of information to operate regulated services 

The regulatory framework in which Snam operates involves continually collecting and processing a 

significant flow of information from its service clients. The information received by Snam includes, inter 

alia, capacity bookings, details of where gas is coming from and going to each day, physical and commercial 

balancing mechanisms and forecasts on demand and transportation capacity usage. This flow of information, 

managed by extensive use of IT systems, is broad and complex. Therefore, Snam cannot guarantee that its 

management will not lead to operating and planning difficulties which could affect its business.

Risks deriving from the seasonal nature of the business

Snam’s overall business is not affected by seasonal or cyclical factors which could have a significant 

impact on its annual or interim financial position and results. Indeed, on the basis of current tariffs, only 

a minimal part of Snam’s revenue is exposed to changes in gas demand (around 15% of natural gas 

transportation revenue and around 10% of LNG regasification revenue). 

Risks specific to the sectors in which Snam operates

Regulation

Snam operates in the regulated gas sector. The relevant directives and legal provisions issued by the 

European Union and the Italian government, and the resolutions of the Electricity and Gas Authority, may 

have a significant impact on operations, results and financial stability. More specifically, Decree-Law 138 

of 13 August 2011, which was converted into Law 148 of 14 September 2011, extended the application 

of additional IRES to the natural gas transportation and distribution business segments, with a tax rise 

of 10.5% for 2011-2013 and 6.5% as of 2014. Companies are not permitted to pass on the tax rise to 

customers via tariff increases and the Electricity and Gas Authority has been mandated to enforce this rule. 

Future changes to European Union or Italian legislative policies, which may have unforeseeable effects on 

the relevant legislative framework and, therefore, on Snam’s operations and results, cannot be ruled out.

Risks associated with the end of gas distribution concessions held by Italgas and its subsidiaries 

and associates

Risks relating to tenders for new gas distribution concessions 

At 31 December 2012, Snam, through Italgas, had a portfolio of 1,435 natural gas distribution concessions 

spread throughout Italy. On the basis of current regulations applicable to Snam’s concessions, new 

gas distribution contracts will be awarded not by individual municipality but exclusively by zones 

determined by the Ministerial Decrees of 19 January 2011 and 18 October 2011, and also according 

to the timeframes indicated in Annex 1 of the Ministerial Decree on bid evaluation and auction criteria, 

issued on 12 November 2011. 

As the tender process unfolds, Snam may not be awarded one or more of the new concessions, or it may 

be awarded them on less favourable terms than is currently the case. This could have a negative impact 

on Snam’s operations, results, balance sheet and cash flow, notwithstanding, should the Company not be 

awarded concessions for municipalities it currently manages, the reimbursement to the outgoing operator.



101

Snam Annual Report 2012

Snam Annual Report 2012 / Elements of risk and uncertainty

Risks relating to the possible request from municipalities to acquire ownership of the gas distribution 

networks and to quantifying reimbursement to the outgoing operator

With reference to the gas distribution concessions of which Italgas also owns the networks and plants, 

regulatory changes in the sector determine the legal rules of ownership and the elements required 

to calculate the amount to be reimbursed to the outgoing operator, both in the first period and in 

subsequent periods.

In particular, the Decree issued by the Minister of Economic Development on 5 February 2013 which 

definitively approved the standard service contract proposed by the Authority, provides that:

- in the first period, the amount to be reimbursed to existing concession and contract holders shall 

be calculated on the basis of what has been agreed, or, where this is not possible, on the basis of 

criteria established in Royal Decree 2578 of 15 October 1925 (the “industrial value” criterion);

- in the event of a dispute over the amount to be reimbursed to the outgoing operator, the call 

for tenders reports that the winning operator pays, upon transfer of ownership of the plants, the 

higher of the estimate by the awarding local authorities and the value of the local net fixed assets, 

net of government grants for capital expenditure and private contributions relating to local assets, 

recognised by the tariff system of the Electricity and Gas Authority (RAB). Once the dispute has 

been resolved, any difference will be settled between the incoming operator and the outgoing 

operator;

- the incoming operator will acquire ownership of the plant by paying the outgoing operator the 

reimbursement amount, with the exception of any parts owned by the local municipality;

- in subsequent periods, the reimbursement to the outgoing operator shall be the value of local net 

fixed assets, net of government grants for capital expenditure and private contributions relating 

to local assets, calculated on the basis of criteria used by the Electricity and Gas Authority to 

determine distribution tariffs (RAB).

The risk remains that resolving the dispute with the local authorities on how to determine the 

reimbursement will lead to the amount being less than was indicated during the tender process and 

was actually paid to Italgas, which could have a negative impact on the Company’s results, balance 

sheet and cash flow.

Risks relating to gas storage concession ownership

Through Stogit, Snam holds ten gas storage concessions. Of these, eight (Alfonsine, Brugherio, 

Cortemaggiore, Minerbio, Ripalta, Sabbioncello, Sergnano and Settala) expire in December 2016, one 

(Bordolano) expires in November 2021 and the other (Treste river), which was extended for a decade 

for the first time during 2011, expires in June 2022. Each Stogit concession may be extended by the 

Ministry of Economic Development no more than twice for a duration of ten years at a time, pursuant 

to Article 1, paragraph 61 of Law 239/2004. If Snam is unable to retain ownership of one or more of its 

concessions or if, at the time of the renewal, the concessions are awarded under terms less favourable 

than the current ones, there may be negative effects on the Company’s operations, results, balance 

sheet and cash flow.

Risk relating to uncertainty about natural gas reserves

There are several uncertainties surrounding estimations of natural gas reserves in the storage fields 

where Snam operates through Stogit, and therefore their future use and necessary investments. The 

accuracy of these estimations depends on a certain number of factors, assumptions and variables, 

among which some of the most important are: (a) the quality of geological, technical and economic 

data and their interpretation and evaluation; (b) projections for future usage and timeframes for the 

relevant investment; (c) the stability or otherwise of sector laws and regulations; and (d) the actual 
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results of drilling and general production activity in the reservoirs for which Snam owns a concession, 

which are subsequent to the estimation date and which may cause said estimations to be raised or 

lowered. 

Factors other than those listed above which may influence reserve estimations are beyond Snam’s 

control, and may therefore vary over time. As a result, there may be differences between estimated 

reserves and those actually available for use, which may have negative effects on operations, results, 

the balance sheet and cash flow.

Risks connected with certain socio-political situations in natural gas production and transit 

countries

A large part of the natural gas which travels through the Snam transportation network does, or 

may, come from or travel through countries which present risks deriving from certain socio-political 

situations. Importing and transiting natural gas from or through such countries may present risks 

such as: higher taxes and excise duties; production, export or transportation limits; enforced contract 

renegotiations; nationalisation or renationalisation of assets; changes to national political and 

governing systems; changes to commercial policies; monetary restrictions; and loss or damage owing 

to the actions of rebel groups. If shippers are unable to access the natural gas available in these 

countries as a result of the aforementioned or similar situations or they are damaged in any other 

way by said situations, they may be unable to fulfil their contractual obligations to Snam or there may 

be a reduction in volumes of gas transported. Such events may therefore have a negative effect on 

operations, results, the balance sheet and cash flow.

Quantitative information about risks arising from financial instruments as required by IFRS 7 “Financial 

instruments: Notes to the financial statements” is provided in Note 28 to the consolidated financial 

statements, “Guarantees, commitments and risks”. 

 


