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Financial review
and other information

INTRODUCTION

On November 7, 2016 the industrial and corporate reorganization operation began, with the goal of
separating the natural gas distribution business in Italy from Snam. The operation, divided into several
steps both unitary and contextual among them led to the transfer of the entire share base of Snam
S.p.A., equal to 100% of the share capital, in Italgas Reti S.p.A. (previously Italgas S.p.A.) to Italgas S.p.A.
(previously ITG Holding S.p.A.) and the relative deconsolidation of Italgas Reti S.p.A.

In accordance with the terms of IFRS 5 accounting principle “Non-current assets held for the sales and
discontinued financial operations”, the economic results in the natural gas distribution sector referring to
the period January 1 — November 6, 20162" have been represented as “Discontinued Operations”?? and, for
this reason, expressed separately in a single line on the financial statement. The fiscal years of comparison
were then reclassified. As a result, the present Report primarily illustrates the results of the continuing
operations (transport and dispatch, re-gasification and storage, in addition to Corporate assets).

In this regard, however, it should be considered that the separate recording of the discontinued
operations according to the criteria of IFRS 5 refers only to the relations with third parties leaving the
elision of the infra-group relations. In this way, this causes a distortion in the separation of the values
between continuing and discontinued operations which, at the economic level, causes a penalty to one
or the other which becomes more significant as the infra-group economic relations of the discontinued
sectors increase.

In particular, in reference to the Snam Group, the separate recording of the results in the natural gas
distribution sector according to the criteria discussed in IFRS 5 penalizes the continuing operations as a
result of the elision of the revenue and financial yield, recorded respectively in light of the re-charge of
the costs deriving from the provision of services and the loans issued at the concentrated level of Snam
S.p-A. to Italgas Reti S.p.A., with the costs generated by the aforementioned re-charges remaining part
of continuing operations.

In order to remove these distortions, we have prepared alternative performance measures not
established by the IFRS (Non- GAAP measures) which reset the results of the continuing operations,

at the level of the individual entry on the financial statement, the intercompany transactions towards
discontinued operations, in order to obtain a representation of the results of the continuing operations
as if the discontinued operations had been deconsolidated.

In addition, the Non-GAAP measures, including the net adjusted profit of the Group, exclude several
profit components classified in special items in order to provide a better analysis of the performances
and to ensure greater comparability of the results.

As a result, the operating profits and the net profits of the Group have been reported in the reported

21 These results include the contribution to the financial statement of Italgas S.p.A. because the company controlled by Snam up to the effective
date of the operation was constituted on June 1, 2016 exclusively in the realm of the operation in question as a beneficiary holding of the
transfer of the entire share of Snam S.p.A. in Italgas Reti S.p.A.

22 Inaccordance with IFRS 5 accounting principle, section 32 “A discontinued operating asset is a component of an entity that was discontinued
or classified as held for sale and: (a) represents a significant autonomous branch of an asset or a geographic asset area; (b) is part of a single co-
ordinated plan to write-off of a separate autonomous branch of an asset or a geographic asset area; or (c) is a controlled sum acquired exclusively
according to a resale.” In reference to discontinued operations, subsequent section 33 requires the indication, among other aspects, of a single
sum, to be expressed in the complex financial statement prospectus represented by the total of the profits or losses from discontinued assets
net financial effects.
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and adjusted configurations for the fiscal year 2016 and for the periods of comparison.

EBIT (134)

Adjusted EBIT 1,496 1,481 (145) (9.8)
Net profit (*) 1,198 1,238 (377) (30.5)
Adjusted net profit (*) 1,078 1,209 (193) (16.0)

(*)  Belonging fully to Snam shareholders

For additional information in regards to the determination of the adjusted results, see the section
below “Recalculation of the Operating Profit and the Reported Net Profit to Adjusted Profit.”

FINANCIAL REVIEW

ADJUSTED INCOME STATEMENT

The following table includes the adjustments made at the level of the individual entries of the financial statement introduced
for the purpose of obtaining synthetic measures of the results (Adjusted Operating Profit and Net Adjusted Profit) which allow a
better evaluation of the performance of the continuing operations and a greater comparability of the data.

Regulated revenue 2,480 2,502 (58) (2.3)
Non-regulated revenue (a) 98 125 9) (7.2)
Total revenue 2,578 2,627 (67) (2.6)
Operating costs (a) (524) (570) (3) 0.5
Adjusted EBITDA 2,054 2,057 (70) (3.4)
Amortisation, depreciation and impairment (558) (576) (75) 13.0
Adjusted EBIT 1,496 1,481 (145) (9.8)
Net financial expenses (a) (b) (343) (332) 69 (20.8)
Net income from equity investments 33 106 10 9.4
Pre-tax profit 1,186 1,255 (66) (5.3)
Income taxes (b) (463) (392) 29 (7.4)
Adjusted Net Profit - continuing operations (a) (b) (c) 723 863 (37) (4.3)
Adjusted Net Profit - discontinued operations (a) (b) (c) 355 346 (156) (45.1)
Adjusted net profit (b) (c) 1,078 1,209 (193) (16.0)

(@)  These include the resetting of the elisions originating from intercompany transactions towards discontinued operations.
(b)  Net special items
(c)  Entirely held by Snam shareholders
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Reconciliation of EBIT and the reported net profit with adjusted EBIT and adjusted net profit

Snam’s management assesses Group performance on the basis of adjusted EBIT and adjusted net profit,

which exclude special items from EBIT and net profit respectively.

The income components are classified under special items, if significant, when: (i) they result from non-
recurring events or transactions or from transactions or events which do not occur frequently in the
ordinary course of business; or (ii) they result from events or transactions which are not representative

of the normal course of business.

The tax rate applied to the items excluded from the calculation of adjusted net profit is determined
on the basis of the nature of each revenue item subject to exclusion. Adjusted EBIT and adjusted net
profit are not provided for by either IFRS or other standard setters. Management considers that these

performance metrics allow for analysis of the business trends, making it easier to compare results.

The profit components of the continuing operations for the fiscal year 2016, classified as special
items?? involved: (i) the finance charges deriving from the reacquisition of bonds on the market made
in the realm of liability management operations (329 million euro; 233 million euro net the relative tax
effect) put into effect by Snam in the month of October 2016.The total dimension of the operation

of the reacquisition of the bonds for a par value equal in total to 2.75 billion euro was also defined

in consideration of the cash coming from the separation of Italgas (approximately 3.2 billion euro,

net approximately 0.4 billion euro from BEI loans relating to Italgas projects which were the object of
recalculation); (i) the financial revenue relating to the credits in existence towards the Italgas Group
(119 million euro; 78 million euro net the relative tax effect), the object of reimbursement to Snam as
a result of the separation operation.

In addition, as already illustrated in the introduction, the measures of the adjusted result, in addition to

excluding the aforementioned special items, also move the elisions originating from transactions from

continuing operations towards discontinued operations.

23 Inreference to the discontinued operations there were no income statement components in the fiscal year 2016 classified in special items.

Financial review



96

The following table represents the operating profit and the net adjusted profit and the reconciliation

with the respective results reported

Reported operating profit (EBIT) (¥) 1,454 1,427
Movement of the elisions originating from intercompany transactions 42 54
to discontinued operations
Adjusted operating profit (Adjusted EBIT) 1,496 1,481
Net financial expenses (*) (401) (380)
of which:
- costs incurred for intercompany transactions towards discontinued 58 48
operations:
- special item
Net revenue from equity investments (*) 33 106
Income taxes (*) (394) (357)
- of which special items 69 35
Net reported profit - continuing operations (*) (**) (A) 692 796
Movement of the elisions originating from intercompany transactions 100 102
towards discontinued operation
Exclusion of special items net the relative tax effect
- Liability management finance charges
- Financial revenue from market value adjustment of financial credits
of the Italgas Group
- Adjustment of deferred taxes (2016 Stability Law) (35)
- Adjustment to deferred taxes (Robin Hood Tax) (69)

(69) (35)
Net adjusted profit - continuing operations (**) (C) 723 863
Net reported profit - discontinued operations (*) (**) (B) 506 442
Movement of the elisions originating from intercompany transactions
towards discontinued operations:

(100) (102)

Exclusion of special items net the relative tax effect
- Fees for the closing of the Gas Fund net the tax effect 28
- Adjustment of deferred taxes (2016 Stability Law) (22)
- Adjustment to deferred taxes (Robin Hood Tax) (51)

(51) 6
Net adjusted profit - discontinued operations (**) (D) 355 346
Net reported profit (*) (**) (A+B) 1,198 1,238
Net Adjusted Profit (**) (C+D) 1,078 1,209

(*)  The Legal table of the Financial Statement. See the section “Financial Statement Tables” of the Notes to the Consolidated Financial Statement

(**)  Entirely held by Snam shareholders
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(134) (9.4)
(11) (20.4)
(145) (9.8)
(130) 34.2
(11) (22.9)
(210)
10 9.4
49 (13.7)
20 57.1
(205) (25.8)
(22) (21.6)
233
(78)
35 (100.0)
190
(37) (4.3)
(172) (38.9)
22 (21.6)
(28) (100.0)
22 (100.0)
(6) (100.0)
(156) (45.1)
(377) (30.5)
(193) (16.0)
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The Net Adjusted Profit from Continuing Operations totals 826 million euro, a 37 million euro
reduction (-4.3%) in respect to the fiscal year 2015.The reduction is due to the lower adjusted
operating profit (-145 million euro, equal to 9.8%), which the lower revenues have cut into (94 million
euro, net the components that have a counterpart in costs) which are greatly affected in the WACC
review for the fiscal year 2016, and the higher depreciation and devaluation (-75 million euro; equal
to 13.0%). These effects were absorbed in part by lower net finance charges (+69 million euro; equal
to 20.8%), thanks to the reduction of the average cost of the debt, as well as the reduction of income

taxes (+ 29 million euro; equal to 7.4%) due to lower profits before taxes.

The pro-forma adjusted net income of the continuing operations, obtained by applying Snam’s
share, amounting to 13.5%, to the estimated net income of Italgas Group for the whole of 2016,
adjusted by excluding the effects resulting from the adjustment to market value of the existing
financial debts towards Snam Group and eliminating the effects of non-recurring items from the

valuation of foreign subsidiaries, amounts to €845 million.

The net adjusted profit of the Group totals 1,016 million euro, a 193 million euro reduction, equal to
16.0% in respect to the fiscal year 2015. The reduction may be attributed to continuing operations (-37
million euro; -4.3%) as a result of the phenomena analysed in the previous section, and discontinued
operations (-156 million euro; -45.1%). In reference to discontinued operations, the net adjusted profit
(190 million euro, in reference to the period from January 1, 2016 to November 6, 2016; 346 million
euro in the fiscal year 2015), in addition to a different incidence of the profit components, which feels
the influence of the lesser revenue regulated, essentially due to the mechanisms of tariff updates and,
in particular, to the revision of the remuneration rate of the capital invested, which moves from 6.9% in
2015 to 6.1% in 2016 for distribution and from 7.2% in 2015 to 6.6% in 2016 for measurement.

Analysis of the entries on the adjusted financial statement

Business segments

Transportation

2,087

Regasification 28 25 (6) (24.0)
Storage 541 535 49 9.2
Corporate and other activities 202 209 17 8.1
Elisions from consolidation (¥) (280) (287) (17) 59
2,578 2,627 (67) (2.6)

(*)  Include the movement of elisions originating from intercompany transaction to discontinued operations.

Financial review



98

Regulated and non-regulated revenue

Regulated revenue

2,480

Business segments

Transportation 1,956 1,977 (122) (6.2)

Regasification 19 18

Storage 397 389 37 9.5

Revenue items offset in costs (*) 108 118 27 22.9

Non-regulated revenue (**) 98 125 (9) (7.2)
2,578 2,627 (67) (2.6)

(*)  The main revenue items offset in costs relate to interconnection and sales of natural gas carried out for balancing purposes.
(**)  Include the movement of elisions originating from intercompany transaction to discontinued operations.

Regulated Revenue (2,444 million euro) declined by 58 million euro in respect to the fiscal year 2015
(-2.3%). The regulated revenue, net the components that have a counterpart in costs, total 2,299
million euro, a decrease of 85 million euro, equal to 3.6%, and relate to transport (1,855 million euro),
storage (426 million euro) and re-gasification (18 million euro). The reduction essentially reflects

the revision of the WACC?, for the year 2016, in the transport sector (-134 million euro), whose
remuneration rate moves from 6.3% in 2015 to 5.4% in 2016.This effect was in part absorbed by the
higher regulated revenue recorded in the storage sector (+48 million euro), which benefits from an
improvement in the WACC for 2016, in respect to the figure established for 2015 (+20 million euro),
the first year of the fourth regulation period, in addition to the effective entry, at the end of 2015, of
the first facilities of the Bordolano site®.

Non-regulated revenue (116 million euro, net elisions from consolidation) decreased by 9 million
euro in respect to the fiscal year 2015, equal to 7.2%, principally as a result of fewer transfers of natural
gas which are no longer functional to operating activities (-24 million euro), compensated in part by
greater re-charges of the services provided by Snam S.p.A. to the companies in the Italgas Group over
the course of 2016 (+8 million euro, in reference to the period 1 January - 31 December 2016) and to
foreign affiliates (+6 million euro).

OPERATING COSTS

Operating Costs by Sector of Activity

Business segments

Transportation 402 485

Regasification 23 19 (7) (36.8)

Storage 163 145 6 4.1

Corporate and other activities 216 208 37 17.8

Consolidation eliminations (*) (280) (287) (17) 59
524 570 3 0.5

(*) These include the restoration of eliminations originating from inter-company transactions to discontinued operations.

24 With Resolution 583/2015/R/com of 2 December 2015 “Rate of return on invested capital for infrastructure services in the electricity and gas
sectors: criteria for determination and updating”, the Electricity, Gas and Water Authority (AEEGSI) fixed the rate of return on net invested ca-
pital (WACC) for 2016 - 2021 and fixed the rate of return for 2016.The resolution also provided an update mechanism of the rate at mid-term
in the light of economic.

25  Excluding the effect of the revision of the WACC for 2016, the regulated revenues, net of the items offset in the costs, amount to €2,413
million, up 1.2% from 2015.
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Operating costs - Regulated and non-regulated activities

Operating Costs for Regulated Activities

Controllable fixed costs

Variable costs

Other costs

Cost items offset in revenue (*)

Operating Costs for Non-Regulated Activities (**)

Total operating costs

(*)  The main cost items offset in revenue relate to interconnection and sales of natural gas carried out for balancing purposes.
(**)  These include the restoration of eliminations originating from inter-company transactions to discontinued operations.

Operating costs of regulated activities
The operating costs for regulated activities total 456 million euro, a 7 million euro reduction, equal to
1.5% in respect to 2015.

The fixed controllable costs (271 million euro) represented by the total of the cost of personnel and
external costs of a recurrent nature, record a slight increase of 3 million euro, equal to 1.1% in respect
to the fiscal year 2015 (268 million euro).

The variable costs (9 million euro), a 4 million euro reduction in respect to 2015, principally refer to
removals from the warehouse for gas transfers made in the realm of the balancing service.

The other costs (31 million euro) essentially concern capital losses from the radiation of assets,
principally relating to the natural gas transport sector (20 million euro), and costs for incentives given
to employees® (6 million euro). The 33 million euro reduction was essentially due to lower outlays to
the credit devaluation fund as a result of devaluations made in 2015 (32 million euro), on credits in the
natural gas transport sector for partial recognition on the part of the Authorities, for credits not cashed
in deriving from balancing activities relating to the period from 1 December 2011 - 23 October, 20127

The operating costs for regulated activities, net components that have a counterpart in revenue, total
311 million euro, a 34 million euro decrease, equal to 9.9% in respect to the fiscal year 2015.

Operating costs of non-regulated activities

The operating costs for non-regulated activities total 117 million euro, a 10 million euro increase, equal
to0 9.3%, in respect to the fiscal year 2015, principally as a result of: (i) the higher costs incurred for re-
charging the services provided by Snam S.p.A. - to the companies in the Italgas Group over the course
of 2016 (+6 million euro, in reference to the period 1 January — 31 December 2016, and to foreign
affiliates (+6 million euro); (i) the charges directly attributable to Snam's separation operations of the
distribution business, among which consulting costs, review costs, legal costs, rating agency costs (+13
million euro; 7 million euro net the share recharged to Italgas). These effects were compensated in part
by the lower removals of natural gas which are no longer functional to the operating activities (-23
million euro).

26 These refer to estimates of fees deriving from early exit in respect to maximum pension requirements, by law, for no 74 resources established
in the two-year span 2017-2018.

27  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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SERVICE PERSONNEL — CONTINUING OPERATIONS

The number of employees at 31 December 2016 (2,883 people) is broken down below by professional status:

Professional status

Executives 99 99

Managers 447 449 (28) (6.2)

Office workers 1,689 1,736 (85) (4.9)

Manual workers 713 721 3 0.4
2,948 3,005 (122) (4.7)

(*)  The figure for 2015 includes staff transferred in 2016 to Italgas Group (207 people) following the separation transaction.

AMORTISATION, DEPRECIATION AND IMPAIRMENT

Total amortisation and depreciation

Business segments

Transportation

Regasification

Storage

Corporate and other activities

Impairment losses

Depreciation and Devaluation (651 million euro) increased by 75 million euro, equal to 13.0%, in
respect to the fiscal year 2015.The increase was principally due to higher depreciation (+43 million
euro; +7.5%) recorded in all sectors of activities, essentially as a result of the effective date of new
infrastructure and higher devaluation (32 million euro) relating to the transport and re-gasification

sectors.

ADJUSTED EBIT

Below is a breakdown of adjusted EBIT by business segment:

Business segments

Transportation

Regasification

Storage

Corporate and other activities

Snam Annual Report 2016
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The adjusted operating profit? totals 1336 million euro, a 145 million euro reduction, equal to

9.8% in respect to the fiscal year 2015. The reduction is principally attributable to the transport sector
(-144 million euro; -12.4%) with the effect of the WACC reduction, which moves from 6.3% of 2015
to 5.4% in 2016 (-134 million euro). This effect was compensated in part by the positive performance
recorded by the storage sector (+127 million euro; +8.5%) which benefits from an improvement of
the WACC for 2016 in respect to the one established for 2015, the first year of the fourth regulation
period and the effective date, at the end of 2015, of the first facility of the Bordolano site (+41 million
euro in total). There was also an effect on the reduction of the adjusted operating profit from higher
depreciation and devaluation (-75 million euro; equal to 13.0%) principally referring to the transport
sector (-50 million euro) and the storage sector (-16 million euro).

NET FINANCIAL EXPENSES

Financial expense (income) related to net financial debt

- Interest and other expense on short- and long-term financial debt (*)
(")

- Interest on financial receivables not held for operating activities

Other net adjusted finance charges 2

- Accretion discount 14 12 (2 (16.7)

- Other net financial expense (income) (**) (12) 5 (1)

Losses (Gains) on hedging derivatives - ineffective portion 1

Financial expense capitalised (36) (29) 6 (20.7)
343 332 (69) (20.8)

(*)  Include the movement of elisions originating from intercompany transaction to discontinued operations.
(**)  Net special items

Net Finance Charges (263 million euro) record a 69 million euro reduction, equal to 20.8%, in respect
to the fiscal year 2015. The reduction is due to lower finance charges correlated to the net financial
debt (-63 million euro; -18.3%) principally connected to the lower average cost of the debt, also thanks

to optimization interventions in the group’s financial structure put into effect by Snam.

The finance charges capitalized in the fiscal year 2016 total 23 million euro, a 6 million euro reduction
in respect to the fiscal year 2015.

NET INCOME FROM EQUITY INVESTMENTS

Equity method valuation effect

28  EBIT was analysed by isolating only the elements that resulted in a change to that figure. To this end, applying gas sector tariff regulations
generates revenue components that are offset in costs. These components principally related to interconnection and transfers of natural gas
made for the purpose of the rebalancing of the gas system.
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INCOME TAX

The net revenue on shares (116 million euro) concern the shares in the net results for the period of
companies evaluated with the net worth method, in particular the companies Trans Austria Gasleitung
FmbH — RAG (+90 million euro; + 17 million euro in respect to 2015), TIGF Holding S.A.S. (+50 million
euro; +27 million euro in respect to 2015) as well as the share in the negative results for the period of
Gasbridge 1 B.V. and Gasbridge 2 B.V. (-10 million euro in total; -20 million euro in respect in 2015).

In reference to the shares in Gasbridge 1 B.V. and Gasbridge 2 B.V,, the evaluation fees with the net
worth method include the effects of the devaluation of shares in interconnector (UK) Ltd held by the
latter (21 million euro).

Current taxes (*)

(Deferred) prepaid taxes (*)

Deferred taxes

Prepaid taxes

(*)  Net special item.

Snam Annual Report 2016

The income taxes total 363 million euro, a 29 million euro reduction, equal to 7.4%, in respect to the
fiscal year 2015.The reduction is mainly due to: (i) to lower profits before taxes; (ii) to the increase in
EGA benefits — Economic Growth Assistance arranged for companies that strengthen their own net
worth structure — introduced by Decree Law no. 201 of December 6, 2011, converted by Law no. 214 of

December 22, 2014 and subsequent inclusions and modifications.

Reclassified statement of financial position

The reclassified statement of financial position combines the assets and liabilities of the compulsory
format included in the Annual Report and the Half-Year Report based on how the business operates,
usually split into the three basic functions of investment, operations and financing.

Management believes that this format presents useful information for investors as it allows the
identification of the sources of financing (equity and third-party funds) and the investment of financial
resources in fixed and working capital.
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RECLASSIFIED STATEMENT OF FINANCIAL POSITION (*)

Fixed capital 22,121

Property, plant and equipment 15,478

Compulsory inventories 363

Intangible assets 5,275

Equity investments 1,372

Financial receivables held for operating activities 78

Net payables for investments (445)

Net working capital (607)

Provisions for employee benefits (166)

Assets held for sale and directly related liabilities 17
NET INVESTED CAPITAL 21,365

Shareholders’ equity including minority interests

- attributable to Snam’s shareholders 7,585

- attributable to minority interests 1

7,586
Net financial debt 13,779
COVERAGE 21,365

(*) For the reconciliation of Reclassified statement of financial position WITH the compulsory format, please see the paragraph “Reconciliation of the reclassified financial
statements with the compulsory formats” below.

The Fixed Capital (18,080 million euro) decreased by 4,041 million euro in respect to 31 December,
2015 essentially as a result of the reduction of immaterial assets (-4,665 million euro) deriving from
the deconsolidation of the Italgas Group (-4,487 million euro), whose effects were compensated in part
by the higher financial credits instrumental to operating activities (+135 million euro) and the increase

of shares (+127 million euro).

The change in property, plant and equipment and in intangible assets can be broken down as follows:

Balance at 31 December 2015 15,478 5,275 20,753
Technical investments 863 336 1,199
- of which discontinued operations (*) 9 284 293
Depreciation and devaluation - continuing operations (605) (46) (651)
Depreciation and devaluation - discontinued operations (¥) (15) (228) (243)
Divestments (22) (16) (38)
- of which discontinued operations (*) (16) (16)
Other changes 89 (24) 65
- of which discontinued operations (*) 1 (25) (24)
Change in scope of consolidation (225) (4,487) (4,712)
Balance at 31 December 2016 15,563 810 16,373

(*)  The values refer to the period January 1 - November 6, 2016
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Other changes (+€66 million) relate essentially to: (i) the effects of adjusting the present value of
disbursements for the dismantling and restoration of sites (+€116 million), mainly due to a reduction
in the expected discounting rates?; (ii) grants for the period (-€41 million); and (iii) the change in
inventories of pipes and related accessory materials used to construct the plants (-€12 million).

The variation in the area of consolidation (+4,712 million euro) refers to the exit of Italgas Reti
S.p.A. (previously Italgas S.p.A.) and the companies controlled by this company, beginning on
November 7, 2016 as a result of the operation involving separation from Snam of the natural gas

distribution business

TECHNICAL INVESTMENTS

Technical investments

- continuing operations

- discontinued operations (¥)

Technical Investments - continuing operations by sector of activity

Transportation

Regasification

Storage

Corporate and other activities

Technical investments

(*) The values refer to the period January 1 — November 6, 2016

The technical investments of 2016 of the continuing operations total 906 million euro® (879 million
euro in 2015) and principally refer to the sectors of transport (776 million euro) and storage (117
million euro).

Compulsory inventories

The fixed warehouse stock — Mandatory Discards — equal to 363 million euro (equal to 31 December
2015), are composed to a minimum degree of natural gas that the storage company are required to
withhold in accordance with D.P.R. no. 22 of 31 January 2001.The quantities of natural gas in stock,
equal to around 4.5 billion standard cubic metres, are determined annually by the Ministry of Economic
Development?.

Equity investments

The equity investments item (€1,499 million) includes mainly the valuation of equity investments
using the equity method and refers to the companies Trans Austria Gasleitung GmbH - TAG (€512
million), TIGF Holding S.A.S. (461 million euro), Trans Adriatic Pipeline AG — TAP (161 million euro),
AS Gasinfrastrucktur Beteiligung GmbH (135 million euro) and Gasbridge 1 B.V. and Gasbridge 2
B.V. (87 million euro in total).

29  Further information is provided in Note 18 “Provision for risks and charges” of the Notes to the consolidated financial statements.

30 An analysis of the technical investments made by each business segment is provided in the “Business segment operating performance” section
of this Report.

31 On 26 January 2015, the Ministry set the strategic storage volume at 4.62 billion cubic metres for the contractual storage year 2015-2016 (1
April 2015 - 31 March 2016), which is unchanged from the previous year (1 April 2014 - 31 March 2015). The Stogit share was unchanged at
4.5 billion cubic metres. On January 21, 2016, the Department established that for the contractual storage year 2016-2017 (1 April 2016 — 31
March 2017) the strategic storage volume would be 4.62 billion cubic metres.

Snam Annual Report 2016
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Financial receivables held for operating activities

The financial credits instrumental to operating activities (213 million euro), an increase of 135 million
euro in respect to 31 December 2015, refer to the Shareholders’ Loan issued in favour of the affiliate
Trans Adriatic Pipeline AG (TAP)32.

NET WORKING CAPITAL

Trade receivables

Inventories 152
Tax receivables 96
Derivative net assets (liabilities) 7
Other assets 167
Provisions for risks and charges (776)
Trade payables (694)
Deferred tax liabilities (388)
Accruals and deferrals from regulated activities (56)
Tax liabilities (51)
Other liabilities (741)

The Net Capital for the Fiscal Year (-483 million euro) increased by 124 million euro in respect to 31
December 2015. In addition to the effects deriving from the deconsolidation of Italgas (+56 million
euro in total, an expression of the relations of the Italgas group with third parties as of December
2015), the increase is particularly due: (i) to the reduction of business debts (+146 million euro)
attributable to the transport sector (+163 million euro) essentially for the effective entry, beginning
on 1 October 2016, of the new measures for rebalancing that modified, in particular, the financial
regulatory dynamics of the sale of gas through the platform made available by EMO; (ii) the increase
of business credits of Snam S.p.A. (+35 million euro) deriving from the provision of services to the
companies of the Italgas Group (+30 million euro) with the objective of ensure the continuity of
activities previously guaranteed by Snam.

These factors were partially compensated by higher funds for risks and expenses (-123 million euro)
which can be traced principally to the dismantling and reset fund for the transport and storage sector
(=115 million euro in total) as a result of the reduction of the implementation rates expected.

32 Based on the agreements entered into, the shareholders are obliged to finance the project pro rata to their respective shareholding, until the
pipeline becomes operational. The potential expansion of the pipeline capacity is subject to an assessment on economic viability and, thus, on
TAP’s economic interest, also in accordance with the exemption decision of the Regulatory Authorities.
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STATEMENT OF COMPREHENSIVE INCOME

Net profit 1,238

Other components of comprehensive income

Components that can be reclassified to the income statement:

Change in fair value of cash flow hedge derivatives

Portion of equity investments valued using the equity method pertaining to “other 1
components of comprehensive income”
Tax effect
11
Components that cannot be reclassified to the income statement:
Actuarial gains (losses) on remeasurement of defined-benefit plans for employees 6
Share of the “other components of the total profit” of the shares evaluated according to
the net worth method of the remeasurements of benefit plans defined for employees
Tax effect (2)
4
Total other components of comprehensive income, net of tax effect 15
Total comprehensive income 1,253
Attributable to Snam
- continuing operations 809
- discontinued operations 444
Minority interests
- continuing operations
- discontinued operations
1,253
(*)  Includes the effects of the conversion of the net worth of the share in Interconnector UK held by the companies under joint control Gasbridge 1 B.V. and Gasbridge 2 B.V. at

the spot exchange Euro/Sterling as at 31 December 2016.
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SHAREHOLDERS' EQUITY

Shareholders’ equity including minority interests at 31 December 2015 7,586
Increases owing to:
- Comprehensive income for 2016 843
- Other changes (*) 29
872
Decreases owing to:
- Distribution of 2015 dividend (875)
- Effects of the separation of Italgas Reti S.p.A. from Snam S.p.A. (**) (983)
Acquisition of treasury shares (103)
(1,961)
Shareholders’ equity including minority interests at 31 December 2016 6,497
attributable to:
- Snam shareholders 6,497
- Minority interests
6,497

(*) The other variations (+29 million euro) essentially refer to the adjustment of prices in favour of Eni, recorded in 2010 as part of contractual agreements with the same Eni
during the acquisition of shares in Stogit (+ 21 million euro). The adjustment was a follow-up to the definitive approval, through decision 27/2016/R/gas, on the part of
the Authority for Electric Energy, Gas, and the Water System (AEEGWS) on storage rates for the year 2015, the rate year of reference for purposes of the adjustment of the
contractual price.

(**)  The variation excludes 1 million euro of third party interest.

Information about the individual shareholders’ equity items and changes therein compared with
31 December 2015 is provided in Note 22 “Shareholders’ equity” in the Notes to the consolidated
financial statements.

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

2015

Financial statements of Snam S.p.A. 825

Net income of companies included in the scope of consolidation 1171

Difference between the book value of equity investments in consolidated
companies and the shareholders’ equity in the financial statements,
including the net result for the period

Consolidation adjustments for:
- Dividends (757)

Income from valuation of equity investments using the equity method (7)

other income from equity investments

- Other consolidation adjustments, net of tax effect (758)

Minority interests

Consolidated Financial Statements 1,238
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NET FINANCIAL DEBT

Financial and bond debt
Short-term financial debt (*) 2,729
Long-term financial debt 11,067

Financial receivables and cash and cash equivalents (17)

Cash and cash equivalents (17)
13,779

(2,723)

(*)  Includes the short-term portion of long-term financial debt.

On 31 December 2016 the net financial debt totalled 11,056 million euro, a 2,723 million euro
reduction (13,779 million euro as at 31 December 2015).

The net cash flow from operating activities (1,627 million euro), together with the cash flow from
disinvestments (1,506 million euro), essentially attributable to the sums received for the transfer of
38.87% of the shares in Italgas Reti S.p.A. (1,502 million euro, net the available liquidity transferred),
allowed the company to fully finance the needs connected to technical investments, in shares and
financial assets not instrumental to operating activities (1,426 million euro in total) and to generate

a Free Cash Flow of 1,707 million euro. Thanks to the effects on the financial position deriving from
financial credits towards the Italgas Group, which led to a reduction of the debt in the amount of

2,009 million euro, the net financial debt, after the payment to shareholders of the 2015 dividend (875
million euro) and the payments connected to the purchase of self-owned shares (103 million euro), this
figure is reduced to 2,723 million euro, found to be 11,056 million euro.

Financial and bond debts at 31 December 2016, amounting to €11,090 million (€13,796 million at 31
December 2015), comprised the following:

Bonds
Bank loans 3,950

Other financing 35
13,796

Financial and bond debts are denominated in euros® and refer mainly to bond loans (€7,610 million, or
68.6%) and bank loans (€3,448 million, or 31.1%, including €71,182 million provided by the European
Investment Bank - EIB).

The financial debts and bonds decreased by 2,706 million euro in respect to 31 December 2015.The
reduction is principally due: (i) to lower bond services (-2,201 million euro) as a result of the repayment
of three bonds, which arrived at their natural expiration dates respectively in the months of January,
July and October 2016, with a par value of a total of 1,150 million euro and the reacquisition of bonds

33 Except for a fixed-rate bond loan for ¥10 billion, fully converted into euros through a cross-currency swap (CCS) financial derivative.
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conducted in the realm of the Liability Management transaction concluded in the month of October
2016 for a par value, net new issues, of 1.0 billion euro®; (ii) to the reduction of the bank loans (-502
million euro) mainly attributable to the entry of Italgas through acceptance, with effective date of

7 November 2016, into two loans previously issued by BEI to Snam S.p.A. (-424 million euro of par
value), as well as repayments of Team Loan bank loans (-200 million euro of par value).

Long-term financial debt (€8,737 million) represented around 79% of gross financial debt (around 80%
at 31 December 2015). Fixed-rate financial debts amounted to around 64% of gross financial debt.

The available liquidity and equivalents (34 million euro) principally refer to the available liquidity at the
company Gasrule Insurance DAC for the exercise of insurance activity of the group (21 million euro)
and the liquidity at Snam S.p.A. (12 million euro).

At 31 December 2016, Snam had unused committed long-term credit lines worth €3.2 billion.
Information on financial covenants can be found in Note 15 “Short-term financial liabilities, long-term

financial liabilities and short-term portions of long-term liabilities” of the Notes to the consolidated
financial statements.

34 For more information please see the section “Snam in 2016 — Main events”.
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Reclassified statement of cash flows

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

RECLASSIFIED STATEMENT OF CASH FLOWS (*)

Net Profit - continuing operations 692 796
Net Profit - discontinued operations 506 442
Net profit 1,198 1,238
Adjusted for:

amortisation, depreciation and other non-monetary components 670 744
- Net capital losses (capital gains) on asset sales and eliminations 20 32
- Interest and income taxes 840 804
Change in working capital due to operating activities (88) 40
Dividends, interest and income taxes collected (paid) (1,111) (804)
Net cash flow from operating activities 1,529 2,054
Technical investments (1,283) (1,186)
Technical disinvestments 3 6
Companies (entering) leaving the area of consolidation (a) (10) (46)
Equity investments 2 3
Change in financial credits instrumental to operating activities (78)
Other changes relating to investment activities 56 18
Free cash flow 297 771
Change in financial receivables not held for operating activities (216) 216

Financial credits for companies leaving the area of consolidation (b)

Change in short- and long-term financial debt 490 (169)
Equity cash flow (505) (875)
Effect of the change in scope of consolidation 6

Net cash flow for the period 72 (57)
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CHANGE IN NET FINANCIAL DEBT

(€ million) 2014 2015 2016
Free cash flow 297 771 1,707
Financial Debts and Credits from companies entering the area of consolidation (112)

Financial credits for companies leaving the area of consolidation (b) 2,009
Cash flow from self-owned capital (c) (505) (875) (978)
Other changes (d) (6) (23) (15)
Change in net financial debt (326) (127) 2,723

(*)  For the reconciliation of the reclassified statement of cash flows with the compulsory format, please see the paragraph “Reconciliation of the reclassified financial
statements with the compulsory formats” below.

(@) The amount for 2016 refers to the receipt of the sum deriving from the transfer of 38.87% of the Snam S.p.A. share in Italgas Reti S.p.A. (1,502 million euro, net available
liquidity transferred).

(b)  The total refers to the receipt of intercompany financial credits towards the Italgas Group net the financial debts towards BEI (424 million euro) issued by the same BEI to
Snam for financing of Italgas S.p.A. projects, the object of subsequent movement of the Italgas Group. The reduction of the net financial debt thus totals 2,009 million euro.

(c)  The dividend paid in 2014 refers to the balance of the 2013 dividend (€507 million). Snam did not pay out any interim dividends in 2015 or 2016.

) Includes the effects of the fair value adjustment and exchange rate of financial debts at the end of the year.

=
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RECONCILIATION OF THE RECLASSIFIED FINANCIAL STATEMENT WITH THE COMPULSORY FORMATS
RECLASSIFIED STATEMENT OF FINANCIAL POSITION

(millions of €)

Fixed capital

Property, plant and equipment 15,478
Compulsory inventories 363
Intangible assets 5,275
Investments valued using the equity method 1,372
Financial receivables held for operating activities (note 8) 78
Net payables for investments, consisting of: (445)
Payables for investment activities (note 16) (468)

- Receivables from investment/divestment activities (note 8) 23

Total fixed capital 22,121
Net working capital

Trade receivables (note 8) 1,677
Inventories 152
Tax receivables, consisting of: 96
- Current income tax assets and other current tax 62

assets

IRES receivables for the national tax consolidation (note 8) 34

scheme

Trade payables (note 16) (694)
Tax liabilities, consisting of: (51)
- Current income tax liabilities and other current tax (51)

liabilities

IRES payables for the national tax consolidation (note 16)

scheme

Deferred tax liabilities (388)
Provisions for risks and charges (776)
Derivatives (note 11 e 17) 7
Other assets, consisting of: 167
- Other receivables (note 8) 90

- Other current and non-current assets (note 11) 77

Assets and liabilities from regulated activities, (56)
consisting of:

- Regulated assets (note 11) 150

- Regulated liabilities (note 17) (206)

Other liabilities, consisting of: (741)
- Other payables (note 16) (584)

- Other current and non-current liabilities (note 17) (157)
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(millions of €)

Total net working capital

Provisions for employee benefits (166)
Assets held for sale and directly related liabilities, consisting of: 17
- Assets held for sale 23

- Liabilities directly associated with assets held for sale (6)

NET INVESTED CAPITAL 21,365
Shareholders’ equity including minority interests 7,586
Net financial debt

Financial liabilities, consisting of: 13,796
- Long-term financial liabilities 11,067

- Short-term portion of long-term financial liabilities 1,378

- Short-term financial liabilities 1,351

Financial receivables and cash and cash equivalents, (17)
consisting of:

- Cash and cash equivalents (note 7) (17)

Total net financial debt 13,779
COVERAGE 21,365
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RECLASSIFIED STATEMENT OF CASH FLOWS

Net Profit - continuing operations 796

Net Profit - discontinued operations 442

Net profit 1,238
Adjusted for:

Amortisation, depreciation and other non-monetary 744
components:

- Amortisation and depreciation 846

- Impairment losses 3

- Equity method valuation effect (126)

- Change in provisions for employee benefits 30

- Other changes 9)

Net capital losses (capital gains) on asset sales and 32
eliminations

Interest, income taxes and other changes: 804
- Interest income (8)

- Interest expense 345

- Income taxes 467

Change in working capital due to operating activities: 40
- Inventories 55

- Trade receivables )

- Trade payables (128)

- Change in provisions for risks and charges (14)

- Other assets and liabilities 136

Dividends, interest and income taxes collected (paid): (804)
- Dividends collected 141

- Interest collected 5

- Interest paid (345)

- Income taxes (paid) received (605)

Net cash flow from operating activities 2,054
Technical investments: (1,186)
Property, plant and equipment (793)

- Intangible assets (393)

Technical disinvestments: 6
Property, plant and equipment 6

Companies (entering) leaving the area of consolidation (46)
- Companies included in the scope of consolidation (46)

- Companies leaving the scope of consolidation

Equity investments 3
- Investments in shares (144)
- Disinvestments in shares 147
Financial receivables held for operating activities (78)
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activities

- Accesses of financial credits instrumental to operating

115

Other changes relating to investment activities:

Change in net payables relating to investment activities

Free cash flow

Change in financial receivables not held for operating
activities

Financial credits in companies leaving the area of
consolidation

Change in financial payables:

- Taking on long-term financial debt

- Repaying long-term financial debt

- Increase (decrease) in short-term financial debt

Equity cash flow

- Dividends paid

- Acquisition of self-owned shares

Net cash flow for the period

18
18
771
216
(169)
1,167
(1,620)
284
(875)
(875)
(57)
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