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Business segment operating
performance

NATURAL GAS TRANSPORTATION

KEY PERFORMANCE INDICATORS

Total revenue (*) 2,087 2,145 (110) (5.1)
Regulated revenue (*) 2,065 2,094 (95) (4.5)
- revenue items offset in costs 170 182 38 20.9
Operating costs (*) 402 485 (16) (3.3)
EBIT 1,196 1,165 (144) (12.4)
Technical investments 700 693 83 12.0
- of which with a greater return 370 328 17 5.2
- of which with a basic return (*¥) 330 365 66 18.1
Net invested capital at 31 December 11,877 12,011 252 2.1
Natural gas injected in the National Gas Transportation Network 62.25 67.25 3.38 5.0
(billions of cubic metres) (***)

Transportation network (kilometres in use) 32,339 32,534 (26) (0.1)
- of which national network 9,559 9,630 (40) (0.4)
- of which regional network 22,780 22,904 14 0.1
Installed power in the compression stations (MW) 893.9 876.5 45.7 5.2
Employees in service at 31 December (number) (****) 1,874 1,918 (192) (10.0)

(*)  Before consolidation adjustments.

(**)  Compared with an actual pre-tax basic WACC equal, respectively, to 6.3% for 2014 and 2015 and 5.4% for 2016, to which the 1% for offsetting the regulatory lag must be
added.

(***) The data for 2016 was updated at 12 January 2017.The update of 2015 figures has been finalised, and figures are consistent with those published by the Ministry of Economic
Development. With reference to 2016, gas volumes are expressed in standard cubic metres (SCM) with an average traditional higher heating value (HHV) conventionally of
38.1 MJ/SCM (10.572 Kwh/SCM).

(****) Following the adjustment of Snam's organisational structure, effective from 1 November 2016, part of the functions previously carried out by Snam Rete Gas were transferred
to Snam.

Results

Total revenue amounted to €2,035 million, down by €110 million, or 5.1%, compared with 2015
(€2,145 million). Net of components offset in costs', total revenue amounted to €1,815 million, down
by €148 million, or 7.5%, compared with the previous year.

Regulated revenue amounted to €1,999 million, relating to fees for the natural gas transportation
service (€1,927 million) and to income from natural gas sales made in order to balance the gas system
(€72 million)". Regulated revenue, net of components that are offset in costs, amounted to €1,779
million, down by €133 million, or 7.5%, compared with 2015. The reduction is due to the revision,
from 1 January 2016, of the Weighted Average Cost of Capital (WACC), which went from 6.3% in 2015

16 The main revenue items offset in costs relate to sales of natural gas carried out for the purposes of balancing the gas system, modulation and
interconnection.
17 The income refers to the sale of gas by the Company as a balancing service user.
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to 5.4% in 2016 (-€134 million), and the effects of the updating of the invested capital recognised
for RAB purposes (-€80 million). These factors were partly offset by the increased revenue from the
contribution of investments made in 2014 (+€77 million).

Non-regulated revenue (€36 million) decreased by €15 million, or 29.4%, compared with 2015.The
reduction is mainly due to lower income from sales of natural gas no longer necessary for operating
activities (-€20 million).

EBIT amounted to €1,021 million, down by €144 million, or 12.4%, compared with the previous

year. The reduction can be attributed to lower revenue (-€148 million, net of components offset in
costs) and higher amortisation, depreciation and impairment (-€50 million; equal to 10.1%), due to
the entry into service of new infrastructure as well as the higher impairment of property, plant and
equipment. These factors were in part absorbed by the reduction in operating costs (-€54 million, net
of components offset in revenue), attributable primarily to the change in natural gas inventories due to
the decrease in withdrawals for internal consumption and sales (-€34 million overall), as well as lower
net allocations to the provision for impairment losses on receivables, due essentially to the impairment
losses recorded in 2015 (€32 million) for the partial recognition by the Authority of uncollected
receivables arising from balancing activities between 1 December 2011 and 23 October 2012 ™.

@ TECHNICAL INVESTMENTS

Type of investment

Higher compensation ~ €/million  €/million  €/million
in fourth regulatory period (%) (*)

New import and/or export capacity 2.0% 303 249
New National Network transportation 1.0%

capacity

New Regional Network transportation 1.0% 67 79
capacity

Replacement and other 330 365

700 693

(*) Compared with the base WACC of 6.3% for 2014 and 2015 and 5.4% for 2016, in addition to 1% to offset the regulatory lag.

Snam Annual Report 2016

Technical investments in 2016 amounted to €776 million, an increase of €83 million, or 12.0%,
compared with 2015 (€693 million).

Investments were classified in accordance with Resolution 514/2013/R/gas of the Electricity, Gas and
Water Authority, which identified various categories of projects with different rates of return.

The main investments for the development of new transportation capacity on the National
Network to bolster import and export capacity, for which a higher return of 2.0% (€226 million) is
projected, concern the following:

18  For additional information, see Note 23 “Guarantees, commitments and risks — Disputes and other measures — Recovering receivables from
certain users of the transportation and balancing system” in the Notes to consolidated financial statements.
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m  as part of the initiative to support the market in the north-west of the country and to make it
possible to reverse the physical transportation flows at the interconnection points with northern
Europe (€181 million) in the Po Valley area: (i) completion of construction works on the connection
points and additional work on the Zimella-Cervignano pipeline; (ii) completion of the main
construction works to upgrade the Poggio Renatico plant; (iii) the continuation of activities relating
to the supply of turbo compressors relating to the new Sergnano and Minerbio plants; and (iv)
completion of the main construction works on the new Minerbio hub;

m  as part of the projects to upgrade the transportation network from the entry points in southern
Italy (€40 million): (i) completion of the main construction works on the Biccari-Campochiaro
pipeline in Campania, Puglia and Molise; and (ii) continuation of construction works on the
Massafra-Biccari pipeline connection points.

The main investments for the development of new National Network (€1 million) and Regional
Network (€118 million) transportation capacity, with an anticipated greater return of 1.0%,

relate to a number of works to upgrade the network and to connect to new regional and national
redelivery points, particularly: (i) the completion of construction works relating to the upgrade of the
Gavi-Pietralavezzara pipeline in Piedmont and Liguria (€34 million); (ii) the continuation of the main
construction works relating to the “Derivazione per Montebello Jonico e Melito di Porto Salvo” pipeline
(€21 million); (iii) completion of the main construction works on the Lainate-Olgiate Olona pipeline
and the continuation of such works on the Mornico al Serio-Travagliato pipeline, Mornico-Chiari section
relating to the network upgrade in Lombardy (€12 million); and (iv) continuation of construction works
on the pipelines and connections relating to the methane conversion initiative in the Calabria Region
(€11 million).

Investments in replacement and other investments with a basic rate of return (€431 million)
concern works aimed at maintaining security and quality levels at plants (€336 million), projects
relating to the development of new information systems and the implementation of existing ones (€40
million) and metering (€19 million), works relating to compensation for third parties (€19 million) and
the acquisition of other key operating assets (€17 million), including investments for the acquisition of
vehicles (€9 million) and real estate investments (€5 million).

INVESTMENT PROPORTIONS BY TYPE OF RETURN (%)

29 15 56
36 11 53

[ Greater return of 2% Greater return of 1% B Basic rate of return including 1% for regulatory lag

Business segment operating performance
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Progress of work to obtain permit

EIA DECREES OBTAINED DURING THE YEAR

Gas Pipeline - Puglia-Basilicata 266.59 Puglia-Basilicata Puglia Region 03/03/2016
Transportation Network Upgrade

ORDERS RECEIVED DURING THE YEAR TO CHECK EIA REQUIREMENTS

Gas Pipeline - S. Andrea Apostolo dello lonio - Caulonia 51.70 Calabria Calabria Region 25/02/2016
Gas Pipeline - Branch for Stilo and Bivongi 5.20 Calabria Calabria Region 25/02/2016
Gas Pipeline - doubling and connection of Agip wells to 0.6 Marche Marche Region 22/04/2016

Ravenna-Chieti pipeline: installation of traps and filters

APPLICATIONS SUBMITTED TO THE MINISTRY OF THE ENVIRONMENT TO CHECK EIA REQUIREMENTS

Castrovillari-Melizzano Gas Pipeline: GAME A 3.10 Campania 07/07/2016
variant

APPLICATIONS SUBMITTED TO REGIONS OR PROVINCES TO CHECK EIA REQUIREMENTS

Corte-Genoa Gas Pipeline: Variants in Rottofreno municipality 5.28 Emilia- 31/05/2016
Romagna

Gas Pipeline - Edison Garaguso and Masseria Monaco Connection 4.41 Basilicata 10/06/2016

Gas Pipeline - Pietravairano-Pignataro Maggiore Connection 25.10 Campania 24/08/2016

Benevento-Cisterna Gas Pipeline: Variants 3.38 Campania 30/08/2016

“Derivazione per Salerno” Gas Pipeline: Variant 2.08 Campania 31/08/2016

Mornico al Serio-Travagliato-Tratto Chiari-Travagliato Gas Pipeline 13.71 Lombardy 10/11/2016

Snam Annual Report 2016
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Operating review

Gas distribution on the National Transportation Network

Gas volumes are expressed in standard cubic metres (SCM) with a traditional higher heating value (HHV) of 38.1 MJ/
SCM (10.572 Kwh/SCM). The basic figure is measured in energy (MJ) and obtained by multiplying the physical cubic

metres actually measured by the relative heating value.

GAS DEMAND IN ITALY

Residential and tertiary

Thermoelectric 17.88 20.62 2.69 13.1
Industrial (***) 16.32 15.97 0.72 4.5
Other (¥**¥) 2.05 1.96 0.05 26

61.91 67.52 3.36 5.0

(*)  The update of 2015 figures has been finalised, and figures are consistent with those published by the Ministry of Economic Development.

(**)  The percentage changes were calculated with reference to the figures in cubic metres.

(***) Includes the consumption of the industrial, agricultural and fishing, chemical synthesis and automotive sectors.

(****) Consumption and losses relating mainly to the natural gas transportation system, the energy system, the upstream sector, storage and LNG plants.

The gas demand in Italy in 2016 was 70.88 billion cubic metres, up 3.36 billion cubic metres
(+5.0%) compared with 2015. This increase was related to higher consumption in the thermoelectric
sector (+2.69 billion cubic metres; +13.1%), resulting primarily from decreased imports of energy
generated by French nuclear plants and the lower supply of hydroelectric energy, as well as higher
industrial sector consumption (+0.72 billion cubic metres; +4.5%). These effects were only partly
absorbed by the slight reduction in consumption of the residential and tertiary sector (-0.10 billion
cubic metres; -0.4%) due essentially to weather trends.

Adjusted for the weather effect, gas demand was estimated at 71.88 billion cubic metres, up by 3.24
billion cubic metres (+4.7%) compared with 2015 (68.64 billion cubic metres).

GAS DEMAND BY SECTOR (% OF TOTAL GAS DEMAND)

41 33 23 3

42 31 24 3

42 29 26 3
2014

@ Residential an tertiary & Industrial [l Thermoelectric B Other
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AVAILABILITY OF NATURAL GAS

Gas injected into the network by entry point 55.36 60.82 4.24 7.0
Domestic output 6.89 6.43 (0.86) (13.4)
Total gas injected into the network 62.25 67.25 3.38 5.0
Net balance of withdrawals from/injections into (0.86) (0.31) 0.11 (35.5)
storage (**)

Total availability of natural gas 61.39 66.94 3.49 5.2

(*)  The update of 2015 figures has been finalised, and figures are consistent with those published by the Ministry of Economic Development.
(**)  Understood as the balance between the withdrawals from (+) and injections into (-) the storage system, expressed gross of consumption for injection/withdrawal.

The availability of natural gas in Italy (70.43 billion cubic metres) is equal to the sum of gas injected

into the National Transportation Network and the net balance of withdrawals from and injections into

the storage system, and was up by 3.49 billion cubic metres (+5.2%) compared with 2015.The increase
was due to higher volumes of gas injected into the network by entry point (+4.24 billion cubic metres;

+7.0%) and higher net withdrawals from the storage system (+0.11 billion cubic metres), the effects of
which were partially offset by lower domestic production (-0.86 billion cubic metres; -13.4%).

GAS INJECTED INTO THE NETWORK

Domestic output 6.89 6.43 (0.86) (13.4)
Entry points (**) 55.36 60.82 4.24 7.0
Tarvisio 26.16 29.92 (1.66) (5.5)
Mazara del Vallo 6.77 7.24 11.63 160.6
Gries Pass 11.43 10.63 (3.93) (37.0)
Gela 6.51 711 (2.30) (32.3)
Cavarzere (LNQ) 4.47 5.80 (0.08) (1.4)
Panigaglia (LNG) 0.02 0.05 017
Livorno (LNG) 0.04 0.44
Gorizia 0.03 (0.03)

62.25 67.25 3.38 5.0

(*)  The data for 2016 were updated at 12 January 2017.The update of 2015 figures has been finalised, and figures are consistent with those published by the Ministry of Eco-
nomic Development.
(**)  Entry points connected with other countries or with LNG regasification plants.

Injections and withdrawals of gas in the transportation network

In 2016 a total of 70.63 billion cubic metres of gas was injected into the network, an increase of 3.38
billion cubic metres (+5.0%) compared with 2015.

Injections into the network from domestic production fields or their collection and treatment centres
totalled 5.57 billion cubic metres, down by 0.86 billion cubic metres (-13.4%) compared with 2015.
Volumes injected at entry points connected with other countries and with regasification plants, overall
equal to 65.06 billion cubic metres, rose by 4.24 billion cubic metres (+7.0%) compared with 2015.

Snam Annual Report 2016
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This change was due mainly to higher volumes injected at the Mazara del Vallo entry point (+11.63
billion cubic metres) and the LNG regasification plants (+0.53 billion cubic metres; +9%), the effects of
which were partly offset by lower volumes injected at the entry points of Gries Pass (-3.93 billion cubic
metres; -37%), Gela (-2.30 billion cubic metres; -32.3%), Tarvisio (-1.66 billion cubic metres; -5.5%) and
Gorizia (-0.03 billion cubic metres).

NATURAL GAS INJECTED INTO THE NETWORK BY IMPORT POINT (% OF TOTAL GAS INJECTED)

E
-
[S)
N
©
~
©
-

49 17 12 12 10
47 21 12 12 8

M Tarvisio M Passo Gries [l Mazaradel Vallo B Gela M Cavarzere (GNL) B Other

WITHDRAWALS OF NATURAL GAS

Redelivery to the domestic market

60.97

Exports and transit (*) 0.28 0.27

Consumption and emissions attributable to 0.18 0.18 0.05 27.8
Snam Rete Gas

Gas not accounted for and other changes (**) (0.04) 0.03 (0.02) (66.7)
Total withdrawals of natural gas 61.39 66.94 3.49 5.2

(*)  Includes exports to the Republic of San Marino.
(**)  Includes the change of the network capacity. In the energy report compiled by Snam Rete Gas, the natural difference between the quantity of gas metered at the entrance
to the network and the quantity of gas metered at the exit, due to the technical tolerance of the metering devices, is traditionally defined as unaccounted-for gas (UFG).

The natural gas withdrawn from the National Transportation Network in 2016 (70.43 billion cubic

metres) is mainly: (i) redelivery to users at network exit points (69.92 billion cubic metres; -5.2%); (ii)
exports and transit (0.27 billion cubic metres); and (iii) consumption by the compression stations and
gas emissions from the network and from Snam Rete Gas plants (0.23 billion cubic metres; +27.8%).

RECONCILIATION OF THE GAS WITHDRAWN FROM THE NETWORK AND ITALIAN DEMAND

Quantities withdrawn

61.39

Exports (-) (**¥) (0.28) (0.27)

Gas injected into the regional networks of other operators 0.05 0.05 (0.01) (20.0)
Other consumption (****) 0.75 0.80 (0.12) (15.0)
Total Italian demand 61.91 67.52 3.36 5.0

*)  The update of 2015 figures has been finalised, and figures are consistent with those published by the Ministry of Economic Development.
*¥)  The percentage changes were calculated with reference to the figures in cubic metres.
***) Includes transit and exports to the Republic of San Marino.

(
(
(
(

*#*%) Includes the consumption of the LNG regasification terminals, the consumption of the compression stations for storage and the production treatment stations.
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TRANSPORTATION CAPACITY

c c
8 - 8 -
B¢ 5 B g 5
Entry points s 2 g2 = s 2 g2 =
ag 28 5 a8 28 3
c o © o = 3 T o T O 2
=8 £8 [ o] (=R a
Tarvisio 112.8 99.1 87.9 111.8 97.9 87.6
Mazara del Vallo (*) 102.5 86.6 84.5 1011 85.9 85.0
Gries Pass 64.4 53.7 83.4 64.4 36.6 56.8
Gela (*) 351 30.9 88.0 35.3 29.3 83.0
Cavarzere (LNG) 26.4 24.4 92.4 26.4 24.4 92.4
Livorno (LNG) 15.0 15.0 100.0 15.0 15.0 100.0
Panigaglia (LNG) |  13.0 71 54.6 13.0 46 354
Gorizia 4.8 0.1 2.1 4.6 0.1 2.2
Competing capacity (*)
374.0 316.9 84.7 371.6 293.8 79.1

(*)  The capacities at the Mazara del Vallo and Gela entry points do not include competing capacity. This capacity, pursuant to Regulation (EU) No 984/2013 in force as of 1
November 2015, represents the transportation capacity available at one point, the allocation of which fully or partly reduces the capacity available for allocation at another

point in the transportation system.

The transportation capacity of the network again covered all user demand in 2016. Average

transportation capacity provided in 2016 was 367.0 million cubic metres on average per day, 9.7 of

which were offered as competing capacities between the Mazara del Vallo and Gela entry points. In

addition to the aforementioned capacities that concern the entry points interconnected with other

countries and the LNG terminals, a transportation capacity totalling 27.7 million cubic metres/day is

available at the domestic production entry points.

TRANSPORTATION CAPACITY AND SATURATION

72.6

2016

2015

2014

W Saturation

% (transferred capacity/available capacity)
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266.4

293.8

I Transferred capacity

(millions of cubic metres/day)

367.0

3716

316.9

3740

B Available capacity
(average millions of cubic metres/day)
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Provision and development of transportation services (GRI: G4-8)

Active customers (shippers) 134

139

New connection agreements for delivery/redelivery points 45 65

Thanks to the development of services, in the last ten years the Italian gas market has seen a constant
increase in transportation operators, from 30 in 2003 to nearly 200 (shippers and traders) today
conducting numerous gas exchanges and capacity transactions. In 2016, 45 connection agreements
were entered into for the creation of new delivery/redelivery points (of which 2 for injections of
biomethane) or to upgrade existing points, and an average of over 370 million cubic metres of
transportation capacity was made available daily at network entry points.

Access to the service was provided to all operators which so requested.

In order to manage exchanges among operators and relationships with them, over time Snam has
developed IT systems and web portals that now represent a unique feature of the Company that is
upgraded regularly.

The development of IT systems and web portals

Logistics Gas Manages the commercial processes of daily - The process of replacing the previous Caminus/
Application scheduling, allocation and provisional and final AltraWEB application with the new Logistica
financial statements. Gas application has been completed, through
successive releases.

- The intra-day rescheduling process has been
initiated, which will allow users to balance their
balancing positions and to fully exploit the
potential transfer of intra-day capacity.

- New functions for the management of
allocations, financial statements and the
exchange of data with the Edigas protocol have
been put into production.

ServiRe Portal Provides users with computerised management - Strengthened to allow for the use of a single,
of the process of organising the alternative clear channel of communication and monitoring
supply service during transportation service in real time of the progress of requests for
interruptions on the SRG gas pipeline network, clarification, guaranteeing users the simplification
as well as activities for the disconnection and of correlated activities.
opening of redelivery points on the transportation
network and 24-hour management of the needs
of transportation service users, distribution
companies and owners of plants connected to the
pipeline network.

Myg@sview Portal The first version of a veritable dashboard - Users have been provided with customisable

that can be customised by users with a set widgets and notifications to support the

of available functions has been released into management of commercial activities.
production. This portal is expected to evolve This first step is part of a progressive project
gradually over time. to update the Business and Services Area.

Commercial area processes were included within the analysis perimeter to obtain the ISO 9001
certification for Snam Rete Gas, which was received in 2016.

Business segment operating performance
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Contracted transportation capacity/Available transportation capacity (foreign entry/interconnection

points) (%)

Network codes list a number of indicators for monitoring the quality of service offered by the
companies. When compared against these indicators, the Snam companies maintained a high level of
performance in 2016 as well. One part of these indicators, which refer to specific levels of commercial
quality, gives rise to the automatic indemnification of customers in the event of failure to comply with
the service quality standard.

Compliance with deadlines for issuing connection offers (%)

Compliance with deadlines for performing services subject to specific commercial quality standards

(%)

Interruptions carried out with sufficient advance notice (%)

Snam Annual Report 2016

Organisational changes related to operational activities

During the course of 2016, the number of personnel in service fell by a total of 192, from 1,918 at 31
December 2015 to 1,726 at 31 December 2016.

In the first half of 2016, the operating mechanisms necessary for the optimisation of various processes in the

area of Operations and Commercial Development were strengthened, particularly with reference to:

m the release of the new IT solution for managing the commercial processes of gas scheduling and
balancing, in line with the new requirements imposed by the constant changes in the regulatory
and business scenario;

m the continuation of SmartGas project activities.

Following the update of Snam'’s organisational structures in force since 1 November 2016, the

Snam Rete Gas organisational structure was redefined accordingly, with the attribution of all gas
transportation processes and certain staff and operational support services. Please note the following
updates:

m transfer to Snam’s new Asset Italia Business Unit of certain staff functions (planning and control,
project control, human resources, HSEQ process coordination) and the technical/technological
centre, in line with the need to strengthen Snam's role of guiding and coordinating its operating
companies;

m reorganisation/combination of certain pre-existing units dedicated to operating activities (e.g.
dispatching, metering, stations), with a view to maximising synergies among the various operating
processes;

m transfer of commercial and transportation infrastructure scheduling activities to the new Snam
Commercial, Regulation and Development Business Unit, which provides the service to Snam Rete
Gas. In any event, Snam Rete Gas still has a unit responsible, in terms of corporate liability, for
entering into transportation contracts and developing the Ten-Year Infrastructure Plan.

Accidents (GRI: G4-LA6)

In 2016, the number of accidents dropped significantly for both employees and contract workers.
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ACCIDENTS AT WORK (No.)

Total employee accidents

Total contract worker accidents

ACCIDENT INDICES

Employees

Frequency index (*)

Severity index (**)

Contract workers

Frequency index (*)

Severity index (**)

(*)  Number of accidents at work resulting in absence of at least one day, per million hours worked.
(**)  Number of working days lost (calendar days) in relation to accidents at work resulting in absence of at least one day, per million hours worked. Data do not reflect fatal accidents.

@ Energy consumption and emission (GRI: G4-EN3, EN15, EN21)

In order to limit natural gas emissions from the transportation network, measures continued to recover
gas through on-line recompression interventions and in compression stations (4.5 million cubic metres
of natural gas was recovered, equal to 77,780 tonnes of CO,_, +25% compared with 3.3 million cubic
metres in 2015).

In 2016, the installation of the new Poggio Renatico TC4 DLE unit was completed and the Messina TC3
unit was transformed from the traditional type to DLE.

In 2016, nitrous oxide emissions totalled 228 tonnes (+1.3% compared with 2015). The increase was
due to the greater use of gas turbines, which entailed a significant increase in the use of fuel gas. The
increasingly wide use of DLE turbines, which were employed for 94% of operating time, contributed to
significantly limiting the increase in emissions.

Energy consumption (TJ) 4,153 4,278
CO,,, emissions - Scope 1 ® * 810,408 883,826
Emissions of natural gas (10 m?) 37.2 37.0

Natural gas recovered (10° m?) 3.0 3.6
NOx emissions (t) 237 225

(*) CO,,, emissions were calculated based on a methane Global Warming Potential (GWP) of 28, as indicated in the scientific study carried out by the Intergovernmental

Panel on Climate Change (IPCC), “Fifth Assessment Report IPCC".
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Energy consumption/compressed energy (%)

CO, emissions/compressed gas (kg/106m?)

Natural gas emissions/km of network (m?/km)

NOx emissions/compressed gas (kg/106m?)

@ Regulations concerning the business segment

Relations with the regulatory authority (No.) (GRI: G4-26)

Responses to reference documents

Responses to consultations/observations through associations (*)

Tariff proposals

Data collections

Preliminary investigations (**)

Proposal to amend/update contractual documents and codes (***)

Proposal to amend/update contractual documents and codes (approved)

* Responses to consultations (the Authority, Ministry of Economic Development and Energy Market Operator) through trade associations. On one occasion, the Company took
P Y) Ty p 8y P 8 pany
part in a technical round table between associations and the Authority, which was launched during the year.
(**)  Includes fact-finding investigations in the transportation area.
(***)  Also includes proposals still being evaluated by the Authority, including contractual documents and agreements with operators in the context of regulated services.

Tariff regulations for 2016

By means of Resolution 587/2015/R/gas, published on 4 December 2015, the Authority approved the
revenue recognised for the transportation, dispatching and metering service for 2016.

Revenue recognised for the natural gas transportation, dispatching and metering service for 2016
amounted to €1,850 million.

The RAB as at 31 December 2014 for transportation, dispatching and metering activities amounted to
€15.0 billion.

Tariff regulations for 2017

By means of Resolution 669/2016/R/gas, published on 17 November 2016, the Authority approved
the revenue recognised for the natural gas transportation and dispatching service for 2017. Revenue
recognised for the natural gas transportation, dispatching and metering service for 2017 amounted

to €1,880 million. The RAB as at 31 December 2015 for transportation, dispatching and metering
activities amounted to €15 billion. By means of the subsequent Resolution 776/2016/R/gas, published
on 28 December 2016, the Authority definitively approved the transportation, dispatching and
metering tariffs for 2017, as calculated based on the recognised revenue approved by Resolution
669/2016/R/gas.

Snam Annual Report 2016
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Other provisions

“Snam Rete Gas - Regulation criteria for natural gas transportation and dispatching tariffs for
the 2014-2017 period”

Under ruling no. 3735/2015 the State Council confirmed the provisions of the Regional Administrative
Court of Milan, under ruling 329/2014 regarding the partial annulment of the resolutions of the
AEEGSI [Italian Regulatory Authority for Electricity, Gas and Water] no. 514/2013/R/gas, and of the
subsequent Resolutions 603/2013/R/gas and 641/2013/R/com, due to the lack of any provision in the
relevant rules for a decreasing-scale mechanism for the benefit of end users with high levels of gas
consumption.

By means of Resolution 429/2015/R/gas, the Authority launched a procedure, which should have been
completed by 31 December 2015, to comply with the aforementioned ruling. This procedure is still
pending, and thus the Group is still waiting for the final ruling. In the meantime, the original appellants
submitted an application for compliance with the aforementioned ruling before the competent judicial
authority. The appeal was discussed on 16 February 2017; therefore, we are currently waiting for the

decision of the Milan Regional Administrative Court.

“Snam Rete Gas - Regulation criteria for natural gas transportation and dispatching tariffs for
the 2010-2013 period”

By means of Ruling 2888/2015, the CoS rejected the appeal filed by the Authority for review of

the judgment of the Regional Administrative Court in Milan No 995/2013, which had annulled the
provisions contained in Resolutions ARG/gas/184/09, 192/09, 198/09 and 218/10 regarding natural
gas transportation and dispatching tariffs for the 2010-2013 period relating, specifically, to the
commodity/capacity distribution, the reform of the entry/exit model and gas intended for consumption
by central compressor stations (self-consumption).

By means of Resolution 428/2015/C/gas, the Authority decided to file an appeal for the
aforementioned ruling to be overturned on the grounds of factual error. At the same time, the
Authority - as a result of the proceedings brought by Resolution 430/2015/R/gas - complied with the
aforementioned rulings under Resolution 550/2016/R/gas, with which the Authority, having reformed
the discipline of self-consumption, justifiably confirmed the pricing criteria for the rest, partly in light of
the consultations carried out.

Given the confirmatory nature of the aforementioned resolution, the original applicant filed an appeal
for compliance with the aforementioned rulings and the declaration of nullity of 550/2016/R/gas. By
ruling of 1 March 2017, the Regional Administrative Court of Milan partially heard the appeal with
specific reference to the issue of the commodity/capacity distribution, believing that with Resolution
550/2016/R/Gas, there has been an inaccurate and partial compliance with ruling 995/2013 and that,
therefore, the Authority must carry out an additional assessment as to the effects of the decisions
made.
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LIQUEFIED NATURAL GAS (LNG) REGASIFICATION

KEY PERFORMANCE INDICATORS

Total revenue (*) 28 25 (6) (24.0)
Regulated revenue (*) 25 19 (] (5.3)
- of which revenue items offset in costs 6 1 (1) (100.0)
Operating costs (*) 23 19 (7) (36.8)
EBIT 1 6)

Net invested capital at 31 December 84 89 4 4.5
Technical investments (**) 7 7

Volumes of LNG regasified (billions of cubic metres) (***) 0.01 0.03 0.18

Tanker loads (number) 1 1 4

Employees in service at 31 December (number) 77 73 (2) (2.7)

(*)  Before consolidation adjustments.

(**)  Investments remunerated at the pre-tax real base WACC, amounting to 7.3% for 2014 and 2015 and 6.6% for 2016, in addition to the flat-rate increase of 1% to
offset the regulatory lag.

(***) For the year 2016, gas volumes are expressed in standard cubic metres (SCM) with an average traditional higher heating value (HHV) of 38.1 MJ/SCM (10.572 Kwh/SCM).

Results

Total revenue amounted to €19 million, down by €6 million (24.0%) compared with 2015. Net of
components offset in costs™, total revenue was down by €5 million, or 20.8%, due essentially to lower
revenue from non-regulated activities deriving from the sale of gas on the balancing market.

Regulated revenue, amounting to €18 million (substantially unchanged with respect to 2015),
refers to fees for the regasification service and relates almost entirely to the applicable portion of the
guarantee factor for the year 2016, established in Article 18 of Annex A to Resolution 438/2013/R/gas.

The EBIT ended with an operating loss of €5 million, against EBIT of €1 million in 2015. The operating
loss was connected with the impairment losses on property, plant and equipment not available for use
(-€7 million), considering the uncertainty regarding the future usability of those elements of property,

plant and equipment.

@ Technical investments
Technical investments in 2016 totalled €7 million (the same as in 2015) and involved maintenance
projects aimed at guaranteeing plant system safety.
These include: (i) activities concerning the pump pressure regulation system (€2 million); (ii) tank
engineering activities (€2 million); and (iii) activities to adjust the safety levels of gas and oxygen

analysers (€1 million).

19  Revenues offset in costs refer to the costs that GNL charges back to its customers for use of the transportation service provided by
Snam Rete Gas.
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Operating review

During 2016, 0.21 billion cubic metres of LNG were regasified at the Panigaglia (SP) LNG terminal
(0.03 billion cubic metres in 2015, all regasified as part of the peak shaving service; +0.18 billion cubic
metres), of which 0.043 billion cubic metres within the integrated natural gas regasification and storage
service.

In 2016, 5 tanker ships were unloaded, 1 of which as part of the integrated regasification and storage
service (1 unloaded in 2015, as part of the peak shaving service).

Provision and development of regasification service (GRI: G4-8)

Active customers (shippers)

Compliance with the maximum period of interruption/reduction in capacity at the
terminal due to maintenance works (%)

Organisational changes related to operational activities
\___/

At the end of 2016, the number of personnel in service totalled 71, a decrease of 2 compared with 31
December 2015 (73).The decline of 2 resources compared with December 2015 was due to the hiring
of 1 person and 2 departures net of transfers among the subsidiaries, which explain the additional
reduction of 1 resource.

Accidents (GRI: G4-LA6)

ACCIDENTS AT WORK (No.)

Total employee accidents

Total contract worker accidents

ACCIDENT INDICES

Employees

Frequency index (*)

Severity index (**)

Contract workers

Frequency index (*)

Severity index (**)

(*)  Number of accidents at work resulting in absence of at least one day, per million hours worked.
(**)  Number of working days lost (calendar days) in relation to accidents at work resulting in absence of at least one day, per million hours worked. These data do not include fatal
accidents.
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@ Energy consumption and emissions (GRI: G4-EN3,EN15,EN21)

Energy consumption (TJ)

31 52
CO,,, emissions - Scope 1 (t) (*) 32,169 38,659

Emissions of natural gas (106 m?) 1.9 2

NO_ emissions (t) 0.3 1.1

(*)  Emissions of CO,,, were calculated with a methane GWP of 28, as indicated in the scientific study of the Intergovernmental Panel on Climate Change (IPCC) “Fifth
Assessment Report IPCC".

@ Regulations concerning the business segment

Relations with the regulatory authority (No.) (GRI: G4-26)

Responses to reference documents

Responses to consultations/observations through associations (*)

Tariff proposals

Data collections

Proposals to amend/update contractual documents and codes (**)

Proposal to amend/update contractual documents and codes (approved)

(*) Responses to consultations (the Authority, Ministry of Economic Development and Energy Market Operator) through trade associations. On one occasion, the Company
took part in a technical round table between associations and the Authority, which was launched during the year.
(**)  Also includes proposals still being evaluated by the Authority, including contractual documents and agreements with operators in the context of regulated services.

Tariff regulations for 2016

By mean of Resolution 625/2015/R/gas, published on 18 December 2015, the Authority approved
tariffs for the LNG regasification service for 2016. The tariffs were set on the basis of the base revenue
of €27.1 million. The actual revenue was calculated based on the capacities actually allocated. The net
invested capital as at 31 December 2014 (RAB) was around €0.1 billion.

Tariff regulations for 2017

By means of Resolution 392/2016/R/gas, published on 14 July 2016, the Authority approved tariffs for
the LNG regasification service for 2017.

The tariffs were set on the basis of the base revenue of €27.9 million. Effective revenue must take
account of capacity actually allocated. The net capital invested as at 31 December 2015 (RAB) was
around €0.1 billion.

The Authority also recognised the amount of roughly €0.34 million to GNL Italia to cover the increase
in the IMU tax rate for the years 2013-2014.
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Other provisions

Integrated storage and regasification service

The Ministry of Economic Development Decree of 25 February 2016: “Determination and allocation of
modulation storage capacity for the contractual period 2016-2017", published in Official Gazette No
76 of 1 April 2016, also modified the procedures for access to and delivery of the integrated storage
and regasification service, previously introduced pursuant to Article 14 of Decree-Law 1/2012. In
particular, this service, for which a storage capacity of 1 billion cubic metres is reserved, requires the
regasification companies and the largest storage company to coordinate in order to allow redelivery
of the regasified LNG to the user directly to storage, by the end of the month following the unloading
of the tanker ships. Based on the provisions of the Decree, access to the service is obtained through a
competitive auction whose price has been defined by the Authority on the basis of the criteria set forth
in Resolution 77/2016/R/gas, taking account of the value of the product and the trend of the market.

With regard to the contractual period from 1 April 2017 to 31 March 2018, the Ministry of Economic
Development established, by the Decree of 7 December 2016 (Official Gazette, General Series, No

295 of 19 December 2016), that a storage space equal to 1.5 billion cubic metres should be set aside
for an integrated regasification and storage service, in order to allow industrial companies to procure
LNG directly from other countries. The service involves the injection of regasified gas into storage, less
consumption and losses, by the end of the month subsequent to when the LNG is unloaded. The decree
also establishes that the Authority will define the competitive auction procedure for the allocation of
capacities relating to the integrated service, a reserve price that takes into account the product value
as well as market developments and the criteria for splitting the proceeds between the regasification

companies and Stogit.

Resolution 191/2016/R/gas - “Integration of procedures for the application of the factor for
covering revenue for the LNG regasification service, following the introduction of the integrated
regasification and storage service”

By means of this resolution, published on 21 April 2016, the Authority introduced an amendment

to the methods for applying the factor for covering revenue for the LNG regasification service, in

order to incorporate the amendments introduced through Resolution 77/2016/R/gas with respect to
the integrated supply of a regasification and storage service pursuant to Article 1 of the Ministry of
Economic Development Decree of 25 February 2016 “Determination and allocation of modulation
storage capacity for the contractual period 2016-2017". This amendment also included revenue arising
from the provision of the integrated regasification and storage service in the formula of the factor for

covering revenue.

Determination 13/2016 of 27 May 2016 - Infrastructure, Unbundling and Certification
Department (IUCD) - "Authorisation of the provision of amounts due relating to the factor for
covering revenue attributable to the company GNL Italia S.p.A. for the year 2015"

By means of this determination, published on 30 May 2016, the Authority notified Cassa per i Servizi
Energetici e Ambientali of its authorisation of the provision of amounts due relating to the factor for
covering revenue for the company GNL Italia S.p.A. for the year 2015, as a result of the verification

of compliance of calculation methods consistent with the criteria of Resolution 438/2013/R/gas
“Regulation of tariffs for the liquefied natural gas regasification service for the regulatory period 2014-
2017 (RTGR)".
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NATURAL GAS STORAGE

KEY PERFORMANCE INDICATORS

Total revenue (a) 541 535 49 9.2
Regulated revenue (a) 526 534 49 9.2
- of which revenue items offset in costs 68 80 1 1.3
Operating costs (a) 163 145 6 4.1
EBIT 318 319 27 8.5
Technical investments (b) 240 170 (53) (31.2)
Net invested capital at 31 December 3,286 3,365 56 1.7
Concessions (number) 10 10

- of which operational (c) 8 9

Natural gas moved through the storage system (billions of cubic 15.70 19.58 0.42 2.1
metres) (d)

- of which injected 8.13 9.84 0.12 1.2
- of which withdrawn 7.57 9.74 0.30 3.1
Total storage capacity (billions of cubic metres) 15.9 16.0 0.5 3.1
- of which available (e) 11.4 11.5 0.5 4.3
- of which strategic 4.5 4.5

Employees in service at 31 December (number) 291 299 2 0.7

Before consolidation adjustments.

b Investments remunerated at the pre-tax real base WACC, amounting to 6.7% for 2014, 6.0% for 2015 and 6.5% for 2016.
Working gas capacity for modulation services.
d For the year 2016, gas volumes are expressed in standard cubic metres (SCM) with an average traditional higher heating value (HHV) of 39.1 M}/SCM (10.805 Kwh/SCM).

CICIGICAC

Working gas capacity for modulation, mining and balancing services. The figure indicated represents the maximum available capacity, which was allocated in full for the
2016-2017 thermal year.

Results

Total revenue amounted to €584 million, an increase of €49 million, or 9.2%, compared with 2015.
Total revenue net of items offset in costs®® was €503 million, representing an increase of €48 million or
10.5% compared with 2015.

Regulated revenue (€583 million) comprised fees for the natural gas storage service (€512 million)
and the fees charged back to users relating to the natural gas transportation service provided by
Snam Rete Gas S.p.A. (€71 million). Storage revenue net of items offset in costs was €502 million,
representing an increase of €48 million or 9.6% compared with 2015.The increase was due to tariff
updating mechanisms and, in particular, the updating of the rate of return on net invested capital,
which rose from 6% in 2015 to 6.5% in 2016 (+€20 million), as well as the effects of the entry into
operation in late 2015 of the first facilities at the Bordolano site (+€21 million). The rate of return
was updated mainly due to the adoption of the reference parameters to determine the WACC for

20 These components refer mainly to revenue from the chargeback to storage users of charges relating to the natural gas transportation service
provided by Snam Rete Gas S.p.A., pursuant to Resolution 297/2012/R/gas of the Authority. For the purposes of the consolidated financial
statements, this revenue is eliminated in relation to Stogit S.p.A., together with transportation costs, in order to represent the substance of the
operation.
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2016, calculated in accordance with the criteria established by the Authority by means of Resolution
583/2015/R/com, which were better than the parameters applied for the WACC in 2015, the first year
of the fourth regulatory period for the storage service.

EBIT for 2016 amounted to €346 million, an increase of €27 million, or 8.5%, compared with 2015.
Higher revenue (+€48 million) was offset in part by higher amortisation and depreciation (-€16
million), due primarily to the entry into service of new infrastructure, and greater operating costs (-€5

million, net of components offset in costs), due mainly to site maintenance costs.

Technical investments

Technical investments in 2016 totalled €117 million, a decrease of €53 million (-31.2%) compared
with the previous year (€170 million), and refer to the development of new fields and upgrading of
capacity (€73 million) and maintenance and other investments (€44 million).

The main investments in the development of new fields and upgrading of capacity (€73 million)
primarily concerned activities carried out in the fields of:

m  Bordolano: the execution phase of the project was completed, and the second part of the plant
subsequently became operational;

m  Minerbio: acquisition of materials, preparatory activities for the installation of the TC7 unit, various
station upgrades;

m  Sabbioncello: start of construction of the connection to well 51.

Maintenance and other investments (€44 million) relate primarily to the acquisition of phonometric
devices at the Stogit plants, ICT activities, the supply of materials and the continuation of

Cortemaggiore plant streamlining activities and activities carried out in the Fiume Treste fields.

INVESTMENT PROPORTIONS BY TYPE (% OF TOTAL INVESTMENTS)

62 38
2016

I Development of new fields and upgrading of capacity B Maintenance and other

Thanks to the significant investments made to develop new deposits and upgrade existing ones, Stogit
exceeded the previous maximum quantity of gas deposits in its storage systems, thereby increasing its
volume and peak capacity. Total storage capacity as at 31 December 2016, including strategic storage,
was 16.5 billion cubic metres (+0.5 billion cubic metres compared with 2015, made available by the
new Bordolano deposit), of which 12.0 billion cubic metres related to available capacity fully allocated
for the thermal year 2016-2017 (11.5 billion cubic metres in thermal year 2015-2016) and 4.5 billion
cubic metres related to strategic storage (unchanged compared with thermal year 2015-2016, as
established by the Ministry of Economic Development by means of the notice dated 21 January 2016).
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Operating review

Gas moved through the storage system

In 2016, 20.0 billion cubic metres of natural gas was moved through the storage system, an increase
of 0.42 billion cubic metres, or +2.1%, compared with 2015 (19.58 billion cubic metres). The increase
was mainly attributable to higher withdrawals from storage (+0.30 billion cubic metres, +3.1%) due to
the substantial use of stocks by the operators during the final months of 2016, due mainly to weather
conditions and to higher injections to replenish stocks (+0.12 billion cubic metres, +1.2%).

NATURAL GAS MOVED THROUGH THE STORAGE SYSTEM (BILLIONS OF CUBIC METRES)

PROVISION AND DEVELOPMENT OF STORAGE SERVICES

10.04
Extraction 9.74
7.57
9.96
Injection 9.84

8.13

20.00
Total 19.58
15.70
W 2016 W 2015 [ 2014
Provision and development of storage services (GRI: G4-8)
Active customers (shippers) 107 118

Snam Annual Report 2016

In the 2016-2017 thermal year, the total space allocated was the same as that offered. Although
allocation auctions were scheduled for the April-September period, all capacity offered had already
been allocated at the auctions in May. Following the progressive entry into operation of the Bordolano
deposit, two auctions were carried out, one in June with effect from July and the other in July with
effect from August, during which 200 million standard cubic metres of capacity in addition to that
offered at the start of the thermal year were offered and allocated.

Network codes list a number of indicators for monitoring the quality of service offered by the
companies. Snam companies continued to maintain excellent performance with respect to these
indicators in 2016. One part of these indicators, which refer to specific levels of commercial quality,
gives rise to the automatic indemnification of customers in the event of failure to comply with the
service quality standard.



Contractual storage capacity/Available storage capacity (%)
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Compliance with deadlines for performing services subject to specific commercial
quality standards (%)

Connection flow lines subject to supervision (%)

Total capacity not made available following interruptions/reductions to the service (%)

The new balancing regime in implementation of Regulation (EU) No 312/2014, in force as of 1 October
2016, establishes the obligation of continuous activity for a 24-hour period only for the transporter.
Considering that in Italy storage is the main tool enabling flexibility, Stogit immediately expressed its
willingness to allow its customers continuous renomination cycles over a 24-hour period. The Authority
placed importance on the role of storage in the 24-hour renomination cycles and also defined a system
of daily "day-ahead” auctions for the marketing of storage capacities by Stogit and users (Resolution
193/2016/R/gas).

The Company therefore adjusted its information systems, which are still in the evolution phase to
incorporate the latest regulatory instructions, and structured a commercial dispatching service over a
24-hour shift in order to guarantee operations and give users the required support.

In order to manage exchanges among operators and relationships with them, over time Snam has
developed IT systems and web portals that now represent a unique feature of the Company that is
upgraded regularly.

Development of IT systems and web portals

Capacity Portal

Manages the storage capacity contracting process. - Further refined with regard to auction allocation
processes for Peak and Uniform Modulation Storage
services.

- Provides the results of the individual allocation pro-
cesses (such as auctions) online in .pdf format, which
is valid as a contract addendum.

- Processes concerning the assignment of capacity,
contracts, and billing previously implemented were
established, optimised and consolidated.

Adjusted to conduct monthly, daily and day-ahead

auctions.
Sampei Portal Manages storage agreements in terms - Functionalities for the management of several daily
of inventory management and gas movements. renomination cycles were developed, in com-
pliance with the provisions of Regulation (EU) No
312/2014.

Due to the obligations laid out by Regulation (EU)
No 1227/2011 (REMIT), Stogit users are required to
send the European Agency for the Cooperation of
Energy Regulators (ACER) their updated inventory
every day. To better serve its users, the Sampei
portal was modified so these data could be sent to
ACER on behalf of each individual user.

- Adjusted and in the phase of further evolutions for
the management of processes inherent in the new
balancing regime and the management of day-
ahead auctions.
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Organisational changes related to operational activities
\___/

During 2016, the number of personnel in service rose by 2, from 299 at 31 December 2015 to 301 at
31 December 2016.

In the Operations area, in the first half of 2016 the first phase of the SmartGas project was completed,
an initiative aimed at revising maintenance standards and regulations, in order to ensure the necessary
evolution of professional roles operating at the hubs and the development and implementation of
more highly developed IT solutions to manage operating processes. Phase two of the project started in
June.

With regard to sales, the launch of the new balancing system on 1 October 2016 entailed certain
adjustments in the organisational structure (shift) responsible for the management of activities.

Accidents (GRI: G4-LA6)

The number of accidents increased in 2016 for employees, whereas they remained unchanged for
contract workers.

ACCIDENTS AT WORK (No.)

Total employee accidents

Total contract worker accidents

ACCIDENT INDICES

Employees

Frequency index (*)

Severity index (**)

Contract workers

Frequency index (*)

Severity index (**)

(*)  Number of accidents at work resulting in absence of at least one day, per million hours worked.
(**) Number of working days lost (calendar days) in relation to accidents at work resulting in absence of at least one day, per million hours worked. These data do not include fatal
accidents.

@ Energy consumption and emissions (GRI: G4-EN3,EN15,EN21)

Activities aimed at reducing energy consumption and controlling atmospheric emissions continued.

In 2016, nitrous oxide emissions totalled 201 tonnes (+14.8% compared with 2015). The increase was
due to the greater use of gas turbines, which entailed an increase in the use of fuel gas (+5.1%). The
increasingly wide use of DLE turbines, which were employed for 88% of operating time, contributed to
significantly limiting the increase in emissions.
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Energy consumption (TJ)

4,117 4,740
CO,,, emissions - Scope 1 (t) (*) 410,728 450,162
Emissions of natural gas (106 m?) 1.7 10.7

NO, emissions (t) 227 175

(*)  Emissions of CO,,, were calculated with a methane GWP of 28, as indicated in the scientific study of the Intergovernmental Panel on Climate Change (IPCC) “Fifth Assessment
Report IPCC".

Emissions of natural gas for storage/gas stored (%)

0.067 0.051
NO_ emissions/stored gas (kg/106m?) 28.0 17.8

Average emissions of NO_per turbine/installed capacity ([mg/Nm?*/MW) 6.2 5.6

Regulations concerning the business segment

Relations with the regulatory authority (No.) (GRI: G4-26)

Responses to reference documents

Responses to consultations/observations through associations (*)

Tariff proposals

Data collections

Investigations

Proposals to amend/update contractual documents and codes (**)

Proposal to amend/update contractual documents and codes (approved)

(*)  Responses to consultations (the Authority, Ministry of Economic Development and Energy Market Operator) through trade associations. On one occasion, the Company
took part in a technical round table between associations and the Authority, which was launched during the year.
(**)  Also includes proposals still being evaluated by the Authority, including contractual documents and agreements with operators in the context of regulated services.

Tariff regulations for 2016

By means of Resolution 46/2016/R/gas, published on 12 February 2016, the Authority provisionally
approved the corporate base revenue for the storage service for 2016, as per the tariff proposal
presented by Stogit on 22 January 2016.The provisionally approved revenue is aimed at providing a
base figure for calculating the fees for the allocation of storage capacity. Subsequently, by means of
Resolution 418/2016/R/gas, published on 22 July 2016, the Authority approved the definitive base
revenue for the storage service for 2016 for the company Stogit. Revenue recognised for the natural gas
storage service for 2016 amounted to €503.5 million. The RAB for storage activities was €4.0 billion.
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Tariff regulations for 2017

By means of Resolution 441/2016/R/gas, published on 28 July 2016, the Authority determined the
provisional base revenue for the storage service relating to 2017 for Stogit. The provisionally approved
revenue is aimed at providing a base figure for calculating the fees for the allocation of storage
capacity. By 31 May 2017, storage companies will submit their final base revenue proposals to the
Authority, calculated using the total annual increases in assets relating to 2016. These proposals will be
approved by the Authority within 60 days.

Other provisions

Ministerial Decree of 25 February 2016 (Official Gazette No 76 of 1 April 2016) - "Determination
and allocation of modulation storage capacity for the contractual period 2016-2017"

With this decree, the Ministry of Economic Development defined the modulation storage space for

the thermal year 2016 - 2017, to be used primarily for entities supplying domestic customers, at
7,450.5 million cubic metres plus the mining storage share not requested and allocated by the storage
companies. The Decree confirmed that this storage space, together with that reserved for the uniform
storage of annual and multi-year durations, would be allocated by competitive auctions, with the
reserve price defined by the Authority on the basis of the criteria set forth in Resolution 77/2016/R/gas.

The Decree also modified the procedures for access to and delivery of the integrated storage and
regasification service, previously introduced pursuant to Article 14 of Decree-Law 1/2012. In particular,
this service, for which a storage capacity of 1 billion cubic metres is reserved, requires the regasification
companies and the largest storage company to coordinate in order to allow redelivery of the regasified
LNG to the user directly to storage, by the end of the month following the unloading of the tanker
ships. Based on the provisions of the Decree, access to the service is obtained through a competitive
auction whose price has been defined by the Authority on the basis of the criteria set forth in
77/2016/R/gas, taking account of the value of the product and the trend of the market.

Resolution 323/2016/R/gas - "Provisions on settlement relating to storage services for the
2016-2017 thermal year”

For the 2016-2017 thermal year, this resolution, published by the Authority on 17 june 2016, governs
the way in which any differences are eliminated between the revenue recognised to storage companies
on the basis of regulated tariffs and the revenue received following auctions for the allocation of

capacity.

With reference to the y parameter pursuant to Article 11 of Annex A to Resolution 531/2014/R/gas
“Regulation criteria for natural gas storage service tariffs for the 2015-2018 period” - (RGST), relating
to the coverage level of the portion of revenue relating to the additional return on net invested capital
for the investments with incentive that entered into operation in the previous regulatory periods,

an investigation was launched to define criteria for establishing its value for the coming years, with
the goal of encouraging storage companies to pursue more efficient conduct in the management of
allocation procedures as well as in the methods for providing the storage service.

Pending the outcome of the investigation, which will be completed in due time for the approval of
corporate revenue for the year 2017, a y parameter of 1 was confirmed for the year 2016.



