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VALUE-CREATION STRATEGIES

Snam helps provide the energy that the market
needs — safely, sustainably and at fair cost.

Snam operates in a regulated market, and its business dynamics are affected by complex,
ever-changing energy scenarios. In addition, we have to deal with the effects of the social and

economic crisis that has blighted Italy in recent years.

The major research institutes believe that natural gas will remain a primary source of energy.

It will do so in an industry governed by the EU’s Third Energy Package which, as well as making provision
for harmonised national regulations in order to create a single European market that is transparent and
competitive, creates the conditions for the development of infrastructure to diversify energy sources and

thus make supplies secure, and improve connections between national markets.

Snam’s strategy is based on a major programme of investment in Italy and abroad, on developing
new services in response to the emerging demands of the market, and on striving for operating and
financial efficiency.

Our investments in Italy are promoting the organic growth of our regulated business and are
completing the reverse flow projects that enable a bidirectional flow of gas at our national borders.
In the distribution segment, the tenders for new concessions are an opportunity for the Group to
consolidate its position.

Our investments in development in Europe are aimed at ensuring a greater interconnection between
infrastructures and more diversified procurement sources, in accordance with European guidelines.
We are also focusing on developing new services to meet the changing demands of shippers and end
users, bearing in mind that an efficient market can improve liquidity and make the best use of the
entire gas system.

Such a strategy contributes to the profitable and stable growth of the Group, the creation of value for
all stakeholders and attractive and sustainable returns for our shareholders.



More detailed
information on the
definition of material
issues and how we
engage with all
stakeholders can be
found in "Sustainable
Paths — Report on social
Responsibility”, which
was published online
at www.snam.it at
the same time as the
Annual Report.
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STAKEHOLDER RELATIONS AND THE CAPITALS MODEL

Shareholders, investors, the Authority and the gas system
operators, employees, suppliers and all other corporate
stakeholders have a central role in Snam’s business model.

In Snam’s business model, the stakeholders “interpret” the industry environment and can influence,
sometimes decisively, the conditions that determine the availability of the different capitals that the
business needs to be able to operate. These close ties with the capitals, which develop around material
issues of mutual interest, enable the stakeholders to benefit from the value that the business creates
through its activities.

Snam's business is driven by the resources (financial capital), generated by its own operations
and sourced on the market, that it transforms into the infrastructure (manufactured capital)

and services required for the gas system to function using the decisive contribution of its human
capital, comprising the people who work for the Company and the suppliers, with whom Snam, as
an extended company, has very close ties. As such, the supply chain is an integral part of our business
model and contributes to value creation by being directly involved in developing and maintaining the
infrastructure network.

Our core activities are those that also have the most significant direct impacts (outcomes) in
relation to workplace health and safety (accidents) and to the natural capital (use of energy and
environmental resources).

In order to develop our business activities, internal cohesion, image and reputation are also important.
As a result, it is essential to manage our long-term relations with stakeholders (social and relationship
capital) by focusing on trust, listening, being universally open and transparent, and attempting to
maintain and develop constructive dialogue both within and outside the Company.

The model also clearly shows how the business uses engagement to create value.
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More detailed
information on
governance can be
found in the "2015
Report on Corporate
Governance

and Ownership
Structure”, which
was published online
at www.snam.it at
the same time as the
Annual Report.

More detailed
information on
remuneration can
be found in the
“2016 Remuneration
Report”, which was
published online at
www.snam.it at the
same as the

Annual Report.
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GOVERNANCE AND THE CONDUCT OF COMPANY ACTIVITIES

Snam operates within the framework of the Universal
Declaration of Human Rights, the fundamental
conventions of the ILO and the OECD Guidelines

for Multinational Enterprises, and in compliance with its
own Code of Ethics, which is also a key element of the
Organisational Model of Legislative Decree 231/2001.

Snam'’s governance plays a crucial role in value creation dynamics. It helps to determine the conditions
for the Company to interact properly and adequately with its reference environment, in particular by
putting into practice the principles of integrity, transparency and compliance with internal and external
rules, with the ultimate aim of reconciling the interests of our various stakeholders.

The governance system reflects the ‘traditional’ model and is developed in accordance with the
applicable industry regulations (laws governing unbundling and listed companies), while also taking into
account national and international best practice.

We manage our business in accordance with the Corporate System Framework, the organisational and
procedural system applied across all Group companies in Italy and abroad, created to ensure that the system
of rules governing the business is clear, simple and organic. Snam believes that being clear and transparent
when defining roles and responsibilities, thereby reducing uncertainty and ambiguity, is essential in order to
be able to correctly apply all the rules and regulations that govern all the Company’s activities.

In order to successfully implement this system, managerial actions need to be based on the allocation
of specific objectives to each position of responsibility and on the transparent assessment of results,
thereby enabling continual improvements in the effectiveness and efficiency of corporate processes.
Each manager receives a specific and coherent pay package, with positions that have a greater impact
on the Company’s results seeing more weight attached to the variable component of their pay,
calculated on the basis of short- and long-term results.



More information
on how we manage
and mitigate

the major risks we
face can be found
on page 105

of this Report.
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RISK OVERSIGHT AND THE CONTROL SYSTEM

Although it has a limited economic and financial risk profile because most of its operations are in

regulated business segments, Snam adopts a structured and systemic approach to governing all risks that

could affect value creation.
The system we use across the Group to identify, assess, manage and control risk has three levels, each
with different objectives and associated responsibilities. The Board of Directors charges the CEO with

giving structure to and maintaining the entire system.

We use an integrated, dynamic and group-wide method of assessing risk that evaluates the existing
management systems in the individual corporate processes, starting with those relating

to the prevention of fraud and corruption and health, safety, environment and quality.

These same controls form an integral part of the managerial processes. Management must therefore
foster an environment that encourages controls, and must specifically manage “line controls”,
consisting of all the control activities that individual operating units or companies perform over their
own processes. Independent controls are performed by the Internal Audit department,

which is responsible for checking that the system is functioning and adequate.
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REFERENCES IN THE INTEGRATED REPORT TO MANAGEMENT OF THE CAPITALS

Type of capital

Description and specific reference
to the Snam model

Reference in the
Directors’ Report

Financial

®

The fundamental input for making investments in gas system infrastructure.
We fund these investments using our own resources and debt capital obtained
either on the financial markets or through our own operating income
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The network of infrastructure for transporting, storing and distributing natural
gas and regasifying LNG, required to perform services for operators and users

©O

5
(=g
o
-
a
(=
c
(Y]
—_—

®

Unique to Snam, this consists mainly of the IT systems, procedures and good
operating practices developed over time by managing the business
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This includes the specific skills and experience acquired by our staff, primarily by
way of internal development programmes (this is essentially a self-made capital),
and the business culture with its distinctive values, above all a culture of safety
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Social and relationship

®

This is the licence to operate that the stakeholders award to Snam, sustained by
relations with these stakeholders at European and national levels, as well as by
Snam’s presence in the areas that host its infrastructure
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The land, air and biodiversity that Snam is committed to preserving through
efficient and responsible environmental management, mitigating the
environmental impacts and consequences generated predominantly during the
construction of infrastructure

OO

—
@

[0)°]
)
>
a

Oe@©O®O

Snam Annual Report 2015

Summary data and information

Snam and the financial markets

Business segment operating performance
Uncertainty and risk management

Other operating information and results
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REFERENCES IN THE INTEGRATED REPORT TO VALUE CREATION

Value dynamics

Value creation

Main operating

Reference in the

and timelines methods activities Directors’ Report
Maintaining Executing the scheduled works
In the short term, value the efficiency Maintenance

creation is tied to the
ordinary performance

of corporate activities

in accordance with the
methods prescribed by

rules and procedures,
particularly in relation to risk
management

the main point of reference
is the annual budget.

In the medium term,

the ability to carry out
investment programmes,
thereby ensuring a flow

of resources and that
favourable economic
conditions are maintained, is
also important.

The main point of reference
is the Business Plan, which
covers a period of four years.

In the long term, it is

vital that the investment
decisions and strategic
choices made have
interpreted trends in the
best way possible.

The main point of reference
is the infrastructure
development plan submitted
to the Authority, which
covers a period of 10 years.

and availability
of the network

Controls and inspections
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Service quality
and continuity

Compliance with the network codes

Preventing

and mitigating risks
and detrimental
outside forces

Managing financial risks

Managing operating risks

Managing partnership portfolios

Managing crises

Preventing accidents

Mitigating environmental impact

OO~

Consistent
Investment flows

Planning infrastructure development

Obtaining financial resources on the market

Permissions

00O

Maintaining
and developing human
and relationship

Relationships with the authorities

Managing the supply chain in relation to the
development of construction sites

OXOX )

capital
P! Developing roles and capabilities
Managing relations with local communities
Ensuring that Planning infrastructure development

strategic direction and
development plans are
consistent with the
environment in the
reference sector

External growth
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Summary data and information

Snam and the financial markets

Business segment operating performance
Elements of risk management and uncertainty

Other operating information and results
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