116

Snam Annual Report 2016

SNAM S.P.A. FINANCIAL REVIEW

Separation of Italgas Reti S.p.A. from Snam S.p.A.

The 7™ of November 2016 was the effective date of the operation involving the separation from Snam
of the natural gas distribution business in Italy, divided into several steps both united and contextual
among them, which led to the transfer of the entire share packet of Snam S.p.A. to Italgas Reti S.p.A.
(previously Italgas S.p.A.) in favour of Italgas S.p.A. (previously ITG Holding S.p.A.). To complete the
operation, Snam S.p.A. holds a linked share in Italgas S.p.A., with a 13.5% holding in the share capital of
the company?*.

The operation is configured as a system between entities “under common control” and, as such, it

is excluded from the area of application of the IFRS 3 international accounting principles “Company
Aggregations” and IFRIC 17 “Distribution to shareholders of assets not represented by available
liquidity.” In particular, it has been shown that the companies participating in the transaction are
controlled, in accordance with IFRS 10 international accounting principle “Consolidated Financial
Statement”, for the same subject, that is, CDP, both before and after the realization of the aggregation
itself and that this control is not of a temporary nature. It follows then that, for the purpose of the
financial statement of Snam S.p.A., the transaction in its complexity, has been structured by applying
the principle of continuity of values.

For the purpose of the present financial statement for the fiscal year, given the nature of Holding
shares in Snam S.p.A., there is the circumstance that the asset which is the object of the separation
transaction, represented by the share of Snam S.p.A. in Italgas Reti S.p.A., does not constitute “a
discontinued operating asset” in accordance with section 32 of the IFRS 5 international accounting
principle “Non-current assets held for sale and discontinued operating assets”. For this reason, the
economic results and the cash flow found on the financial statement for the fiscal year of Snam
S.p-A. relating to the period January 1 — November 6, 2016 essentially constituted by the dividends
distributed by Italgas Reti S.p.A. to Snam S.p.A. are not represented separately according to the
measures of IFRS 5.

35 The operation is illustrated in detail in Note no. 21 “Discontinued Operation” of the Notes to the Consolidated Financial Statement.

36  According to this principle, a discontinued operating activity is “a component of an entity that was discontinued or classified as held for sale
and (a) represents a significant autonomous branch of an activity or geographical area of activity, (b) the part of a single program coordinated
for the discontinuation of a significant branch of an activity or geographical area of activity; (c) is a subsidiary acquired exclusively as part of a
resale.
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Company information

Snam S.p.A. is an industrial holding company listed on the Milan stock exchange. The company is
placed at the top of the Snam Group and holds 100% of the share capital of the operating companies
Snam Rete Gas S.p.A., Gnl Italia S.p.A., Stogit S.p.A., in addition to Gasrule Insurance D.A.C., which

it heads, respectively, in the management and development of activities involving transport, re-
gasification, storage of natural gas and shares with the most important players in the sector. Snam
operates in Europe’s major markets through agreements with the leading industry players and direct
equity investments in the share capital of companies. Snam S.p.A. is also responsible for the strategic
planning, management, coordination and control of its subsidiaries.

Shareholder CDP S.p.A. declared, with effect from the financial statements as at 31 December 2014,
that it had de facto control over Snam S.p.A. within the meaning of accounting standard IFRS 10 —

“Consolidated Financial Statements”. No management and coordination activity has been formalised or

exercised.
As at 31 December 2016 CDP S.p.A. holds 28.98% and 1.12% respectively of the share capital of Snam
S.p-A. through CDP Reti S.p.A.3” and CDP GAS S.r.L.®

37 CDP S.p.A. holds 59.10%.
38 Company wholly owned by CDP S.p.A.

Snam S.p.A. financial review
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RECLASSIFIED INCOME STATEMENT

To facilitate the reading of the income statement, in view of the fact that Snam S.p.A. is an industrial
holding company, the following reclassified income statement has been prepared, which “inverts the
order of the income statement items pursuant to Legislative Decree 127/1991, presenting first those
which relate to the financial operations, as this is the most significant component of income for those
companies” (see Consob Communication 94001437 of 23 February 1994).

RECLASSIFIED INCOME STATEMENT

Financial income and expense

Net income from equity investments 536 875 (69) (7.9)
Interest income and other financial income 385 355 287 80.8
Interest expense and other financial expense (435) (395) (252) 63.8
Losses from derivative contracts (1)

Total financial income and expense 486 835 (35) (4.2)
Income from services rendered 185 186 17 9.1
Other income 12 12

Other operating income 197 198 17 8.6
For personnel (68) (68) (1) 16.2
For non-financial services and other costs (147) (134) (28) 20.9
Other operating expenses (215) (202) (39) 19.3
Pre-tax profit 468 831 (57) (6.9)
Income tax paid 2 (6) (7)

Net profit 470 825 (64) (7.8)

The Net Profit for 2016 totals 761 million euro, a 64 million euro reduction, equal to 7.8%, in respect
to the fiscal year 2015. The reduction is principally due to lower net revenue from shares (-69 million
euro) principally deriving from the dividends distributed by subsidiaries (-44 million euro) and the
devaluation of the share in Gasbridge 1 B.V. and Gasbridge 2 B.V. (-25 million euro in total). The
financial operations were substantially in line with the previous fiscal year. The revenue deriving from
the adjustment to market value of the financial credits in existence towards the Italgas Group (119
million euro) were compensated in part by the expenses, net recharges to the subsidiary, connected to
the bond buyback operation (88 million euro, net recharges to the subsidiary).

Snam Annual Report 2016
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Analysis of income statement items

FINANCIAL INCOME AND EXPENSE

Income from equity investments 536 875 (44) (5.0)
Expenses from shares (25)
Interest income and other financial income 385 355 287 80.8
Interest expense and other financial expense (435) (395) (252) 63.8
Losses from derivative contracts O

486 835 (35) (4.2)

Income from equity investments (€831 million) consist of: the dividends (809 million euro) distributed
by the subsidiaries Snam Rete S.p.A. (329 million euro), Italgas Reti S.p.A. (275 million euro), and
Stogit S.p.A. (92 million euro) as well as companies under joint control Trans Austria Gasleitung GmbH
(75 million euro), TIGF Holding S.A.S. (€21 million), Gasbridge 1 B.V. and Gasbridge 2 B.V. (17 million
euro)*, (i) by revenue deriving from the underwriting of a bond loan convertible in shares issued by
TIGF Holding (22 million euro).

The reduction of the entry in question may be principally traced to lower dividends distributed by
Snam Rete Gas S.p.A. (-96 million euro)

The expenses from shares refer to the devaluation of shares in GasBridge 1 B.V. and GasBridge 2 B.V. (25
million euro in total)*.

The asset interest and other financial revenue (642 million euro) essentially concern: (i) the asset
interest deriving from infra-group loans issued by Snam to Snam Rete Gas S.p.A., (187 million euro),

to Stogit S.p.A. (53 million euro) and to the Italgas Group (40 million euro); (i) the financial revenue
deriving from the recharge to the companies Snam Rete Gas S.p.A. and Stogit S.p.A. of the charges
connected to the buyback operation put into effect by Snam in the month of October 2016 (241
million euro in total); (iii) the net financial revenue form the adjustment to the fair market value of the

financial credits in existence towards the Italgas Group (119 million euro).

The Liability Interest and other financial expenses (647 million euro) principally refer: (i) to the
expenses connected to the bond buyback operation (329 million euro), equal to the difference between
the reacquisition price for the bonds on the market and the relative value to the depreciated cost; (ii) to
expenses on short — long term financial debts and concern expenses on bond loans*' (293 million euro)
and on loans issued by Banks and other Financial Institutions (24 million euro).

39  More information is provided in the appendix to the Notes to the separate financial statements, “Notes on companies controlled through a
direct equity investment of Snam S.p.A.".

40  The devaluation refers to the share held by Gasbridge 1 B.V. and GasBridge 2 B.V. in Interconnector UK, whose recuperable value, determined
for the purpose of the consolidated financial statement of Snam S.p.A. For further information, see Note no. 14 “Shares evaluated with the net
worth method” of the Notes to the consolidated Financial Statement.

41 Details of the bond issues that took place during the year and their conditions are provided in Note 15, “Short-term financial liabilities, long-
term financial liabilities and short-term portions of long-term liabilities” in the Notes to the separate financial statements.

Snam S.p.A. financial review
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OTHER OPERATING INCOME

Income from services rendered

Other income

Total other operating income

The revenue from the provision of services (203 million euro) concern the recharge to subsidiaries of
the costs incurred for the provision of services managed at the central level by Snam and the charge

of the costs to Italgas deriving from the operation involving the separation of the distribution business
from Snam. The services are regulated through contracts stipulated between the Parent Company and its
subsidiaries and concern the following areas: ICT, personnel and organisation, planning, administration,
finance and control, general services, property and security services, legal and corporate affairs and
compliance, health, safety and environment, regulation, external relations and communication, internal
audit and Enterprise Risk Management (ERM).The pricing model for service contracts is based on the
chargeback of costs incurred to provide the services on a full-cost basis. The pricing model for service
contracts is based on the recharge of the costs incurred for the provision of services according to a
full-cost logic. In reference to the provision of services issued to the Italgas Group, it should be pointed
out that there are partly phase-out contracts in existence between Snam, Italgas Reti and Italgas for a
temporary period, with the goal of ensuring the continuity of activities previously guaranteed by Snam.

Other income (€12 million) essentially refers to revenue from leasing and maintaining fibre-optic
telecommunications cables for third parties.

OTHER OPERATING EXPENSES

For personnel 68 68 11 16,2
For non-financial services and other costs 147 134 28 20.9
Total other operating expenses 215 202 39 19.3

The cost of personnel totals 79 million euro, an 11 million euro increase in respect to the prior fiscal
year, as a result of increased expenses for early retirement.
The number of employees at 31 December 2016 (783 people) is broken down below by professional status:

Professional status

Executives 54 55 (M (1.8)
Managers 202 200 15 7.5
Office workers 444 453 57 12.6
Manual workers 5 5 © (20.0)

705 713 70 9.8

(*)  The 2015 figure includes the personnel transferred in 2016 to the Italgas Group (190 people) following the separation transaction.

Costs for non-financial services and other costs (€162 million) consist mainly of expenses for the
provision of services that are charged back to subsidiaries.

Snam Annual Report 2016
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Fixed capital 18,650
Property, plant and equipment 3
Intangible assets 18
Equity investments 8,693
Financial receivables held for operating activities 9,965
Net receivables (payables) for investments (29)
Net working capital 83
Provisions for employee benefits (19)
NET INVESTED CAPITAL 18,714
Shareholders’ equity 6,835
Net financial debt 11,879
COVERAGE 18,714

The fixed capital (13,298 million euro) decreased by 5,352 million euro in respect to 31 December

2015 principally as a result of the reduction of shares (2,600 million euro) and lower financial credits in

operating activities (2,775 million euro).

Equity investments

Equity investments of €6,093 million break down as follows:

(millions of €)

Equity investments in subsidiaries

Snam Rete Gas S.p.A. 100% 2,849

GNL ltalia S.p.A. 100% 43

Italgas Reti S.p.A. (before Italgas S.p.A.) 100% 2,966 (2,966)
Stogit S.p.A. 100% 1,618 1)
Gasrule Insurance DAC 100% 20

Investments in joint ventures

TIGF Holding SAS 40.50% 452

- Gasbridge 1 B.V. and Gasbridge 2 B.V. 50% 115 (2) (25 (1)
Trans Austria Gasleitung GmbH 84.47% 500

AS Gasinfrastruktur Beteiligung GmbH 40% 135

Investments in associates

Italgas S.p.A. (before ITG Holding S.p.A.) 13.50% 244

Trans Adriatic Pipeline AG 20% 130 35 1

8693 170 (2) (25 (2722) (21)

42  Please see the “Financial review” section of the consolidated financial statements for a closer examination of the reclassified financial

statements.

Snam S.p.A. financial review
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Acquisitions and subscriptions (€170 million) refer to: (i) the capital contribution® of the consortium
AS Gasinfrastruktur Beteiligung GmbH (ASG HoldCo) (€135 million), a joint venture in which Allianz
and Snam hold stakes of 60% and 40%, respectively; (ii) the capital increase of TAP, in which Snam

is required to participate to an extent proportionate with the stake held, based on the agreements
entered into upon acquisition of the equity investment (€35 million).

Repayments and transfers (€2 million) relate to the reduction of the cost at which the stakes in the
companies GasBridge 1 B.V. and GasBridge 2 B.V. are recognised, due to the distribution of part of the
share premium reserve generated when the companies were established.

Value adjustments refer to the effects of the impairment loss (€25 million) on the equity investments
in GasBridge 1 B.V. and GasBridge 2 B.V.

Extraordinary transactions (€2,722 million) refer to the transfer of Snam S.p.A.s entire equity
investment in Italgas Reti S.p.A. to Italgas S.p.A. (€2,966 million), through a transaction broken down
into different unitary and related steps, upon completion of which Snam S.p.A. holds an equity
investment of association in Italgas S.p.A. due to its stake of 13.5% in the company’s share capital*
(€244 million).

Other changes mainly relate to the correction of the price adjustment in favour of Eni, recognised in
2010 in relation to contractual agreements made with Eni at the time of the acquisition of the stake in
Stogit (€21 million).

Financial receivables held for operating activities

Financial receivables held for operating activities, including the relative short-term portions, amount to
€7,190 million and refer to receivables for loans disbursed to the subsidiaries Snam Rete Gas (€5,411
million) and Stogit (€1,566 million), and the associate TAP (€213 million). The reduction of €2,775
million compared with 31 December 2015 was due to: (i) the repayment of financial receivables
outstanding with respect to the Italgas Group at the date of completion of the spin-off transaction
(-€1,438 million); (ii) the repayment of financial receivables with respect to Snam Rete Gas (-€1,000
million in nominal value), which had reached their natural expiry; (iii) the closure and simultaneous
repayment, net of new receivables, of financial receivables outstanding with respect to Snam Rete Gas
and Stogit (-€390 million in total nominal value) for the liability management transaction carried out
by Snam in October 2016.

43 This qualifies as a capital reserve pursuant to Article 229, par. 2, section 5 of the “Austrian Companies Act”.
44 The operation is described in detail in Note 21 “Discontinued operations” of the notes to the consolidated financial statements.
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NET WORKING CAPITAL

Trade receivables

Tax receivables 108
Derivatives 7
Net prepaid tax assets 8
Other assets 32
Trade payables (58)
Provisions for risks and charges (5)
Tax liabilities (51)
Other liabilities (45)

83

Net working capital (€73 million) decreased by €10 million compared with 31 December 2015 due
primarily to: (i) the reduction in tax receivables (-€41 million) mainly because of the decrease in the
Group VAT credit and in receivables for tax consolidation; (ii) the increase in other liabilities (-€22
million) due to an increase in payables due to Snam Rete Gas following the collection of the VAT
advance; (iii) the increase in trade payables (-€20 million) due to payment trends. These effects were
partially offset by: (i) the reduction in tax liabilities (+€46 million) primarily due to lower liabilities
for current taxes relating to the VAT payment; (i) the increase in the market value of derivatives
(+€17 million) due to the valuation carried out at the date of year-end close; (iii) the increase in trade
receivables (+€13 million) essentially in relation to receivables for services provided to the Italgas

Group companies.

STATEMENT OF COMPREHENSIVE INCOME

Net profit

Other components of comprehensive income

Components that can be reclassified to the income statement:

Change in fair value of cash flow hedge derivatives

Total other components of comprehensive income, net of tax effect

Total comprehensive income 825

Snam S.p.A. financial review
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SHAREHOLDERS' EQUITY

Shareholders’ equity at 31 December 2015

Increases owing to:

- Comprehensive income for 2016 762

Decreases owing to:

- Distribution of 2015 dividend (875)

- Effects of the separation of Italgas Reti S.p.A. from Snam S.p.A. (*) (1,225)

Acquisition of treasury shares (103)

Shareholders’ equity at 31 December 2016

(*)  For more details on the effects of the separation of Italgas Reti S.p.A. from Snam S.p.A,, refer to note No. 19 “Shareholders’ equity” of the Notes to the financial state-
ments.

NET FINANCIAL DEBT

Financial and bond debt

Financial receivables and cash and cash equivalents (1,913)

Financial receivables not held for operations (1,912)

Cash and cash equivalents (1)
11,879

The breakdown of debt by type of interest rate at 31 December 2016 is as follows:

Fixed rate 8,855 64 64 (1,763)
Floating rate 4,937 36 36 (943)
13,792 100 100 (2,706)

Fixed-rate financial liabilities (€7,092 million) reduced by €1,763 million compared with 31 December
2015, essentially following the repayment of bonds that had reached their natural maturity (-€700
million in nominal value) and the net repurchase of bonds for a nominal value of €1.0 billion in relation
to the liability management operation.

Floating-rate debt (€3,994 million) fell by €943 million compared with 31 December 2015, owing
essentially to: (i) the repayment of bonds that had reached their natural maturity (-€450 million in
nominal value); (i) the assumption and takeover by Italgas S.p.A., effective as of 7 November 2016, of
two loans previously disbursed to Snam S.p.A. by the EIB (-€424 million in nominal value); (iii) the net
repayment of term loans (-€200 million in nominal value).

Financial receivables not held for operations (€3,109 million) rose by €1,197 million compared with
31 December 2015, primarily due to higher net uses of current accounts available to the subsidiaries
Snam Rete Gas, Stogit and GNL Italia (+€1,606 million), offset in part by the repayment of financial
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receivables due from the Italgas Group at the date on which the spin-off was completed (-€574
million).
Cash and cash equivalents (€12 million) refer to current account deposits held at banks.

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).

Snam S.p.A. financial review
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RECLASSIFIED STATEMENT OF CASH FLOWS

Net profit 825
Adjusted for:

amortisation, depreciation and other non-monetary components 5
- Dividends, interest and income taxes (852)
Change in working capital due to operating activities 1
Dividends, interest and income taxes collected (paid) 835
Net cash flow from operating activities 824
Technical investments 9)
Equity investments (*) 3
Financial receivables held for operations (**) 276
Other changes relating to investment activities O
Free cash flow 1,093
Change in financial receivables not held for operating activities (**) (64)
Change in current and non-current financial debt (155)
Equity cash flow (***) (875)
Net cash flow for the period (1)

CHANGE IN NET FINANCIAL DEBT

Free cash flow

Exchange rate differences on financial debt

Financial debt taken over by Italgas

Adjustment to fair value of financial debt

Equity cash flow (***)

Change in net financial debt

(*)  The amount relating to 2016 includes the collection of the consideration deriving from the disposal of 38.87% of Snam S.p.A's equity investment in Italgas Reti S.p.A.
(€1,503 million).

(**)  The change in financial receivables held and not held for operations in 2016 incorporates the repayment of financial receivables due from the Italgas Group (total of
€1,588 million).

(***)  The value relating to 2016 includes the payment of the 2015 dividend to shareholders as well as the cost incurred to purchase treasury shares (€103 million).
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